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Caliber.  139  -  Automatic  Chronograph  with  unique  functions  display,  skeleton  dial,  hand-stitched  alligator  strap 

THE  MASTERY  OF  TECHNOLOGY  AND  DESIGN 

The  ultimate  timepiece  collection  for  men.  Watches  of  sophisticated  function,  powered  by  Ebel  COSC-certifi 
automatic*movements;  feach  developed,  assembled  and  controlled  in  Ebel's  workshops  in  Switzerland. 
',    ,s  www.191.lBTR.com  or  call  800  920  3153 
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MERRILLS  BOMBSHELL 

Well,  give  merrill  lynch  ceo  Stanley  cneal  credit  for 
plain  talk.  "We  made  a  mistake,"  he  said  during  an 
Oct.  24  conference  call.  And  how.  The  firm  posted  its 
first  quarterly  loss  in  six  years,  stemming  from  a 
$7.9  billion  write-down  on  subprime  securities.  The 
$2.3  billion  net  loss  led  to  a  cut  in  Merrill's  credit  rating. 
On  Oct .  5  the  firm  had  predicted  a  write  -  down  of  only 
$5  billion.  Outraged  investors  dumped  Merrill  shares, 
which  fell  5.8%.  O'Neal  said  the  ugly  numbers  stemmed 
from  a  more  conservative  valuation  of  its  subprime 
assets,  but  many  on  Wall  Street  are  fretting  about  future 
losses  and  O'Neal's  leadership.  Anyone  hoping  the  third 
quarter  would  bring  an  end  to  Wall  Street's  subprime 
woes  may  be  sadly  mistaken. 

I BW I  PAGE  32  "Why  Merrill  got  burned  so  badly" 


BEAR'S  CHINESE  PAL 

It  may  not  be  a  lifeline,  but  at  least 
it's  a  vote  of  confidence.  On 
Oct.  23,  state-owned  Chinese 
brokerage  Citic  Securities  agreed 
to  invest  $1  billion  in  beleaguered 
investment  bank  Bear  Stearns. 
Citic  will  buy  40-year  convertible 
trust  preferred  securities  equal  to 
6%  of  Bear's  shares,  with  the  op- 
tion to  boost  the  stake  to  9.9%.  In 
return,  Bear  will  pay  $1  billion  for 
six-year  convertible  debt  repre- 
senting a  2%  stake  in  Citic,  with 
an  option  to  go  to  5%.  Citic  isn't 
the  only  cash-flush  foreign  institu- 
tion taking  advantage  of  U.S.  bank 
stocks  that  have  been  whacked  by 
the  subprime  crisis  and  stagnant 
earnings.  Expect  more  deals  in  the 
months  ahead. 

I  BW  I  PAGE  28  "Chinese  banks  head  for 
the  U.S." 
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■ata:  Bloomberg  Financial  Markets 
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>PLE'S  BOFFO  RESULTS 

ring  on  all  processors"  doesn't 
justice  to  what  Apple  is  pull- 
)  off  these  days.  On  Oct.  22 
}  company  obliterated  Street 
ejections  with  yet  another  blow- 
zy quarter.  It  wasn't  just  that 
yenues  hit  $6  billion,  up  28% 
m  the  previous  year,  or  that 
jfits  jumped  67%,  to  $901  mil- 
■n.  It's  that  there's  so  much  room 
•  growth.  Mac  sales  climbed  by 
orrid  34%  in  the  quarter,  even 
jugh  many  shoppers  may  be 
iting  for  the  new  Leopard  oper- 
ng  system.  Apple  shares  rose 
b  by  the  next  day. 
"Apple  blasts  past  the  forecasts" 
sinessweek.com/magazlne 


h  V'S  ARMOR  CRUMBLES 

8tl>rsche  may  finally  get  its  hands 
Volkswagen.  A  German  law 
signed  to  shield  VW  from  take- 
ers  was  zapped  on  Oct.  23  by 
5  European  Court  of  Justice.  The 
'60  law  gave  effective  control 
er  the  automaker  to  the  state  of 
wer  Saxony,  perpetuating  what 
me  dubbed  Europe's  last  com- 
jnist  enclave.  Porsche,  which 
ms  31  %,  is  expected  to  buy  up 
51  %  and  accelerate  VW's  drive 
'  better  quality  and  efficiency. 
"VW  wheels,  Porsche  driver" 
sinessweek.com/magazine 


JRYSLER:  TOO  SOON  TO  CALL 

e  vote  on  the  Chrysler-United 
ito  Workers  deal  closed  on 
:t.  24  and  went  down  to  the 


wire.  At  press  time,  at  least  eight 
locals  had  voted  against  ratify- 
ing. If  a  majority  of  members  vote 
yes,  the  union  would  take  over  a 
health-care  trust  that  manages 
retiree  medical  benefits,  endorse 
a  lower  wage  for  new  hires,  and 
accept  weaker  layoff  benefits, 
among  other  concessions.  But 
dissident  workers  hate  the  two- 
tiered  wage  scale  and  want  more 
job  guarantees. 


LETTING  INTEL  BE  INTEL 

While  the  chip  behemoth  may  be 
in  hot  water  in  Europe  and  Asia  for 
alleged  anticompetitive  behav- 
ior, U.S.  regulators  appear  to  be 
shrugging  their  shoulders.  Japan, 
South  Korea,  and  the  European 
Commission  have  accused  Intel 
of  coercing  PC  makers  to  lock 
archrival  Advanced  Micro  Devices 
out.  But  the  Federal  Trade  Com- 
mission has  declined  to  elevate 
its  own  inquiry  into  a  more  formal 
investigation,  The  New  York  Times 
said  on  Oct.  21 .  Intel  still  faces  a 
civil  lawsuit  by  AMD. 


LIFE  AFTER  THE  LBO 

Now  that  the  easy  money  for  pri- 
vate equity  firms  has  dried  up,  the 
CEOs  who  work  for  LBO  bosses 
are  under  extreme  pressure  to 
squeeze  profits  out  of  acquired 
companies.  That  means  soon 
you'll  be  hearing  tales  of  quick  and 
brutal  corporate  breakups,  rollups, 
and  reorgs.  The  storm  could  rival 
the  downsizing  binge  of  the  early 


1 990s— and  millions  of  employees 
will  face  survival  of  the  fittest. 
I  BW I  PAGE  38  "Perform  or  perish" 


A  PIECE  OF  FACEBOOK 

After  losing  so  many  battles  to 
Google,  Microsoft  finally  won  one. 
On  Oct.  24  the  software  giant 
snagged  a  stake  in  social  network- 
ing star  Facebook.  In  a  deal  that 
values  the  Web  company  at  an 
astonishing  $1 5  billion,  Microsoft 
will  buy  a  chunk  for  $240  million. 
It  will  also  provide  international  ad 
sales  for  Facebook,  having  con- 
tracted last  year  to  sell  U.S.  ads. 
Whether  that  revenue  will  justify 
the  investment  remains  to  be  seen, 
but  the  deal  is  a  sign  that  Microsoft 
may  be  making  progress  on  the 
Web.  Meanwhile,  over  in  Europe, 
the  company  agreed  to  drop  its 
right  to  appeal  and  to  abide  by  the 
European  Commission's  ruling  in  a 
nine-year  antitrust  case. 
□  "Microsoft  and  Facebook  hook  up" 
and  "Endgame  for  Europe's  Microsoft 
case"  businessweek.com/magazine 


CHINA'S  NEXT  LEADERS 

After  seven  long  days  of  speeches 
came  the  big  moment  at  the 
17th  Chinese  Communist  Party 
Congress:  On  Oct.  22  the  nine 
members  of  the  Politburo  Stand- 
ing Committee  marched  before 
flashing  cameras.  As  expected, 
among  them  were  54-year-old 
Shanghai  Party  Secretary  Xi 
Jinping,  who's  seen  as  the  likely 
heir  to  President  Hu  Jintao,  and 
52-year-old  Liaoning  Party  Secre- 
tary Li  Keqiang,  who  may  take  over 


Shanghai  Party 
Secretary  Xi, 
one  of  the  nine 
new  members  of 
China's  Politburo 
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from  Premier  Wen  Jiabao.  Xi  and  Li 

are  expected  to  follow  the  current 
leadership's  path  of  shifting  to  an 
economy  more  reliant  on  domestic 
consumption  and  services  and 
less  on  highly  polluting  and  inef- 
ficient manufacturing  operations 
and  trade. 

Q  "China:  New  leaders,  old  problems" 
businessweek.com/magazine 


A  TRAIN  THAT  GOES  VROOM! 

Italy's  state-run  train  system, 
of  late  sued  by  passengers  for 
harboring  lice,  is  set  to  get  a  jolt  of 
competition  from  Fiat  and  Ferrari 
Chairman  Luca  di  Montezemolo. 
He  and  four  partners,  including 
shoe  tycoon  Diego  Delia  Valle, 
the  founder  of  Tod's,  are  planning 
to  launch  the  first  high-speed 
train  service  in  Europe  backed 
entirely  by  private  investors.  Their 
company,  NTV,  aims  to  start 
service  in  2010  when  Italy's  rail 
system  is  deregulated.  It'll  pamper 
riders  with  innovative  service— and 
speed  from  Rome  to  Milan  faster 
than  a  Ferrari. 


CHINA'S  ASSET  GOLD  RUSH 

Foreign  asset  managers  are 
flocking  to  where  the  money  is: 
China.  Growth  in  that  market  has 
averaged  more  than  60%  over  the 
past  three  years  and  will  run  above 
20%  for  the  next  decade,  says  a 
report  from  McKinsey.  So  it's  no 
surprise  that  more  than  27  compa- 
nies have  set  up  shop  in  the  past 
five  years.  But  low  fees  and  the 
tendency  of  Chinese  customers  to 
churn  accounts  make  it  tough  for 
anyone  to  turn  a  profit. 
S  mckinseyquarterly.com 


BUY  A  CADDY,  SAYS  DYLAN 

Doing  a  spot  for  Victoria's  Secret 
at  least  seemed  appropriately 
weird.  Now  grizzled  music  legend 
Bob  Dylan  is  appearing  in  a  cam- 
paign for  the  Cadillac  Escalade 
that  co-promotes  his  XM  Satellite 
Radio  show  Theme  Time  Radio 
Hour.  It's  true  that  many  of  Dylan's 
fans  are  graying  themselves,  but 
are  they  really  ready  to  accept  him 
as  a  Caddy  spokesman? 
□  adage.com 


WHAT'S  THAT  IN  THE  GARAGE? 

With  the  U.S.  auto  industry  gag- 
ging on  too  many  pickup  trucks 
and  SUVs,  it  seems  goofy  that 
Indian  conglomerate  Mahindra  & 
Mahindra  should  be  entering  the 
market.  But  the  company  has  an 
ace  under  the  hood:  clean  diesel 
engines  that  better  Detroit  and 
Asian  rivals  in  fuel  economy  by 
25%  to  40%.  Mahindra  expects  to 
introduce  three  vehicles  under  its 
own  brand  in  mid-2009. 
I  BW  I  PAGE  61  "Baseball,  apple 
pie... and  Mahindra?" 


MOSCOW  PLAYS  THE  MARKET 

It's  the  age-old  petro-state  prob- 
lem: what  to  do  with  tens  of  billions 
burning  a  hole  in  your  pocket. 
Russia  is  looking  to  pump  some  of 
its  windfall  into  foreign  stocks.  At  a 
meeting  on  Oct.  19  in  Washington, 
Finance  Minister  Alexei  Kudrin 
said  the  Kremlin  has  earmarked 
$20  billion  for  purchases  of  foreign 
stocks.  The  move  worries  some 
in  Washington  and  Europe,  who 
suspect  the  Kremlin  will  use  the 
money  to  further  its  strategic  goals. 
□  moscowtimes.ru 


WAL-MART'S 
MOVE  IN  JAPAN 

Sometimes  the  best  strategy  is 
to  double  your  bet.  Wal-Mart's 
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g  play  in  Japan,  its  owner- 
lip  of  the  Seiyu  depart- 
3nt  store  chain,  has  been 
disaster  thus  far  as  Seiyu 
intinues  to  bleed  money. 
■>  Wal-Mart  said  on  Oct.  22 
would  buy  the  49%  of  the 
)0-store  chain  it  doesn't 
eady  own  for  about  $900 
llion.  Wal-Mart  says  it  will 
.ve  more  freedom  to  make 
langes.  It  also  underscores 
3  importance  of  Japan  to 
al-Mart,  which  fled  Germany 
d  South  Korea  last  year.  At 
ime,  Wal-Mart  announced 
,  Oct.  23  that  it  will  build 
wer  supercenters. 


FT-CARD  GAMBIT 

nances  are,  you'll  get  at 
ast  one  prepaid  gift  card  this 
>liday  season.  Visa  wants  a 
Bee  of  that  action.  Looking  to 
pitalize  on  the  trend  toward 
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personalization,  the  company 
on  Nov.  1 5  will  launch  a  site  to 
let  users  upload  photos  and 
personal  greetings  that  would 
be  printed  on  gift  cards  and 
mailed  to  recipients.  That  sets 
up  a  tussle  with  retailers  such 
as  Wal-Mart  and  Apple. 
I BW I  PAGE  26  "Gift  cards  with  a 
personal  touch" 


VONAGE:  MORE  BAD  VIBES 

Just  when  things  were  looking 
up  for  the  Net  phone  upstart, 
it's  squaring  off  with  its  most 
formidable  foe.  After  settling 
patent  litigation  with  Sprint 
Nextel,  Vonage  disclosed  on 
Oct.  1 9  that  it  has  been  sued 
for  patent  violations  by  AT&T. 
Tiny  Vonage  faces  an  uphill 
battle  against  AT&T,  which  is 
on  a  roll  after  announcing  a 
41 .5%  rise  in  third-quarter  net 
income,  to  $3.1  billion. 


FOR  SALE  AT  STAPLES 

Dell  keeps  tweaking  its  busi- 
ness in  hopes  of  stopping  its 
market-share  swoon.  On 
Oct.  22  it  said  it  will  offer  PCs 
and  printers  in  all  1 ,400  Sta- 
ples office-supply  stores.  Dell, 
now  No.  2  to  Hewlett-Packard, 
for  years  sold  to  consumers 
only  over  the  phone  and  the 
Web.  Realizing  that  customers 
like  to  see  what  they're  buying, 
it  began  selling  at  Wal-Mart 
earlier  this  year. 


WE  AMERICAN  MARKETS 
OSING  THEIR  LUSTER? 


BILLIONS  OF  DOLLARS 


NET  FOREIGN  PURCHASES  OF  U.S.  SECURITIES* 
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•INCLUDES  U.S.  TREASURIES,  AGENCIES, 
CORPORATE  BONDS,  AND  STOCKS 

ata:  U.S.  Treasury  Dept. 
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Sprint Jjfi  ahead 


Hit  the 
road,  Jack. 

Plug  into  the  fastest  and  largest  national 
mobile  broadband  network  and  your 
laptop  can  get  high-speed  Internet— miles 
from  the  nearest  hotspot.  That's  business 
at  SprintSpeed"  Get  out  there. 
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The  Sierra  Wireless  USB  AirCard"595U 
for  your  business  account. 
Rated  for  SprintSpeed. 

Requires  new  card  activation 
and  two-year  agreement. 
No  voice  plan  required. 

1-800-SPRINT-1 
sprint.com/mobilebroadband 


Fastest  claim  based  on  total  network  size  (sq.  miles)  multiplied  by  network  upload/download  speed  capability. 
User's  speed  experience  may  vary.  Largest  claim  based  on  total  network  size  (sq.  miles).  Coverage  not 
available  everywhere.  See  sprint.com/coverage  for  details.  Sprint  Mobile  Broadband  Network  reaches  over 
224  million  people.  Not  available  in  all  markets/retail  locations.  Card  Offer:  Offer  ends  11/3/07  or  while  supplies 
last.  Available  for  corporate-liable  accounts  (activations  using  a  business  name  and  tax  ID)  only  May  require 
up  to  $36  activation  fee/line,  credit  approval  and  deposit.  $200  early  termination  fee/line  applies  after  30  days. 
Taxes  excluded  Mobile  Broadband  Card  data  plan  required.  ©2007  Sprint  Nextel.  All  rights  reserved. 
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Firefighters  in 
Maiibu  mop  up 
homes  destroy 
by  California's 
wildfire 


BP'S  COSTLY  SETTLEMENTS 

With  crude  prices  soaring,  it's  the 
best  of  times  to  be  an  oil  compa- 
ny—but BP  remains  the  odd  major 
out.  A  day  after  the  British  giant 
announced  a  29%  drop  in  third- 
quarter  profits,  The  Wall  Street 
Journal  reported  on  Oct.  24  that 
BP  will  pay  $303  million  to  settle 
civil  charges  that  traders  manipu- 
lated U.S.  propane  prices  and  a 
$50  million  fine  stemming  from  a 
refinery  explosion  in  2005. 


THE  WILDFIRE  STATE 

Infernos  in  California  had  scorched 
300,000  acres  and  destoyed  or 
damaged  1 ,600  homes  at  press 
time.  It  could  have  been  worse: 
Saying  they  had  learned  the 
lessons  of  a  2003  firestorm,  fire 
teams  responded  quickly  with  help 
from  the  feds  and  neighboring 
states.  But  on  Oct.  24  estimated 
losses  stood  at  $1  billion,  with 
industry  experts  saying  they 
expect  paying  more  than  $500 
million  in  claims  from  homeowners 


and  small  businesses.  State  Farm 

and  Farmers  blanketed  Southern 

California  with  radio  ads  offering 

claims  assistance. 

□  "California:  Fire  costs  flare" 

businessweek.com/magazine 


SWEETER  MUSIC  AT  HARMAN 

Kohlberg  Kravis  Roberts  and 
Goldman  Sachs  saved  face  by 
making  peace  with  audio  equip- 
ment maker  Harman  Interna- 
tional. The  firms  agreed  to  take 
the  company  private  in  April,  but 
sour  notes  in  its  business  caused 
them  to  back  away.  On  Oct.  21 
they  said  they'd  buy  $400  million 
of  convertible  bonds  from  Harman 
instead  of  fighting  it  out  in  court. 


SO  MUCH  FOR  EXUBERA 

Diabetics  don't  want  to  breathe 
in  their  insulin.  That's  what  Pfizer 
CEO  Jeffrey  Kindler  has  been 
hearing  from  patients  and  doctors 
in  the  year  since  the  drugmaker 
introduced  Exubera,  the  first  inhal- 


able  insulin.  The  company  figured 
Exubera  would  be  a  $2  billion-a- 
year  smash,  but  it  has  brought  in 
only  $1  2  million  in  2007.  So  on 
Oct.  18,  Pfizer  pulled  the  plug, 
inhaling  a  $2.8  billion  write-down. 
□  "Pfizer's  Exubera  flop" 
businessweek.com/magazine 

PROPERTY: 
ANXIETY  IN  THE  GULF 

Is  the  real  estate  bubble  about  to 
burst?  That's  the  question  many 
in  the  Gulf  states  are  asking 
themselves  these  days,  according 
to  the  cover  story  of  the  Octo- 
ber issue  of  Sus/nessWee/c  Al 
Arabiya.  From  Saudi  Arabia  to 
Qatar,  petrodollars  have  financed 
a  massive  building  boom.  In  Dubai 
alone  the  number  of  housing  units 
has  tripled  in  the  past  1  2  years. 
Prices,  meanwhile,  are  soaring, 
thanks  in  part  to  the  growing  avail- 
ability of  home  mortgages,  which 
were  virtually  nonexistent  across 
the  region  a  few  years  ago. 
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A  HELPING  HAND  FROM  FOREIGN  DEMAND 

Solid  growth  around  the  world,  in  developed  and  emerging  markets,  means 
trading  partners  provide  extra  oomph  just  when  the  U.S.  needs  it 


The  U.S.  economy  faces  its  toughest  challenge  since  the  2001  recession,  but  it  might  just  get  by— w 
a  little  help  from  its  friends.  Foreign  trade  has  provided  a  huge  lift  to  growth  this  year.  When  the  go^ 
eminent  reports  on  third-quarter  growth  on  Oct.  31,  it's  a  good  bet  the  plunge  in  home  constructio: . 
will  have  subtracted  about  a  percentage  point  from  overall  growth.  At  the  same  time,  a  narrower  tra 
deficit  appears  to  have  offset  all  of  that  weakness.  |  The  turnaround  in  the  trade  gap,  adjusted  for  thu 


changing  prices  of  exports  and  imports, 
actually  began  in  late  2005.  Since  then, 
the  deficit  has  shrunk  an  estimated  15% 
through  the  third  quarter,  the  largest 
decline  since  the  mid-1980s,  and  the 
pace  of  the  improvement  has  picked  up 
thanks  to  strong  exports.  The  question 
now  is,  will  trade  continue  to  support 
the  economy  in  2008  ? 

The  fear,  as  the  old  saying  goes,  is 
that  when  the  U.S.  sneezes,  the  rest  of 
the  world  catches  a  cold.  That  is,  if  a 
U.S.  slowdown  chills  growth  overseas, 
the  trade  gap  may  benefit  from  a  tem- 
porary lull  in  imports,  but  recent  export 
gains  would  be  at  risk.  Although  the 
dollar  is  sure  to  remain  at  very  competi- 
tive levels,  foreign  demand  has  always 
been  the  bigger  influence  on  exports. 

However,  the  world  has  become  less 
sensitive  to  America's  ups  and  downs. 

MORE  EXPORTS  HEAD  TO 
FAST-GROWING  ECONOMIES 

PERCENT  OF  ALL  EXPORTED  GOODS 


U.S.  SHIPMENTS  TO 
EMERGING-MARKET  NATIONS 


•04  '05  06  07 

Data:  U.S.  Census  Bureau,  Global  Insight,  BW 


Over  the  past  decade,  U.S.  growth 
ebbed  to  2.6%  annually  from  3%  over 
the  previous  10  years,  but  the  global 
economy  sped  up,  to  4.4%  from  3.2%. 
Between  the  same  two  periods,  the 
U.S.  contribution  to  world  growth  has 
declined  from  19%  to  only  12%. 

Stateside  exporters  should  enjoy 
strong  overseas  demand  next  year, 
based  on  the  International  Monetary 
Funds'  World  Economic  Outlook.  The 
IMF  expects  global  growth  to  slow  in 
2008,  to  4.8%,  from  5.2%  in  2007,  with 
the  U.S.  expanding  1.9%  each  year. 
That  implies  growth  outside  the  U.S.  of 
about  5.5%— a  rate  about  triple  that  in 
the  U.S.  for  the  second  year  in  a  row. 

Also,  a  large  share  of  U.S.  exports  has 
shifted  to  fast -growing  emerging  mar- 
kets and  away  from  major  economies. 
In  only  the  past  two  years,  the  propor- 
tion of  U.S.  goods  shipped  to  these 
areas— which  are  expected  to  grow  7.4% 
next  year— has  risen  to  45%  from  38% 
(chart).  That's  impressive,  since  many 
of  these  nations  peg  their  currencies  to 
the  dollar,  resulting  in  smaller  competi- 
tive benefits  for  U.S.  exports  compared 
with  major  currencies,  against  which 
the  greenback  has  fallen  more.  China, 
where  U.S.  exports  are  up  25%  annually 
over  the  past  five  years,  is  now  the  No.  4 
buyer  of  U.S.  goods. 

What's  more,  many  economies  over- 
seas are  internally  stronger  compared 
with  a  few  years  ago:  Their  growth  is 
driven  more  by  homegrown  demand 
and  less  by  exports.  That's  especially 


true  recently  for  Canada  and  Mexico 
the  U.S.'s  two  biggest  trading  partne: 
accounting  for  34%  of  U.S.  exports,  i 
Meanwhile,  as  developing  nations  in 
Asia,  South  America,  and  the  Middle 
East  enjoy  solid  growth,  global  prodv 
ers  are  finding  more  places  other  thai 
U.S.  markets  to  sell  their  goods. 

The  benefits  from  trade  gains  are 
already  showing  up  in  profits  and  jot: 
key  drivers  of  business  and  consumer 
demand.  Through  the  second  quarte 
U.S.  corporate  earnings  from  abroad* 
rose  21.3%  from  a  year  ago,  while  do- 
mestic profits  were  up  only  0.9%.  O 
the  past  year,  net  foreign  receipts  ha1 
accounted  for  more  than  80%  of  the 
increase  in  overall  profits. 

As  for  job  growth,  look  beyond 
manufacturing.  Price -adjusted  expc 
of  services,  up  some  10%  from  a  yeai 
ago,  are  growing  faster  than  shipmei 
of  goods.  Economists  at  Barclays  Ca; 
tal  note  that  the  service  industries  n 
integrated  with  global  demand,  sucr 
as  business  services,  education,  and 
medical  treatment,  accounted  for  ab 
75%  of  the  past  year's  job  gains,  man 
which  were  created  by  exports. 

Of  course,  while  world  growth  is 
less  sensitive  to  U.S.  activity,  it  is  no 
completely  detached.  If  the  housing 
slump  and  the  credit  crunch  knock  t 
U.S.  into  a  recession,  overseas  econc 
mies— and  U.S.  exporters— would  fe 
the  downdraft.  However,  the  U.S.'s 
trading  partners  will  provide  a  cushi 
to  help  prevent  that.  iBWi 
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ROCERY  BILLS  ON  THE  RISE 

James  Mehring/Charts  by  Ray  Vella 

orld  food  prices  are  accelerating  even  as  subsidies  remain  high.  While  the 
nount  of  farmland  per  person  shrinks,  a  changing  global  diet  that  includes 
ore  meat  is  ratcheting  up  the  need  for  grains  to  feed  people  and  animals. 


5  Land  Growing  cities 
populations  have  cut 
lalf,  since  1 950,  land 
lable  for  crops  per  capita. 


•FORECAST  OF 
ARABLE  LAND 
PER  PERSON 
IN  2010: 
0.52  ACRE 


1950=1.2  ACRE 

Food  &  Agriculture 
inization  of  the  U.N.,  International 
t  Nutrition  Institute 


World  Food  Price  Index  In  the  past,  price  increases 
were  short-lived  since  farmers  would  promptly  raise 
production.  But  this  time  around  it  may  be  harder  to  get 
to  a  big  price  drop  because  increasing  global  prosperity 
keeps  pushing  up  demand  for  food. 
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MEATIER  DIET 


most  people  around  the  world,  grains  such  as  wheat  and  corn  make  up  a  majority  of  their  diet.  However, 
at  is  becoming  more  popular,  especially  in  developing  nations  where  personal  incomes  are  rising. 


Government  Support  What 
consumers  pay  at  the  grocery 
store  or  market  is  affected  by 
tariffs,  subsidies,  and  other 
policies  aimed  at  helping 
domestic  farmers. 


2005  PRODUCER  SUPPORTS 
(DOLLARS  PER  PERSON) 
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+16.3% 


r.  Food  &  Agriculture  Organization  of  the  U.N. 

ures  of  the  Week,  our  weekly  summary  of  market  data,  is  now  available  online.  Go  to  I  businessweek.com/go/figures 
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Some  think 
competition. 

We  think 
partnership. 
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4:>ince  1 856,  we  have  focused  on  bringing  new  perspectives 
:o  our  clients.  Understanding  the  past,  but  shaped  by  the 
uture.  Always  looking  at  opportunities  and  challenges  from 

2  a  different  point  of  view.  Bringing  together  new  partners  to 

:  ichieve  results  that  can  make  the  difference  for  our  clients. 

\  Because  our  sole  ambition  is  to  turn  your  vision  into  a  reality. 

!  <wvw.credit-suisse.com 


Thinking  New  Perspectives. 


Credit  Suisse 


THE  WALL 
STREET  JOURNAL. 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS         ^ 

Hendrick's 

J>30/750ml 

Most^V 
Flavorful] 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green        Best 

Organic  Presentation 

$26.50/750ml 


HENDRICK'S 


HENDRICK'S 
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RADIOSHACK 
Mon.  Oct.  29,  1 2  p.m.  EDT 
The  consumer-electronics 
retailer  reports  third- 
quarter  results— eagerly 
awaited  by  investors.  After 
dispiriting  second-quarter 
sales,  shares  are  off  22%. 

IMPERIAL  TOBACCO 

Tues.  Oct.  30,  8  a.m.  EDT 
The  British  cigarette 
maker  issues  preliminary 
fiscal  year  results.  After 
Imperial  agreed  to  divest 
some  brands,  the  Euro- 
pean Commission  cleared 
the  purchase  of  Spain's 
Altadison  Oct.  18. 

LIZ  CLAIBORNE 

Tues.  Oct.  30,  10  a.m.  EDT 
The  apparel  company 
releases  third-quarter 
results.  Its  stock  hit  a  52- 
week  low  on  Oct.  23.  On 
Oct.  1 1  it  tapped  a  former 
Gap  executive  to  be 
co-president  and  creative 
director  of  Kate  Spade. 

BANK  OF  JAPAN 

Wed.  Oct.  31 

The  BOJ  discusses 


monetary  policy  and 
releases  its  semiannual 
Outlook  for  Economic 
Activity  and  Prices 
report.  The  overnight  cal 
rate  is  expected  to  stay 
at  0.5%. 

EURO  ZONE  INFLATION 

Wed.  Oct.  31,6  a.m.  EDT 
Initial  October  inflation 
data  are  released. 
Consumer  prices  picked 
up  to  a  yearly  rate  of 
2.1%  in  September  on 
higher  energy  prices. 

ALCATEL-LUCENT 

Wed.  Oct.  31,8  a.m.  EDT 
The  troubled  telecom- 
equipment  giant  presents 
third-quarter  results  and 
an  accelerated  turn- 
around plan  that  the 
board  is  expected  to  talk 
about  on  Oct.  30. 

U.S.  ECONOMIC 
GROWTH 

Wed.  Oct.  31,8:30  a.m. 
EDT  Third-quarter  real 
gross  domestic  product 
probably  grew  3.5%  at  an 
annualized  pace,  driven 
by  resilient  consumer 


spending  and  a  narrov 
trade  deficit.  Economij 
expect  slower  growth  1 
quarter. 

U.S.  MONETARY  POLI 

Wed.  Oct.  3 1,2: 15  p.n 
EDT  A  majority  of 
economists  expect  the 
Federal  Reserve  will  ke 
interest  rates  at  4.75% 
its  two-day  meeting,  aft 
cutting  by  a  half  percen 
age  point  on  Sept.  18. 

FACTORY  ACTIVITY 

Thurs.  Nov.  1 
November  begins  with  i 
bevy  of  October  factory 
activity  reports  highlight 
by  figures  from  Britain  a 
the  U.S.,  followed  by  eu 
zone  data  on  Nov.  2. 

EXXONMOBIL 

Thurs.  Nov.  1,11  a.m.  E[ 
The  world's  largest  oil 
company  presents  thirc 
quarter  earnings.  Share 
have  risen  nearly  20% 
this  year  as  oil  prices  hi 
new  highs. 


U.S.  EMPLOYMENT 

Fri.  Nov.  2,  8:30  am.  ED') 
October  payrolls  are 
expected  to  grow  by 
95,000,  while  the  jobles 
rate  will  probably  hold  a 
4.7%.  Job  growth  has 
slowed  considerably  in  I 
year's  second  half,  raisir 
concerns  about  future 
consumer  spending  anc 
the  health  of  the  econor 


s 
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I  VIACOM 
Fri.  Nov.  2,  8:30  a.m.  EDI  | 
The  entertainment  and 
media  company  releas<  | 
third-quarter  results. 
On  Oct.  18,  Viacom, 
Microsoft,  News  Corp.' 
MySpace  unit,  and  oth. 
companies  O.K.'d  a  set 
of  rules  meant  to  prote 
copyrights  online.  IBW 
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CFOS  ARE  FEELING 
HE  HEAT 


urnover  among  chief  financial  officers  is  way  up, 
ccording  to  a  survey  by  Liberum  Research  of  all  pub- 
ic North  American  companies.  Last  year  more  than 
,300  CFO  positions  churned,  a  23%  rise  from  2005. 
ind  at  businesses  with  at  least  $1  billion  in  revenues, 
hum  rose  50%  in  2006's  first  half,  another  Liberum 
tudy  shows.  Average  tenure  ?  It  dropped  to  30  months 

tfn  2006,  about  half  as  long  as  five  years  ago.  "Stress 
3  off  the  charts,  and  CFOs  are  dealing  with  it  by  bali- 
ng out,"  says  Cynthia  Jamison,  head  of  CFO  services 
t  Atlanta-based  Tatum,  an  executive  consulting  firm. 

rajiamison  cites  anxieties  about  tighter  SEC  filing  dead- 
ines,  tougher  proxy  disclosure  rules,  globalization's 
lemands,  and  fear  of  increased  liability.  -Steve  Rosenbush 


0  THE  BANKS  OF  THE  TIGRIS 


.1  classifieds  in  The  Wall  Street  Journal,  The  Wash- 
igton  Post,  and  The  Economist,  the  Treasury  Dept. 
recruiting  banking  executives  to  work  in  Baghdad. 
Jhe  agency  asks  for  at  least  10  years'  experience, 
ffering  $110,363  to  $154,600  for  a  one-year  stint, 
.andy  Jayne,  an  executive  recruiter  at  Heidrick  & 
truggles,  says  such  private -sector  bankers  may 
make  at  least  $350,000,  so 
Treasury  needs  to  tap  "people's 
sense  of  patriotism  and  gov- 
ernment service."  The  ads  have 
drawn  more  than  50  responses 
for  work  that  includes  struc- 
turing financial  systems  and 
preventing  terrorist  funding. 
One  perk  is  free  war  risk  insur- 
ance, though  Deputy  Assistant 
Treasury  Secretary  Larry  Mc- 
The  Treasury  Donald  told  Congress  on  Oct. 

afew  good"'  l6  that  dePartment  employees 

bankers  in  m  Iracl  "have  suffered  no  casu- 

Baghdad  alties."  -Eamonfavers 


WHISKY  BUSINESS:  HERE'S 
MUD  IN  YOUR  EYE,  DAD 


Some  20  years  after  "This  Is  Not 
Your  Father's ..."  was  a  hallmark 
of  Oldsmobile  ads,  Canadian 
Club  is  putting  that  spin  in  re  - 
verse.  The  whisky's  new  cam- 
paign slogan:  "Damn  Right  Your 
Dad  Drank  It."  Marty  Orzio,  cre- 
ative chief  at  ad  shop 
Energy  BBDO,  says 
the  first  ad  in  the 
campaign  (below) 
aims  to  get  men  25  to 
40  to  identify  with 
their  fathers'  lives  back  in  the  1960s.  The  provocative  headline,  "Your 
Mom  wasn't  your  Dad's  first,"  is  supposed  to  celebrate  the  moment 
"when  a  son  realizes  his  Dad  is  a  regular  guy,"  he  says.  Rory  Finlay,  chief 
marketing  officer  of  Beam  Global  Spirits  &  Wine,  the  brand's  owner, 
says  the  ads  will  appear  in  magazines  like  Rolling  Stone  that  probably 
never  saw  an  ad  for  the  whisky— and  in  bars.  Canadian  Club  sells  about 
3  million  cases  yearly,  with  1.3  million  sold  domestically.  -David  Kiley 


Ml 


ill 


Dad  as 
a  rogue 
who  drank 
Canadian 
Club? 
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AJOLTOFSTARBOOKS 


It  may  be  time  for  the  barista  to  cut  them  off.  Publishers 
are  hooked  on  books  about  Starbucks.  For  Temple  Uni- 
versity historian  Bryant  Simon,  the  fascination  is  linked 
to  "expressive  branding,"  whereby  a  latte  sipper's  identi- 
ty is  bound  up  with  the  brand.  How  many  books  can  the 
market  support  ?  Here's  a  quintuple  grande.  -Hardy  Green 


Starbucked:  A  Double  Tall  Tale 
of  Caffeine,  Commerce,  and 
Culture  by  Taylor  Clark  (Little, 
Brown,  November,  2007).  A 
business  journalist  tracks 
the  company's  success— and 
critics.  Does  Starbucks  exploit 
coffee  farmers  abroad?  Crush 
unionizing  attempts  at  home? 


How  Starbucks  Saved  My  Life:  A  Son  of 
Privilege  Learns  to  Live  Like  Everyone  Else  by 
Michael  Gates  Gill  (Gotham,  September,  2007). 
A  downsized  adman  becomes  a  barista  and 
(breathlessly)  learns  life  lessons. 


Da«ILI TILL 
TALK  Of 

etmin, 


Grande  Expectations:  A  Year 
in  the  Life  of  Starbucks'  Stock 
by  Karen  Blumenthal  (Crown 
Business,  April,  2007).  The 
workings  of  the  stock  market 
as  revealed  in  trades  of  the 
company's  shares. 


IT'S  NOT 

ABOUT  THE 

COFFEE 

hi 


IWARD  HI  IIAK 


It's  Not  About  the  Coffee: 
Leadership  Principles  from 
a  Life  at  Starbucks  by 
Howard  Behar  (Portfolio, 
January,  2008).  Ten  rules 
to  follow,  though  one  is 
"Think  Independently." 


THE 

STARBUCKS 
EXPERIENCE 


(OSH'H  A    MK  IIUI 


The  Starbucks 
Experience:  5 
Principles  for 
Turning  Ordinary 
into  Extraordinary 
by  Joseph  A. 
Michelli  (McGraw- 
Hill,  November, 
2006).  More 
business  lessons, 
this  time  by  a 
psychologist  and 
radio  show  host. 


IN  SEARCH  OF 

YOUR  INNER  EXECUTIVE 


To  help  decide  who  is  management  material,  com- 
panies often  administer  personality  tests.  But  Jordan 
Peterson,  a  psychology  professor  at  the  University  o  9 
Toronto,  says  a  cognitive  test  he  helped  develop  is  a 
better  predictor. 

Peterson  and  research  colleagues  from  Harvard 
University,  the  University  of  Hawaii,  and  Montreal's 
McGill  University  have  adapted  to  a  business  setting, 
tests  normally  used  by  neuropsychologists  to  assess 
damage  to  the  prefrontal  cortex,  the  brain's  "execu- 
tive." The  result  is  a  90 -minute  computerized  exam 
they  sell  through  their  company,  ExamCorp,  for 
$100  to  $350  per  employee. 

The  test,  which  gauges  memory,  plus  decision- 
making speed  and  other  skills,  was  given  to  800 
managers.  And  the  results  of  a  study  of  80  of  those 
professionals,  published  in  the  Journal  of  Personality 
and  Social  Psychology  in  August,  show  that  manag- 
ers who  get  top  performance  ratings  at  work  typi- 
cally do  well  on  the  exam.  Peterson  asserts  that  the 
exam  can  outpredict  the  traditional  corporate  tests, 
many  of  which  "are  50  years  old."  -Jena  McGregor 


PLAYING  GAMES  AT  THE  OFFICE 


Fans  of  NBC 's  hit  sitcom  The  Office  can  soon  interact  with  bobblehead  versions  of  Dwight, 
Pam,  and  boss  Michael,  played  on  the  show  by  Steve  Carell  (right):  They're  all  in  the  Office 
video  game  due  Oct.  30.  Produced  by  Dallas-based  Mumbojumbo,  it  has  players  racing  to 
fetch  coffee,  copy  documents,  and  finish  other  tasks,  with  sound  drawn  from  the  series. 
Mumbojumbo  aims  to  appeal  both  to  the  "casual,"  or  easy-to-play,  game  market  (estimated 
by  JupiterResearch  to  reach  $810  million  by  2008)  and  Office  devotees.  It  will  sell  the  $29.99 
game  in  Europe,  too  -  excluding  Britain,  home  of  the  original  show.  -Elizabeth  Woyke 


I'm  game:  A 
chance  to  take 
on  Michael 
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aour  Business  ttip 
ToenD:  priceless 


s  SAVINGS 


Use  your  MasterCard  BusinessCard  and  you'll  save  money  at  all  our 
participating  merchants,  like  hotels,  restaurants,  airlines  and  car  rental 
places.  There  are  no  rebate  forms  to  fill  out.  The  savings  show  up 
automatically  on  your  monthly  statement.  So  go  ahead,  book  your  next  business 
trip  and  keep  saving.  Just  register  your  card  at  mastercardeasysavings.com. 


( sterCard®  Easy  Savings™  Cardholder  Terms  &  Conditions:  Cardholder  must  be  enrolled  in  the  MasterCard*  Easy  Savings™  Program.  Payments  must  be  made  at  participating  merchant 
lations  with  only  an  eligible  MasterCard*  card  issued  by  a  U.S.  bank.  PIN-based  debit  transactions  are  not  eligible.  Participating  merchants  and  rebate  offers  subject  to  change.  Restrictions 
|>ly.  Go  to  www.mastercardeasysavings.com  or  call  1-800-251-3448  for  more  details.  Wyndham  Hotels  and  Resorts™:  Offer  valid  on  charges  appearing  on  the  hotel  bill  when  paid  with 
J  Eligible  Card  enrolled  in  the  Program.  Rebate  does  not  apply  to  charges  relating  to  third  party  sales  transactions  (such  as  pre-paid  travel  agent,  wholesaler,  online  travel  service  or  similar 
hsactions)  not  paid  directly  at  or  through  the  hotel.  Valid  at  participating  Wyndham  Hotels  and  Resorts  in  the  United  States.  Wingate  by  Wyndham™  does  not  participate  in  the  Program.  All 
iels  are  either  independently  owned  or  franchised  or  managed.  ©  2007  Wyndham  Hotels  and  Resorts  LLC. 
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INVEST  IN  MACEDONIi 


New  Business  Heaven  in  Euro 


Investment  Incentives 

in  the  FEZs  and  Technology  Parks 

•  No  corporate  tax  for  1 0  years, 
1 0%  thereafter 

•  5%  personal  income  tax  for  5  years, 
10%  thereafter 

•  No  VAT  and  customs  duties  for  export 
production 

•  Free  connection  to  piped  natural  gas, 
electricity,  water  and  sewage 

•  Immediate  access  to  main 
international  airport,  railroad  and 
vital  road  corridors 

•  Special  incentives  for  leading 
multinational  companies  to  include 
training  costs  and  up  to  €500.000 
towards  building  costs 

•  Land  lease  for  up  to  75  years  at 
attractive  concessionary  rates 

•  Benefit  package  for  eligible 
investors  will  be  approved 
within  1 0  business  days 


4th  REFORMER  IN  THE  WORLD 

World  Bank's  Doing  Business  2008  Report 


Advantages  For  Investing 
Outside  FEZs  and  Technology  Park 

10%  corporate  tax* 

1 0%  personal  income  tax* 

0%  tax  on  reinvested  profit 

Free  access  to  large  market  -  650**  million 

customers 

Abundant  and  competitive  labour  with 

€370/month  average  gross  salary 

Fast  company  registration  -  4  hours 

Macroeconomic  stability  -  average  yearly 

inflation  below  2%  over  the  last  5  years 

Excellent  infrastructure 

EU  &  NATO  candidate  country 


Austria-  1000km 
Italy- 1200km 
Germany-  1500km 
o      France- 1700km 


Bulgarian  coast  line- 
Turkey  ~  650km 


Albanian  coast 
line-  15:0km 


Greek  coast  line  ~  1 00km 


Greek  coast  line  -  1 00km 

FREE  ECONOMY  ZONES  -  FEZ 


O  TIDZ  -  Skopje 
O  TIDZ  -  Skopje  2 
O  TIDZ -Tetovo 
©TIDZ-Stip 


Skopje  -TIDZ  Skopje  ~  1( 
Skopje  -  TIDZ  Skopje  2  - 
Skopje  -TIDZ  Tetovo  ~  35 
Skopje  -TIDZ  Stip~75krr 


*As  of  2008. 12%  in  2007.  "Free  Trade  Agreements  with  27  EU  and  13  other  European  countries. 


©Invest 
MACEDONIA 


For  more  information  visit:  www.investinmacedonia.com 
or  contact  us  at:  ++389  2  3100  1 11;  fax  ++389  2  3100  1 10 
e-mail:  fdi@investinmacedonia.com 
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VICTOR  CHU, 
CHAIRMAN, 
FIRST  EASTERN 
INVESTMENT 


In  mid- September,  panicked 
Britons  pulled  billions  out  of 
Northern  Rock  after  it  acknowl- 
edged it  was  caught  in  a  global 
credit  squeeze.  Now  a  consor- 
tium led  by  Sir  Richard  Bran- 
son of  Virgin  is  bidding  for  the 
oubled  bank.  Among  the  consortium's  investors  are  canny 
merican  turnaround  specialist  Wilbur  Ross  and  insurance 
ant  AIG.  One  of  the  consortium's  other  investors  is  Victor 
hu  of  First  Eastern  Investment  Group.  While  he  may  not 
it|ive  the  rock- star  status  of  Branson,  the  rep  of  Ross,  or  the 
jep  pockets  of  AIG,  Chu  is  a  major  player  in  Hong  Kong  and  a 
larp  observer  of  global  trends.  We  talked  on  Oct.  22. 

ARIA  BARTIROMO 

orthern  Rock  and  other  investments  tainted  by  sub- 

rime  seem  pretty  risky.  Don't  those  risks  worry  you? 


VICTOR  CHU 

First  of  all,  Northern  Rock  is  only  tainted  by  subprime  in  the 
context  that  the  liquidity  crisis  is  spilling  over  into  Europe. 
Northern  Rock  itself,  the  main  business,  is  not  in  the  sub- 
prime  borrowing  business.  It  is  really  a  plain-vanilla,  middle- 
class  U.K.  mortgage  business. 

But  it  was  pretty  scary  when  we  saw  pictures  of  people 
making  a  run  on  the  bank.  Were  they  overreacting? 

I  think  the  U.K.  government  had  not  experienced  this  for  140 
years.  So  it  probably  became  slightly  more  panicky  than  it 
should  have. 

What  is  your  role  in  the  consortium,  and  what  is  it  look- 
ing to  achieve? 

We  are  an  investor,  and  we  feel  that  this  consortium,  led  by 
Richard,  will  have  a  formula  that  will  achieve  a  win -win  for 
everybody.  We  are  looking  at  this  as  a  5-  to  10-year  invest - 
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ment.  It's  not  a  quick  in-and-out  type 
of  situation. 


How  much  capital  does  First  Eastern 
have  at  its  disposal? 

First  Eastern  has  over  a  billion  and  a  half 
at  its  disposal,  but  our  strength  is  we 
have  big  investors  and  institutions  ready 
to  co-invest  with  us  whenever  we  can  lead  a  deal.  Our  ap- 
proach is  buy  in  as  opposed  to  buy  out.  We  don't  look  at  doing 
LBOs.  We  like  to  build  alliances  and  strategic  partnerships. 

Do  you  get  any  capital  from  Beijing  or  the  Red  Army? 

No,  none  at  all.  Ours  is  entirely  international  capital. 

From  the  outside,  you  and  Branson  seem  like  an  odd  com- 
bination. Do  you  have  a  personal  relationship  with  him? 

No.  My  relationship  in  that  deal  is  with  Peter  Norris,  a  long- 
time adviser  to  Richard.  Peter's  firm,  Quayle  Munro,  is  the  ad- 
viser in  the  transaction,  and  that's  why  we're  there.  We  have  a 
lot  of  respect  for  Peter.  I've  known  him  for  20  years. 

By  all  accounts,  you  are  a  master  of  guanxi,  those  personal 
connections  so  vital  to  doing  business  in  China.  Can  out- 
siders ever  hope  to  establish  such  relationships? 

Maria,  I  think  this  is  a  worldwide  phenomenon— not  uniquely 
Chinese  or  Asian.  All  things  being  equal,  you  like  to  deal  with 
people  you  know  and  can  rely  on.  It's  human  nature. 

Following  the  Northern  Rock  deal,  are  there  any  other  op- 
portunities in  subprime  ? 

[Laughs]  Yes.  You  have  hedge  funds  that  have  done  very  well, 
but  some  of  them  got  caught  and  have  to  seek  new  investors. 

What  other  industries  offer  good  opportunities? 

In  China  today  there  are  already  more  than  400  million  people 
who  one  can  vaguely  classify  as  middle  class,  and . . .  this  cat- 
egory is  increasing  by  30  million  to  40  million  every  year.  They 
will  be  looking  for  services  that  are  much  more  high-level 
than  they're  used  to.  So  services— whether  financial  services 
or  leisure  and  lifestyle— these  are  the  types  of  sectors  we  are 
now  looking  at  very,  very  aggressively.  Also  environmental. 

What  is  the  impact  of  the  U.S.  housing  market  slowdown 
and  tight  credit  environment  around  the  world  ? 

In  Asia,  and  particularly  in  China,  there  is  probably  a  12-  to 
18-month  window  where  we're  still  relatively  robust  because 
of  the  delayed  reaction,  so  we  can  try  to  react  to  mitigate  some 
of  the  impact.  In  this  part  of  the  world,  there  are  very  few  as- 
set-backed securities,  particularly  mortgage-backed  securi - 
ties.  But  the  U.S.  is  still  the  biggest  brother  in  the  world.  When 
the  U.S.  is  down,  the  rest  of  the  world  feels  it  sooner  or  later. 

It's  interesting  that  you  say  there's  an  18  -month  window. 
Today  I  spoke  with  Christine  Lagarde,  the  Finance  Minis- 
ter of  France ,  and  she  says  it 's  about  a  two  -  to  three  -  quar  - 
ter  delay  before  Europe  takes  a  hit  to  economic  growth. 
For  a  long  time  people  have  been  saying:  "The  rest  of  the 


THE  O.S.  IS  STILL  THE  BIGGEST  BROTHER  IN  THE 
WORLD.  WHEN  THE  U.S.  IS  DOWN,  THE  REST  OF 
THE  WORLD  FEELS  IT  SOONER  OR  LATER." 


world  doesn't  have  to  catch  a  cold  just  because  the  U.S. 
slows  down."  But  now  I  hear  people  saying  the  impact  01 
the  global  economy  may  be  inevitable. 

Yes.  Europe  will  feel  it  much  quicker  than  Asia  and  China. 
But  the  weakness  of  the  dollar  is  also  a  major  concern  here 
because  our  Hong  Kong  dollar  is  pegged  to  the  U.S.  dollar. 
And  because  of  the  way  [China's  yuan]  is  appreciating  as  the 
U.S.  dollar  continues  to  weaken,  it  will  be  very  challenging 
whether  we  can  keep  the  peg. 

Do  non-U.S.  investors  like  yourself  have  the  upper  hand 
in  deals  in  the  wake  of  the  U.S.  credit  crunch? 

Upper  hand  is  probably  not  the  right  word.  I  think  that  there 
are  now  more  opportunities  to  create  strategic  alliances  and 
partnerships  that  were  difficult  in  the  past.  [One  example]  is 
the  Bear  Stearns-Citic  Securities  deal  [page  28],  which  was 
announced  yesterday.  It's  a  strategic  partnership  that  will 
give  Citic  Securities  and  Chinese  investors  exposure  to  U.S. 
investment  banking  deals  they  would  not  otherwise  be  able 
develop  themselves  in  an  organic  way.  On  the  other  hand,  it  | 
will  probably  give  Bear  Stearns  a  fast  track  into  China,  when 
the  investment  banking  sector  is  still  fairly  tightly  controller 
So  both  sides  will  get  a  lot  out  of  this  deal,  and  the  timing  of; 
the  investment  is  interesting  because  of  the  weakness  of  thet 
dollar  and  the  liquidity  crisis.  The  valuation  of  Bear  Stearns 
at  a  much  more  reasonable  level  than  it  was  six  months  ago. 

In  August,  Beijing  announced  a  new  program  allowing 
mainland  Chinese  citizens  to  invest  in  the  Hong  Kong 
market.  How  important  is  this  new  liberalization  for 
Chinese  investors  ? 

This  is  a  precursor  of  a  much  wider  program  of  allowing  Chi- 
nese investors  to  invest  on  an  international  basis.  The  Chines 
system  is  flooded  with  cash,  as  you  know,  but  not  all  the  cash 
actually  in  the  banks.  In  rural  communities,  a  lot  of  people  st 
keep  cash  under  their  pillows.  Whatever  the  amount  of  bank 
deposits,  the  real  cash  is  probably  30%  to  40%  higher.  So  Ch 
has  a  lot  more  liquidity  than  the  domestic  financial  prod- 
ucts can  handle.  Now  [Beijing  is]  opening  up  what  we  call  the 
"through  train"  to  Hong  Kong.  The  difficulty  is  there  have  to 
be  guidelines  and  thresholds.  Otherwise,  Hong  Kong  will  sue 
denly  have  hundreds  of  billions  in  cash  coming  in.  That's  wh 
since  the  Aug.  20  announcement  of  this  plan,  it  hasn't  been 
executed.  We  need  a  lot  more  time  to  think  through  the  impa 

Alan  Greenspan  says  the  Chinese  stock  market  is  a  bubt 
waiting  to  burst.  Do  you  agree? 

Fundamentally,  yes.  Because  when  you  have  companies  trac 
ing  at  over  60  times  earnings,  it  is  not  healthy. 

Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 
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With  the  benefits  of  a  local  presence 
combined  with  the  strength  of  our 
worldwide  capabilities,  NYSE  Eurone 
brings  together  six  countries  and  tw 
major  currencies,  creating  the  first  tr 
global  marketplace  group.  Over  a  thi 
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and  traders  bigger  and  bigger. 
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he  pressure  is  on  for  Murdoch  to 
urn  MySpace  into  a  cash  machine 


BY  SPENCER  E.  ANTE,  RONALD  GROVER, 
AND  HEATHER  GREEN 

Give  Rupert  Murdoch  his  due.  When  the 
News  Corp.  chairman  approved  a  $580 
million  deal  to  acquire  MySpace  in  the 
summer  of  2005,  he  was  way  ahead  of 
the  pack.  Today,  hundreds  of  millions  of 
people  around  the  globe  have  embraced 
these  digital  water  coolers,  using  them 
as  a  means  of  self-expression  or  as  a  way 
to  keep  in  touch  with  friends.  But  now 
the  pressure  is  building  for  MySpace 
to  prove  it  can  be  the  cash  cow  that 
Murdoch  and  others  are  betting  on. 
MySpace,  still  by  far  the  largest  social 
network,  has  lost  some  of  its  mojo  lately 
as  competing  networks  spring  up  like 
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MySpace's 
DeWolfe  and 
Anderson  are 
trying  to  broaden 
the  site's  appeal 


dandelions  after  a 
rain  shower,  crimp- 
ing its  growth. 

Most  important, 
social  networks  have 
yet  to  figure  out  a  business  model.  Ad- 
vertisers, for  instance,  aren't  sure  that 
social  networks  can  become  a  great  plat  - 
form  for  their  pitches.  "Social -network 
advertising  is  still  a  work  in  progress," 
says  Debra  Aho  Williamson,  a  senior 
analyst  with  research  firm  eMarketer. 

Murdoch's  challenge  is  to  transform 
the  Web  phenom  into  a  digital  media 
powerhouse  capable  of  richly  monetiz- 
ing eyeballs  without  driving  off  the 
very  users  who  made  it  popular.  Even 
MySpace  executives  concede  they're 
winging  it.  "I  don't  think  our  monetiza- 
tion  strategy  will  be  a  prize-winning 
Harvard  Business  School  study,"  says 
Jeff  Berman,  general  manager  of  a  new 


"Almost  every  single  client  we  have  says, 
'Do  not  run  my  ad  on  a  social  network,'" 
says  Specific  Media  CEO  Tim  Vanderhook 
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MySpace  TV  unit. 

The  race  to  wring  mon- 
ey out  of  MySpace's  giant 
audience  is  all  the  more 
urgent  because  Facebook, 
the  fast -gaining  No.  2 
network,  is  expected  on 
Nov.  6  to  unveil  its  own 
advertising  strategy.  On 
Oct.  24,  Microsoft  said  it 
would  invest  $240  million 
in  Facebook,  reportedly 
beating  out  Google  and 
giving  the  site  a  staggering 
$15  billion  valuation. 

Besides  the  big  social 
networks  like  Facebook, 
hi5.c0m,  and  Bebo,  new 
niche  efforts  are  emerging. 
These  outfits,  with  names 
like  Gem  and  Dogster, 
are  less  about  keeping  in 
touch  with  friends  than 
connecting  with  family  or 
communing  over  mutual 
interests.  Venture  capital- 
ists this  year  alone  have 
poured  about  $250  million 
into  34  different  social 
networks.  And  all  kinds  of  places,  from 
USA  Today  to  Dwell  magazine,  are  inte- 
grating social -networking  techniques 
into  their  sites. 

STOP  BY,  STAY  A  WHILE 

That  surge  in  new  networks  is  one 
reason  Bear  Stearns  analyst  Spencer 
Wang  sliced  his  first -quarter  earnings 
estimates  for  News  Corp.  on  Oct.  18. 
Wang  noted  that  in  the  third  quarter, 
MySpace's  U.S.  audience  showed  its 
first-ever  quarterly  decline,  after  peaking 
at  70.5  million  in  June.  "We  are  not  fully 
convinced  that  MySpace  can  maintain 
its  lead,"  says  Wang.  Moreover,  MySpace 
users  are  not  lollygagging  on  the  site 
the  way  they  used  to — a  key  metric  for 
advertisers.  MySpace  users  spent  an  av- 
erage of  3  hours  and  13  minutes  a  month 
on  the  site  in  the  third  quarter,  down 
26%  from  a  year  earlier.  Meanwhile,  us- 
ers spent  3  hours  and  33 
minutes  on  Facebook, 
up  23%  for  the  year. 
Social  networks 
have  put  most  of  their 
faith  in  advertising. 
But  people  don't  go  to 


MySpace  to  find  products  or  informa- 
tion. Users  are  so  engrossed  with  talkir 
to  friends  and  posting  party  pictures 
that  they  pay  little  or  no  attention  to 
the  ads.  So  ad  rates  on  social  networks 
are  much  lower  than  prices  for  search 
keywords  or  traditional  ads — $  1 . 8  6  pei 
thousand  views  for  MySpace,  Merrill 
Lynch  says.  That  compares  with  as  mu 
as  $30  per  thousand  for  prime-time  T 
"  Standard  display  ads — and  I  don't  cai 
how  much  targeting  you  do— it's  not 
working  well,"  says  Ian  Schafer,  presi- 
dent of  online  ad  firm  Deep  Focus. 

Media  giants  such  as  Warner  Bros, 
and  NBC  have  set  up  sites  on  MySpace 
promote  their  content.  But  ad  providei 
say  some  big  consumer  brands  are  leer 
of  running  ads  beside  material  created 


GATHERING  A  CROWD 

MySpace  remains  far  and  away 
the  largest  social  network.but  it  is 
growing  slower  than  newer  sites 
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23 

Facebook 

30.6 
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83 
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3.2 
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by  users.  "Almost  every  single  client  w 
have  says,  'Do  not  run  my  ad  on  a  soci; 
network,' "  says  Tim  Vanderhook,  CEC 
of  ad  network  Specific  Media. 

MySpace  is  working  to  change  that 
perception.  It  is  rolling  out  a  new  systc 
with  computer  algorithms  that  glean 
data  about  its  users.  That  should  pro- 
duce ads  that  are  more  closely  targetei 
to  users'  interests  and  make  advertise] 
more  eager  to  spend  money  on  the  site 
"We're  very  excited  about  the  prospec 
of  this,"  says  Peter  Levinsohn,  preside 
of  MySpace  parent  Fox  Interactive  Me 
dia.  That  project  is  crucial  if  Fox  Inter; 
tive  is  to  generate  a  third  of  News  Corj 
earnings  growth  in  the  current  fiscal 
year,  ending  next  June.  Merrill  analyst 
Jessica  Reif  Cohen  expects  Fox  Interac 
tive— of  which  MySpace  is  the  largest 
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part— to  earn  $239  million  on  opera- 
tions, up  from  $33  million  last  year. 
Loading  up  on  ads  can  backfire , 
though.  MySpace  already  turns  off  some 
members  by  putting  as  many  as  nine  ads 
on  a  page.  "I  really  hate  it,"  says  Vinh 
Pham,  a  24-year-old  Web  developer 
who  now  spends  more  time  on  Facebook 
than  MySpace  because  of  the  ad  deluge. 
"You  have  to  see,  like,  100  ads  just  to  do 
anything  on  MySpace." 

GOING  HOLLYWOOD 

Meanwhile,  MySpace  co-founders  Chris 
De Wolfe  and  Tom  Anderson  are  spend- 
ing big  money  to  turn  MySpace  into  a 
digital  media  juggernaut.  In  late  Octo- 
ber, MySpace  announced  the  creation  of 
a  gaming  site,  as  well  as  a  deal  with  Sony 
BMG  Music  Entertainment  to  share 
revenues  generated  from  Sony  content 
displayed  on  MySpace 's  music  pages. 
The  most  prominent  effort  came  in  June 
when  it  launched  MySpace  TV,  which 
has  gained  traction  by  adding  profes- 
sionally produced  video.  MySpace  also 
has  plans  to  create  a  version  of  the  video 
site  for  cell  phones.  "In  some  senses, 
we're  becoming  Hollywood's  digital 
playground,"  says  Berman. 

But  many  analysts  and  technologists 
question  how  many  users  want  this 
type  of  content  and  how  much  money 
MySpace  can  make  from  its  investment. 
Yahoo!  recently  retreated  from  its  strat- 
egy to  produce  more  original  program- 
ming. "The  Hollywood  playbook  has 
not  adapted  well  to  the  Web,"  says  Reid 
Hoffman,  CEO  of  professional  network 
Linkedln  and  an  investor  in  Facebook. 

For  now,  MySpace's  biggest  revenue 
source  is  a  three-year,  $900  million  deal 
signed  last  summer  that  makes  Google 
the  site's  exclusive  ad  provider.  MySpace 
has  to  deliver  a  minimum  amount  of 
traffic.  Some  ad  experts  say  Google  is 
losing  money  on  the  deal;  MySpace 
says  both  sides  are  happy.  Still,  Google 
acknowledges  it's  going  to  be  hard  to 
make  money  on  networks.  "These  social 
networks  are  going  to  require  different 
kinds  of  targeting,"  said  Sergey  Brin, 
Google  co-founder  and  president,  in 
an  Oct.  18  analyst  call.  "It  is  obviously 
a  challenge  because  there  is  so  much 
inventory,  and  people  can  be  distracted 
by  many  different  things."  !  BW 1 
-  With  Catherine  Holahan  in  New  York 


GIFT  CARDS  WITH 
A  PERSONAL  TOUCH 

Put  your  photo  on  them,  or  special  messages— they're 
Visa's  bid  to  regain  share  from  stores  and  restaurants 


By  Cliff  Edwards 

Visa,  its  sights  set  on  grabbing  a  bigger 
piece  of  the  booming  $90  billion  market 
for  gift  cards,  is  launching  a  service  to 
let  consumers  personalize  cards  with 
photos  and  engraved  messages. 

Beginning  on  Nov.  15,  users  will  be 
able  to  design  their  own  Visa  gift  card 
by  visiting  GiftCardLab.com.  There 
they  can  upload  personal  pictures  or 
use  stock  images  pulled  off  the  site.  The 
cards  cost  $5.95  apiece  and  can  be  load- 
ed with  $10  to  $250  of  value.  The  site 
accepts  all  major  credit  cards  and  debit 
cards  as  payment.  Cards  are  mailed  to 
the  buyer  or  directly  to  the  recipient . 

Visa's  new  cards  represent  the  latest 
attempt  to  win  back  some  of  the  bil- 
lions that  have  been  siphoned  off  from 
the  traditional  credit  -  card  business. 
All  the  major  card  companies— Ameri- 


can Express,  Visa,  MasterCard,  and 
Discover— already  sell  gift  cards  of  son 
kind.  And  no  wonder:  Spending  on  gif 
cards  has  grown  at  a  20%  annualized 
rate  since  2005,  compared  with  about 
7%  for  credit  cards.  More  than  75%  of 
all  consumers  are  expected  to  receive 
at  least  one  gift  card  this  year,  analysts 
say.  The  overwhelming  share  of  that, 
however,  goes  to  cards  issued  by  store; 
restaurants,  and  other  suchbusinesse: 

The  customized  Visa  cards  are  a  nev 
twist  on  an  old  strategy.  Since  2005  cu 
tomers  have  been  able  to  pay  88<£  to  up 
load  a  digital  photo  on  Wal-Mart's  We 
site  or  have  one  imprinted  on  a  store  gi 
card  at  a  store.  Another  site,  Cardways 
com,  charges  $4.50  plus  delivery  fees  ft 
consumers  to  personalize  gift  cards  frc 
the  likes  of  retailer  Circuit  City  Stores 
and  music  service  Napster.  And  Ameri 
can  Express,  which  boasts  the  fastest- 
growing  prepaid  bank-  card  business, 
recently  expanded  its  offerings  by  letti 
businesses  print  customizable  messag. 
on  batches  of  up  to  1,400  cards. 

Gift  cards  are  a  great  deal  for  the  coi 
panies  that  issue  them.  For  one  thing 
recipients  never  get  around  to  fully 
redeeming  about  $8  billion  of  card  va 
each  year,  says  research  firm  Tower 
Group.  And  some  cards  carry  hidden 
fees,  including  ones  that  penalize  hoi 
ers  for  not  using  them  right  away. 

Visa,  like  the  other  credit -card 
companies,  will  collect  a  transaction  f 
again  and  again  on  the  gift  cards,  until 
the  value  is  exhausted.  Visitors  to  the 
GiftCardLab.com  site  are  told  that  the 
issuer,  Marshall  BankFirst,  will  deacti 
vate  them  one  year  from  their  print  da 
and  charge  an  "account  closure  fee"  b 
fore  returning  the  balance  in  about  th: 
months.  Such  fees  have  drawn  loud  cr 
from  public  interest  groups,  ibwi 
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2  have  patients  who  get 
ated  in  the  morning  and 
*y  golf  in  the  afternoon." 


jnmes  D.  Cox 
Anderson  Cancer  Center 


Imagine  a  radiation  treatment  so  precise  that  it  devastates  tumors,  but 
leaves  healthy  tissue  unharmed.  It's  called  proton  beam  therapy,  and  it's 
one  of  the  many  technologies  developed  by  Hitachi.  Watch  how  the  doctors 
at  Houston's  renowned  M.D.  Anderson  Cancer  Center  are  using  proton 
beam  therapy  to  help  keep  a  Baton  Rouge  pilot  in  the  cockpit,  and  his 
cancer  on  the  ground. 
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Watch  the  documentary  film  series  at  hitachi.com/truestories 


HITACHI 

Inspire  the  Next 


imimimiiiwiiiiiiiMimiiinniMii 


028 


CHINESE  BANKS 
HEAD  FOR  THE  U.S. 

American  banks  are  a  bargain  these  days— and 
Chinese  financial  firms  with  big  plans  are  buying 


By  Chi-Chu  Tschang 

When  Minsheng  Bank  started  scout- 
ing for  opportunities  outside  China's 
borders  this  summer,  San  Francisco's 
UCBH  Holdings  seemed  like  a  perfect 
fit.  UCBH,  which  serves  Chinese  - 
Americans,  needed  $205  million  for 
an  acquisition.  Meanwhile,  China's 
eighth-largest  bank  found  a  potential 
partner  with  expertise  in  private  bank- 
ing and  risk  management.  On  Oct.  8, 
Minsheng  agreed  to  buy  a  9.9%  stake  in 
UCBH— marking  the  first  such  move  by 
a  Chinese  bank  on  U.S.  soil.  "This  is  the 
best  time  to  invest  in  American  banks," 


says  Hong  Qi,  an  executive  vice-presi- 
dent at  Minsheng  Bank.  "It's  cheaper." 

Flush  with  cash  from  going  public  and 
from  strong  growth  at  home,  Chinese 
banks  are  now  eyeing  the  U.S.  It's  part 
of  a  broader  push  to  become  global 
titans  offering  a  wide  range  of  financial 
services.  Top  banks  Industrial  &  Com- 
mercial Bank  of  China  (ICBC)  and  China 
Merchants  Bank  applied  with  the  Federal 
Reserve  to  open  stateside  branches  this 
year  but  haven't  been  approved  yet. 

The  subprime  mess,  which  has 
crushed  U.S.  bank  stocks,  is  spurring 
more  activity.  Just  weeks  after  the  Min- 


sheng deal,  Citic  Securities  struck  a  dii 
for  a  roughly  6%  stake  in  troubled  Bea 
Stearns  for  $1  billion. 

This  strategic  shift  poses  a  dilemma 
for  U.S.  regulators.  The  Fed  must  sign 
off  on  any  transaction  in  which  a  forei 
investor  takes  more  than  a  5%  stake  ir 
a  U.S.  bank  as  well  as  approve  any  ap- 
plications to  open  branches  in  the  stal 
When  it  comes  to  evaluating  Chinese 
banks,  regulators  are  in  uncharted  ter 
ritory.  On  one  hand,  the  government  i 
supposed  to  be  committed  to  unfettei 
cross-border  deals;  the  U.S.  certainly 
agitates  for  them  when  American  con 
panies  try  to  buy  stakes  in  China.  At  t 
same  time,  Chinese  banks  operate  in ; 
very  different  regulatory  environmen  I 
one  with  a  history  of  lax  oversight  anc 
corruption.  Some  observers  say  that': 
why  the  U.S.  has  dragged  its  feet  on  le 
ting  Chinese  banks  set  up  U.S.  brand 

The  regulatory  hurdles  certainly 
influenced  UCBH's  decision.  The  bai 
originally  considered  deals  with  thre 
Chinese  financial  institutions,  incluc 
ing  state-owned  Ping  An  Insurance, 
the  end,  UCBH  executives  opted  to  t< 
up  with  Minsheng  in  part  because  th 
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privately  owned  bank  had  limited  ties  to 
the  Chinese  government  and  therefore 
had  the  best  chance  of  getting  past  the 
Fed.  UCBH  and  Minsheng  say  they  have 
gotten  a  verbal  agreement  from  the  Fed 
but  are  still  awaiting  final  approval. 

China's  growing  interest  comes  at  a 
time  when  investors  across  the  globe  are 
snapping  up  U.S.  banks,  spurred  partly 
by  the  weak  dollar.  In  September,  Toron- 
to-Dominion Bank  bought  Commerce 
Bancorp,  and  Royal  Bank  of  Canada 
acquired  Alabama  National  BanCorpo- 
ration.  In  August,  Banco  Bilbao  Vizcaya 
Argentaria  closed  a  deal  to  buy  Com- 
pass Bank.  Today,  eight  of  the  25  largest 
bank-holding  companies  in  the  U.S.  by 
total  deposits  are  owned  by  foreign  com- 
panies—double five  years  ago. 

GLOBAL  EMPIRES 

Chinese  banks  are  hoping  to  muscle 
their  way  on  to  that  list.  If  they  do,  it 
will  mark  a  dramatic  change  from  just 
a  few  years  ago.  Decades  of  centralized 
economic  planning  had  left  China's 
state -owned  banks  crippled  by  troubled 
loans,  corruption,  and  other  issues. 
When  China  joined  the  World  Trade  Or- 
ganization in  2001,  the  country  moved 
to  clean  up  its  banks  and  privatize  them. 
That  prompted  a  flood  of  investment  by 
Citigroup,  Goldman  Sachs,  and  other 
leading  Wall  Street  firms  hoping  to  cash 
in  on  China's  booming  economy.  The 
Chinese,  desperate  to  soak  up  knowl- 
edge, welcomed  them. 

Now  on  better  footing,  Chinese  com- 
panies aim  to  create  global  empires  that 
go  beyond  traditional  banking.  They  first 
moved  into  other  areas  and  countries 
where  their  existing  customers  did  busi- 
ness. That's  why  China's  third-largest 


Chief  banking 
regulator  Liu  has 
hinted  that  if  his 
U.S.  counterparts 
cooperate,  China 
may  raise  its 
caps  on  foreign 
investment 


bank,  CCB,  bought 
Bank  of  America's 
operations  in  Hong 
Kong  and  Macao  last 
year.  Now  they're  seek- 
ing strategic  partners 
from  whom  they  can 
gain  expertise  to  expand  their  range  of 
financial  services.  Minsheng  executives 
were  especially  intrigued  by  UCBH's 
ability  to  successfully  integrate  ethnic 
Chinese  and  Americans  on  the  same 
management  team.  "Chinese  banks  are 
trying  to  come  to  grips  with  the  wider 
concept  of  banking,"  says  Keith  Pogson, 
head  of  Ernst  &  Young  International's 
global  financial  service  practice  in  China 
and  Hong  Kong. 
And  with  a  bull  market  powering 


TWO  PATHS 


While  Chinese  banks  like  Citic  have 
soared,  subprime  has  wreaked  havoc 
on  U.S.  players  such  as  Bear  Stearns 
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their  shares,  Chinese  banks  have  more 
clout  at  the  negotiating  table.  China's 
three  biggest  banks  rank  among  the  top 
20  in  the  world  by  market  value,  with 
ICBC  overtaking  Citigroup  and  Bank 
of  America  as  the  largest  in  July.  China 
International  Capital  analyst  Fan  Yanjin 
estimates  that  for  the 
14  banks  listed  on  the 
Shanghai  exchange,  the 
average  price  -  to  -  earn  - 
ings  ratio  is  41.3.  That 
gives  them  plenty  of 
buying  power,  espe- 


cially compared  with  U.S.  rivals'  avera 
of  10.6  times  earnings. 

Of  course,  just  because  U.S.  banks  a 
more  affordable  doesn't  make  them  all 
a  wise  buy.  Overseas  banks  that  pick  u; 
U.S.  businesses  today  could  get  stuck 
with  an  unexpectedly  large  number  of 
bad  home  and  other  loans.  That  might 
derail  the  growth  strategies  of  Chinese 
banks,  which  have  spent  most  of  the 
decade  trying  to  work  through  their  o\ 
passel  of  troubled  loans.  "In  the  currei 
environment,  you  would  have  to  be  ex 
tremely  brave  or  extremely  stupid  to  b 
a  U.S.  bank,"  says  Pete  Hahn,  a  fellow ; 
City  University's  Cass  Business  Schoo 
in  London. 

Still,  the  easiest  and  quickest  way  tc 
gain  a  foothold  in  the  U.S.  is  by  partne 
ing  with  local  players.  U.S.  regulators 
may  be  nervous  about  approving  recei 
applications  from  Chinese  banks  to  se 
up  branches,  in  part  because  of  a  2002 
scandal  in  which  a  New  York  branch  o 
Bank  of  China  improperly  made  loans 
U.S.  and  Chinese  regulators  later  fmec 
the  bank  $20  million.  "In  the  past  we 
may  have  had  our  problems,  but  now 
the  situation  has  completely  changed 
CCB  Chairman  Guo  Shuqing  told 
reporters  at  the  17th  Party  Congress  in 
Beijing  on  Oct.  17.  "Yet  the  U.S.  has  st: 
not  changed  its  attitude.  It's  unfair." 

U.  S.  banks — many  of  which  want 
more  exposure  to  profitable  Chinese 
markets— could  benefit  if  U.S.  regula- 
tors are  more  welcoming  to  China.  Traj 
rules  in  China  limit  foreign  investmen 
in  its  banks  to  25%.  But  China  Bank- 
ing Regulatory  Commission  Chairmai 
Liu  Mingkang  has  hinted  that  if  his 
American  counterparts  approve  the 
applications  of  Chinese  banks  to  open 
U.  S.  branches ,  China  may  raise  those 
caps.  Says  Babak  Nikzad,  a  partner  at 
KPMG's  financial -services  practice  in 
Hong  Kong:  "U.S.  regulators  need  to  b 
consistent  and  see  China  the  way  the> 
do  other  major  countries."  1 BW 1 
-With  Dawn  Kopecki  in  Washington  a 
Mark  Scott  in  London 


China's  very  different  regulatory 
environment  and  its  banks'  history  of 
corruption  pose  a  dilemma  for  the  U.S. 
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WHY  MERRILL  GOT 
BURNED  SO  RADLY 

Its  leadership  role  in  underwriting  risky  CDOs  brought 
in  millions  in  fees  but  put  it  in  the  subprime  bull's-eye 


By  Matthew  Goldstein 
The  blast  of  criticism  directed  at  Citi- 
group Chief  Executive  Officer  Charles 
0.  Prince  III,  whose  stewardship  of  the 
nation's  biggest  bank  has  drawn  barbs, 
has  been  withering  in  recent  weeks.  Yet 
Prince  may  have  caught  a  huge  break, 
courtesy  of  Merrill  Lynch  CEO  E.  Stan- 
ley O'Neal.  On  Oct.  24,  O'Neal's  firm 
officially  became  Wall  Street's  biggest 
loser  in  the  subprime  game. 

Merrill's  stunning  $7.9  billion  third- 
quarter  write-down— the  result  of  a 
sharp  drop  in  the  value  of  securities 
backed  by  risky  home  loans — is  the  most 
painful  hit  taken  by  a  Wall  Street  bank 
during  the  subprime  housing  blowout. 
Even  worse,  the  size  of  the  write-down 
is  nearly  $3  billion  more  than  Merrill 
had  forecast  on  Oct.  5.  The  charge  is  an 
embarrassment  for  O'Neal  and  Merrill, 
which  reported  its  first  quarterly  loss 
in  six  years  on  Oct.  24,  and  stems  from 
Merrill's  big  push  into  collateralized 
debt  obligations — securities  backed  by 
subprime  mortgages  that  are  sold  to 


PAYING  THE  PRICE 


MERRILL  LYNCH 
STOCK  PRICE 


JUNE  1.07 
Data:  Bloomberg  Financial  Markets 


investors  based  on  their  risk  appetite. 

Merrill  took  a  leadership  role  in 
underwriting  CDOs  in  2006  and  2007, 
when  subprime  mortgage  lenders  all 
but  threw  lending  standards  out  the 
window.  Over  that  period,  Merrill  was 
lead  underwriter  on  136  CDO  deals  with 
a  dollar  value  of  $93  billion,  according 
to  Thomson  Financial.  Merrill  execu- 


NEW 


fives  may  not  have  realized  then  just 
how  reckless  things  had  gotten  in  the 
subprime  mortgage  world.  They  do  no\ 
"We  made  a  mistake,"  O'Neal  said  in  a 
conference  call  with  analysts.  "Some 
errors  of  judgment  were  made  in  the 
business  itself  and  within  the  risk  man 
agement  function." 

LEFT  HOLDING  THE  PIECES 

Merrill  sure  prospered  while  the  reveln 
lasted,  raking  in  $800  million  in  CDO 
underwriting  fees  (more  than  any  othe 
firm)  since  the  beginning  of  2006, 
according  to  Thomson  Financial/Free- 
man. Citi,  which  took  a  $1.56  billion 
third -quarter  write-down  on  its  CDO 
and  subprime  mortgage  business  on 
Oct.  15,  earned  $749  million  in  CDO 
underwriting  fees. 

Now  that  the  boom  has  gone  bust , 
Merrill  is  left  holding  billions  of  dollars 
in  less  attractive  pieces  of  CDOs  that 
haven't  been  sold  to  investors.  These 
pieces— often  referred  to  as  super  senic 
tranches — carry  higher  credit  ratings 
because  they  are  considered  to  be  the 
last  in  line  to  default .  But  these  securi  - , 
ties  are  rarely  traded,  low-yielding,  an 
difficult  to  value.  Merrill  was  sitting 
on  a  lot  of  CDO  tranches  by  virtue  of 
its  prime  underwriting  role,  up  to  $32 
billion  in  exposure  as  of  June  29,  the 
company  says.  Now,  Merrill  has  writte 
down  the  value  of  those  hard-to-trade 
securities  by  $5.8  billion  and  says  it  ha : 
cut  its  overall  holdings  by  half. 

Is  a  future  write-off  looming?  It's 
a  worry,  especially  if  ratings  agencies 
downgrade  Merrill's  remaining  CDO 
securities.  However,  Janet  Tavakoli, 
a  structured  finance  consultant  and 
frequent  critic  of  the  Wall  Street  invesl 
ment  houses,  says  Merrill's  huge  charg 
means  the  firm  is  finally  "biting  the 
bullet."  Another  person  familiar  with 
Merrill  says  the  firm's  board  told  O'Ne 
and  his  team  to  avoid  a  fourth -quarter 
charge  at  all  costs. 

If  Merrill  got  it  right,  O'Neal  may  rii 
out  the  storm.  Shares  of  Merrill  plung 
5.8%  on  the  day  it  announced  earning 
But  the  bigger  question  for  Wall  Strec 
is  whether  the  big  write-down  at  Mer 
rill  is  a  sign  of  things  to  come  for  othei 
investment  banks  that  took  a  lead  in 
underwriting  CDOs  and  may  be  sittin 
on  similar  shaky  securities.  1 BW 1 
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THE  HOUSING  BUST'S 
LATEST  BLOW 

New  research  shows  the  recent  jump  in  the  rate  of 
homeownership  was  tied  largely  to  loose  lending 


By  Peter  Coy 

After  three  decades  of  stability,  the  na- 
tional rate  of  homeownership  suddenly 
began  rising  in  the  mid-1990s,  going 
from  64%  in  1994  to  69%  in  2004.  But 
new  research  published  by  the  Federal 
Reserve  Bank  of  Atlanta  concludes  that 
the  bulk  of  the  increase  was  caused 
by  looser  mortgage -lending  practices 
rather  than  demographic  factors  such  as 
more  households  of  home -buying  age. 

That  raises  an  important  question: 
How  much  of  the  growth  in  homeown- 
ership is  sustainable  now  that  lending 
standards  have  tightened?  There's  no 
reason  to  expect  all  the  gains  to  disap- 
pear, but  some  economists  say  the 
Atlanta  Fed  study  points  to  more  trouble 
ahead  for  the  reeling  housing  market. 

In  an  Oct.  23  e-mail  to  BusinessWeek, 
Goldman  Sachs  chief  U.S.  economist 
Jan  Hatzius  wrote:  "The  key  issue  is  the 
potential  for  a  vicious  cycle"  in  which 
falling  homeownership  hurts  housing 
prices  and  forces  more  defaults,  causing 
ownership  to  decline  even  more.  That's 


because  falling  prices  make  it  more 
difficult  for  holders  of  certain  types  of 
mortgages  to  refinance  and  hang  on  to 
their  homes.  Added  Hatzius:  "What  the 
Atlanta  Fed  paper  does  is  illustrate  how 
important  changes  in  access  to  credit 
can  be  in  this  cycle." 

One  warning  sign:  The  rate  of  home- 
ownership  has  already  begun  to  drop. 
It  was  68.2%  in  the  second  quarter  of 


A  DIP  IN  OWNERSHIP 
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Las  Vegas  homes 
Falling  prices 
make  it  tougher 
to  refinance, 
leading  to  more 
defaults 


2007,  down  a  full 
percentage  point  froi 
its  peak.  The  third - 
quarter  number  was 
scheduled  for  release 
on  Oct.  26. 
Many  analysts  have  pointed  to  easy 
lending  as  a  contributor  to  the  housing 
boom,  but  the  Atlanta  Fed  paper  may 
be  the  first  to  quantify  its  effect  in 
a  rigorous  way.  Using  math-heavy 
macroeconomic  analysis,  the  authors 
conclude  that  the  availability  of  new 
mortgage  options  accounted  for  56% 
to  70%  of  the  decade-long  increase  in 
the  U.S.  homeownership  rate,  while 
demographic  changes  accounted 
for  only  16%  to  31%.  Although  the 
paper  cites  lowered  downpayment 
requirements  as  the  biggest  factor  in 
raising  ownership,  co-author 
Carlos  Garriga  of  the  St.  Louis  Fed 
says  a  forthcoming  paper  will  attribut 
more  of  the  effect  to  "teaser"  loans  wi 
low  introductory  payments  that  appe; 
to  young  and  lower-income  buyers. 

MORE  PAIN  AHEAD 

True,  many  of  the  mortgage  changes 
since  1995  were  legitimate  and  lasting; 
including  banks'  outreach  to  minority, 
under  the  Community  Reinvestment 
Act.  Even  the  first  wave  of  the  subprin 
lending  boom,  from  2000  to  around 
2004,  was  fairly  sensible.  It  was  only  i 
2005  that  lending  standards  were  real' 
abandoned. 

Nevertheless,  the  homeownership 
rate  could  fall  well  below  the  level  it 
reached  in  2004,  at  least  temporarily, 
because  the  mortgage  market  is  in  sue 
turmoil.  Christopher  R.  Burdick, 
director  of  economic  analysis  at  the 
Schwab  Center  for  Financial  Research 
says  the  rate  could  fall  to  67%  and  staj 
there  for  some  time. 

If  that  doesn't  sound  like  much,  ke« 
in  mind  that  each  percentage -point 
change  has  a  huge  impact  on  housing 
construction  and  prices.  In  a  recent 
report,  Goldman's  Hatzius  wrote: 
"Given  the  current  number  of  U.S. 
households  of  110  million,  the  change 
the  homeownership  rate  over  the  past 
two  years  has  already  subtracted  almc 
500,000  from  the  underlying  demanc 
for  new  homes."  Looks  like  there's  mc 
bust  left  in  the  housing  bust.  1 BW 1 
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THE  EVEN-KEEL 
ECONOMY 

Today  sharp  shocks  in  one  sector,  like  housing,  don't 
necessarily  lead  to  broader  downturns 


MAN DEL  ON 
ECONOMICS 


By  Michael  Mandel 
It's  the  economic 
heavyweight  fight  to 
watch.  In  one  corner: 
the  slumping  but  still 
powerful  housing  mar- 
ket, where  new  starts 
have  dropped  by  almost 
50%  with  no  bottom  in  sight . 

Its  opponent:  the  global  phenomenon 
known  to  economists  as  the  Great  Mod- 
eration. In  the  U.S. ,  and  across  much  of 
the  world,  the  ups  and  downs  of  output, 
inflation,  and  employment  have  become 
far  less  pronounced  since  the  mid-1980s. 
Recessions  have  been  fewer  and  milder. 

For  now,  the  Great  Moderation  is  win- 
ning, since  the  housing  contraction  has 
not  turned  into  a  full-blown  downturn. 
This  good  news,  if  sustained,  implies 
that  different  sectors  have  become  less 
tightly  linked.  Moreover,  it  implies  that 
the  traditional  way  of  thinking  about 
recessions  maybe  outmoded.  Rather 
than  broad-based  declines  in  eco- 
nomic activity,  these  days  we  are  more 
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likely  to  get  "micro  -  recessions  " — sharp 
downturns  concentrated  in  one  or  two 
economic  sectors. 

The  term  "Great  Moderation"  is 
relatively  new,  dating  to  a  2002  paper  by 
economists  James  H.  Stock  of  Harvard 
and  Mark  W.  Watson  of  Princeton. 
Since  then,  researchers  have  come  up 
with  plenty  of  potential  explanations 
for  the  decline  in  economic  fluctua- 
tions, including  better  monetary  policy, 
improved  inventory  controls,  the  rise 
of  globalization,  and  more  flexible 
financial  markets.  It's  still  not  clear 
which  factor  is  the  most  important, 
though  more  economists  are  placing 
greater  weight  on  improvements  in  the 
finance  sector,  which  enable  consumers 
and  businesses  to  keep  borrowing  and 


Better  monetary  policy,  the  rise  of 
globalization,  and  flexible  financial 
markets  have  kept  volatility  in  check 


NEW 


spending  even  in  tough  times. 

But  no  matter  what  the  cause,  the 
effect  is  that  bad  economic  news  now 
comes  like  a  tornado  rather  than  a  hur- 
ricane. There's  still  devastation,  but  it' 
in  a  much  narrower  band.  "We've  had 
a  lot  of  big  shocks,  and  they  seem  to  be 
having  less  of  an  effect,"  says  Stock. 
For  example,  the  oil  price  spikes 
of  recent  years  sent  gasoline  prices 
skyrocketing  but  didn't  have  much  of 
an  impact  on  overall  inflation.  The  tecl 
bust  earlier  this  decade  led  to  a  record 
employment  decline  in  the  profession; 
and  business  services  sector,  but  the 
resulting  recession  only  cut  economic 
output  by  a  piddling  0.3%. 

One  growing  sector  appears  to  be  de 
linked  from  everything  else.  The  healtr 
care  -  education  -  social  services  -  goven 
ment  complex— accounting  for  roughk 
30%  of  the  workforce —has  not  had  a 
yearly  drop  in  employment  since  1982, 
cushioning  the  job  market.  In  part,  tha 
because  governments,  which  ultimate] 
provide  much  of  the  funding  for  these 
programs,  have  had  easy  access  to  cred: 

The  de- linking  also  means  the 
economy  is  harder  to  predict  than  it 
used  to  be.  Forecasters  once  could  look 
at  a  slowdown  in  one  sector — say,  retai  1 
sales — and  predict  how  fast  it  would 
spread  to  other  sectors.  But  the  predic 
five  value  added  by  a  typical  forecaster 
has  "disappeared,"  according  to  resear 
by  Sean  D.  Campbell,  a  Federal  Reserve 
economist.  Except  in  the  very  short  rui 
adds  a  paper  published  by  the  Europea 
Central  Bank,  "no  forecast  model  has 
been  better  than  tossing  a  coin." 

How  long  will  the  Great  Moderatior 
last  ?  No  one  can  offer  any  guarantees 
against  unanticipated  shocks,  of  cours 
such  as  a  massive  political  and  econon 
crisis  in  China.  But  Stephen  G.  Cecche> 
ti,  an  economist  at  Brandeis  Universit; 
argues  that  less  volatility  will  persist " 
long  as  you  don't  blow  up  the  financia 
system."  From  this  perspective,  the  bij 
danger  is  a  financial  crisis  broad  enouj 
to  cut  off  credit  to  most  households 

and  businesses— anc 
so  far  that  hasn't 
happened.  With  goo 
policy  and  some  lucl 
broad-based  econor. 
volatility  will  remair 
thing  of  the  past.  IBV 
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How  do  you  quantify  something  that's  never  been  done?  When  CIT  evaluates  potential  we  think  of 
all  the  airplanes,  telephones,  computers  and  contact  lenses  the  world  would  be  without  if 
someone  wasn't  given  the  support  they  deserved.  The  fact  is,  even  as  a  financial  institution, 
we  look  beyond  numbers  and  focus  on  the  ideas,  people  and  potential  in  a  company.  Then  we 
jjorovide  the  kind  of  ingenuity  and  long-term  commitment  that's  helped  our  clients  succeed  for 
our  100-year  history.  To  find  out  why  the  majority  of  the  Fortune  1000  works  with  CIT,  visit  cit.com. 
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PERFORM 
OR  PERISH 


By  Emily  Thornton  with  the  days  of  easy  money  over  for  private  equity  firms, 

Illustrations  by  Chris  Kasch  *»■.-»  .  r  -     ■  ns-s  l. 

From  photographs  by  Peter  Yang         CEOs  are  under  intense  pressure  from  their  LBO  bosses 

to  squeeze  profits  out  of  acquired  companies— or  else 


At  8  a.m.  on  a  dreary  Wednesday  in  London,  Jeff  Clarke,  the  square-jawed  CEO  of  trave 
services  provider  Travelport,  listens  as  managers  explain  why  their  division  is  losing  money.  Th 
tick  off  a  list  of  problems:  technology  errors,  fewer  bookings,  higher  marketing  costs,  and  on  ai 
on.  One  executive  estimates  that  the  business  could  break  even  in  2009.  Clarke  has  a  different  idt 
2008.  "Be  aggressive!"  he  commands.  For  Clarke,  the  onetime  chief  operating  officer  of  Compul 
Associates  International  who  took  over  at  Travelport  in  April,  2006,  such  exhortations  aren't  chee 
bits  of  CEO  stagecraft— they're  expressions  of  deep-seated  fear.  Clarke's  new  bosses,  the  private  e 
uity  firms  Blackstone  Group  and  Technology  Crossover  Ventures,  are  even  more  demanding  than 
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is.  They've  bet  $4.3  billion  that  Travelport  will  be  worth  an 
enormous  sum  after  it's  split  into  pieces,  and  they've  tapped 
Clarke  to  be  the  architect  of  the  breakup.  For  now,  anyway;  one 
slip  and  he  '11  catch  unshirted  hell  from  above .  "You  have  to  con  - 
stantly  drive  returns,"  he  says  as  he  ducks  into  the  back  seat  of  a 
black  sedan  to  race  to  his  next  meeting.  "Time  will  kill  you." 

The  clock  is  ticking  faster  for  private  equity  CEOs — and  their 
millions  of  employees — all  over  the  world.  Coming  soon  to  busi  - 
ness  pages  and  water  coolers  near  you:  tales  of  quick  and  bru- 
tal corporate  breakups,  rollups,  and  reorgs,  an  onslaught  that 
could  rival  the  downsizing  binge  of  the  early  1990s.  "There  will 
be  radical  internal  restructurings,"  predicts  Colin  C.  Blaydon, 
director  of  the  center  for  private  equity  at  Dartmouth's  Tuck 
School  of  Business. 

That  is  because  the  easy  money  has  already  been  made.  For 
years  private  equity  firms  reaped  vast  sums  by  acquiring  com- 
panies, sucking  cash  from  their  balance  sheets ,  and  then  selling 
them  or  taking  them  public.  But  the  strip -and -flip  era  came  to 
an  abrupt  end  in  July  when  two  Bear  Stearns  hedge  funds  col- 
lapsed, prompting  a  global  credit  crunch.  That  took  away  the 
funding  that  private  equity  firms  need  to  make  big  leveraged 
buyouts.  It  also  dashed  their  hopes  of  refinancing  the  massive 
amounts  of  debt  they've  taken  on.  And  that  has  made  it  more 
difficult  for  them  to  justify  raiding  the  coffers  of  their  debt- 
laden  companies  or  to  persuade  others  to  buy  them.  Stripping 
a  company  "would  be  difficult  right  now,  because  the  markets 
are  pretty  much  shut  down,"  concedes  one  senior  executive  at  a 
major  private  equity  firm. 

FIGHT  OF  THEIR  LIVES 

With  financial  conditions  so  tight,  buyout  chiefs'  best  shot  at 
generating  strong  returns  in  the  U.S.  lies  in  their  ability  to  make 
the  companies  they  control  more  profitable  — slashing  costs, 
boosting  sales  in  global  markets,  and  paying  down  debt.  Firms 
"have  to  go  back  to  their  bread  and  butter:  operating  the  port- 
folio companies,"  says  one  private  equity  partner. 

All  of  which  means  firms  will  lean  more  heavily  than  ever  on 
the  CEOs  they've  tapped  to  run  their  companies.  Chief  execu- 
tives "are  going  to  be  under  even  more  pressure  to  improve  op- 
erations," says  Blaydon.  Hard-chargers  who've  known  nothing 
but  success— star  executives  such  as  Travelport's  Clarke,  Gerald 
L.  Storch  at  Toys  'R'  Us,  Mary  Petrovich  at  truck-axle  producer 
AxleTech  International,  and  Steven }.  Demetriou  of  aluminum 
producer  Aleris  International— are  in  for  the  fight  of  their  lives. 
They  must  create  value  when  bond  investors  are  expressing 
serious  doubt.  And  they  must  keep  employees  focused  even 
as  their  companies  endure  painful  dislocations.  The  toughest 
CEO  jobs  in  America  just  got  tougher. 

For  the  minions  at  these  companies,  meanwhile,  the  career 
options  may  be  dismayingly  limited  in  coming  years:  get  with 


THE  JOB  CALLS  FOR  "HARD"  QUALITIES,  SUCH  AS 
AGGRESSIVENESS.  "SUCCESSFUL  PRIVATE  EQUITY 
CEOS  ARE  CHEETAHS/'  SAYS  A  LEADING  RECRUITER 


the  new,  gut -wrenching      When  storch 
program  or  get  out.  "It      arrived  at  Toys 

will  be  survival  of  the  fit-      'R' Us' he  quickly 

.  ,  ,  „  purged  senior 

test  for  employees,"  says      management 

Robert  Finkel,  founder 

of  Prism  Capital,  a  Chicago-based  private 

equity  firm. 

Even  the  most  aggressive  CEOs  will  have 
difficulty  in  the  new  environment.  Some  re- 
cent, high-profile  buyouts  are  already  strug- 
gling. Univision  Communications,  bought 
by  five  firms  for  $13.5  billion  in  March,  lost 
$19.6  million  in  the  three  months  through 
June  as  its  debt  soared  to  $9.8  billion  from 
$922  million.  Semiconductor  maker  NXP, 
taken  private  by  five  firms  in  August,  2006, 
for  $12  billion,  saw  its  operating  earnings 
plummet  by  $372  million  in  the  first  half  of 
the  year.  Military  field -ration  supplier  Wor- 
nick,  bought  by  Veritas  Capital  three  years 
ago,  couldn't  cough  up  the  interest  payment 
on  its  debt  in  July.  In  fact,  half  of  the  dozen 
U.S.  companies  that  defaulted  on  their  debt 
this  year  were  owned  by  private  equity  firms, 
say  Thomson  Financial  and  Global  Fixed  In- 
come Research  at  Standard  &  Poor's. 

Making  matters  trickier,  the  oroad-based 
layoffs  of  yore  won't  be  easy  to  pull  off  now. 
U.S.  companies  are  relatively  lean  after 
four  years  of  lackluster  job  growth.  Andrew 
Metrick,  an  associate  professor  of  finance  at 
the  University  of  Pennsylvania's  Wharton 
School  of  Business,  notes  that  it  was  far  eas  - 
ier  to  trim  payrolls  in  the  early  1990s,  after 
the  bloat  of  the  1980s,  than  it  will  be  next 
year.  Cuts  are  always  painful,  but  the  next 
wave  could  be  gruesome. 

None  of  this,  however,  has  slowed  the  pa- 
rade of  CEOs  moving  to  private  equity  firms 
(page  44).  The  lure:  big  equity  stakes  in  the 
companies  they  manage  and,  if  all  goes  well, 
big  paydays  when  the  companies  are  sold.  For  example,  in 
four  years  since  buyout  firm  TPG  recruited  former  Gap  C 
Millard  "Mickey"  Drexler  to  run  clothier  J.  Crew  Group,  wf 
he  took  public  in  July,  2006,  the  CEO  has  hauled  in  more  t 
$323  million,  reckons  compensation  researcher  Equilar. 

But  along  with  the  upside  potential  comes  constant 

countability  to  private  equity  bosses,  near -impossible  tir 

tables,  ever-increasing  financial  goals,  and  grueling  be 

meetings  in  which  standout  numbers  are  met  with  blank  ii 

and  on-target  results  can  be  disappoi 

ing.  "We  expect  CEOs  to  exceed 

plan,  and  we  talk  to  them  daily  or  e\ 

other  day,"  says  one  chairman  and  C 

of  a  private  equity  firm.  "They're  ur 

a  microscope."  Indeed  they  are.  Accc 

ing  to  a  recent  Ernst  &  Young  study,  b 

out  firms  replaced  CEOs  or  CFOs  a 
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the  23  U.S.  companies  that  they  sold  or  took  public  in  2006. 
Consider  the  assessments  of  Clarke  by  two  of  his  superiors, 
rill  Griffith,  a  partner  at  Technology  Crossover  Ventures,  is 
limplimentary  -  to  some  extent .  "I'm  not  sure  he  can  go  faster ; 
i  has  already  taken  the  floorboard  out  of  the  car,"  says  Griffith, 
it  he  also  makes  it  clear  that  Clarke  won't  be  cut  much  slack 
ould  the  economy  weaken.  "Many  initiatives  are  independent 
the  economic  environment,"  he  says.  Paul  "Chip"  Schorr,  a 
nior  managing  director  at  Blackstone,  seems  even  less  in- 
ined  to  ease  up :  "  I  think  they  can  go  faster,"  he  says  of  Clarke 's 
am.  "They're  a  couple  of  years  ahead  already,  so  why  not?" 
Only  the  most  tenacious  executives  can  survive  private  eq- 
ty's  rigors.  Steven  Kaplan,  a  professor  of  finance  and  entre- 
eneurship  at  the  University  of  Chicago's  Graduate  School  of 
isiness,  studied  150  private  equity  CEOs,  based  on  assessments 
)m  leading  recruiter  Geoffrey  H.  Smart,  and  shared  his  work- 
gpaper  withBusiness  Week.  Kaplan  found  that  CEOs  whobring 


"hard"  qualities  such  as  aggressiveness,  persistence,  insistence 
on  high  standards ,  and  the  ability  to  hold  people  accountable  are 
significantly  more  likely  to  succeed.  Those  who  offer  primarily 
"soft"  skills  that  are  often  effective  at  public  companies -like 
listening,  developing  talent,  being  open  to  criticism,  and  treat- 
ing people  with  respect-are  unlikely  to  work  out.  Says  Smart: 
"Successful  private  equity  CEOs  are  cheetahs." 

'CREATIVE  DESTRUCTION' 

Clarke  certainly  understands  the  need  for  speed.  In  the  past  year 
he  has  merged  Travelport  with  Worldspan,  one  of  its  biggest  ri- 
vals ;  taken  online  reservation  business  Orbitz  Worldwide  public ; 
and  sucked  $1  billion  from  Travelport's  coffers  to  pay  its  private 
equity  owners,  a  huge  sum  for  a  company  with  just  $2.6  billion 
in  2006  sales.  Now  comes  the  hard  part:  melding  Travelport's  23 
businesses  into  bigger  chunks  and  then  selling  them  off  or  taking 
them  public.  First  he  must  make  those  businesses  profitable.  But 
given  Travelport's  increasingly  cutthroat  competition  and  $4.2 
billion  debt  load,  there's  no  room  for  error. 

And  so  Clarke  is  racing  even  faster.  In  one  three  -  day  stretch  in 
June,  the  46  -year-old  CEO  stormed  through  Russia,  France,  and 
Britain.  Clarke  says  he  prefers  working  out  of  Europe  to  Travel- 
port's  Parsippany  (N.J.)  headquarters  because  he  can  do  more 
business  on  the  European  clock .  He  unwinds  at  night  by  thumb  - 
ing  through  the  biography  of  econo- 
mist Joseph  Schumpeter— coiner  of 
■H  J  the  phrase  "creative  destruction"  — 

m  m\  f%  I  which  he  keeps  on  his  night  stand. 

m  wLMXj/f\  An<^  while  he  usually  wakes  up  at  5 

■  /  U  a.m.  to  go  running,  he  says,  some- 

times he  dives  right  into  e-mails. 

Private  equity  firms  expect  their 
CEOs  to  succeed  on  two  fronts.  They 
must  make  the  smart  and  aggressive 
moves  needed  to  yield  quick  financial 
improvements.  And  they  must  radi- 
cally alter  corporate  psychology  so 
that  the  changes  they  make  stick. 

For  Clarke,  that  means  constantly 
setting  loftier  goals  and  higher  stan- 
dards. Managers  of  one  business  re- 
cently flew  to  London  from  office  around  the  world  to  explain 
how  they  got  the  unit  on  track  to  triple  profits  and  beat  its  2007 
target  by  millions.  "You're  ahead  of  plan,"  Clarke  concluded  at 
the  end  of  the  presentation.  "And  we  want  more." 

Clarke  also  takes  every  opportunity  to  reiterate  that  private 
equity  equals  change.  He  spells  out  on  the  company  blog  ex- 
actly what  employees  should  expect.  When  rumors  of  an  Or- 
bitz IPO  started  flying,  Clarke  reminded  workers  that  "private 
equity  ownership  generally  is  not  a  long-term  proposition.  The 
day  will  come  when  our  [owners]  will  decide  to  take  Travelport 
public,  sell  off  individual  businesses,  spin  off  groups  of  busi- 
nesses, or  pursue  some  other  exit  strategy." 

He's  equally  up  front  about  job  cuts.  Since  Travelport  went 
private,  it  has  slashed  expenses  by  $147  million  and  laid  off  841 
people,  or  10%  of  its  work  force.  In  August,  after  the  U.S.  Justice 
Dept.  approved  Travelport's  merger  with  Worldspan,  Clarke  told 
employees  at  a  town  hall  meeting  in  Atlanta  that  "there  will  be  a 
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Portion  of  U.S. 
leveraged  buyouts 
in  which  private 
equity  firms 
replaced  the  CEO 
or  CFO. 

Data:  Ernst  &  Young  study 
of  LBOs  of  companies  that 
were  sold  or  taken  public 
in  2006 
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lot  of  consolidation  in  this  merger,  and  it  will  impact  many  of  the 
ways  we  work.  Some  of  our  colleagues  will  lose  their  jobs." 

Private  equity's  constant  restructurings  encourage  cold- 
eyed  realism  from  human  resources  departments  once  given  to 
rah-rah  morale  boosting.  "You  can't  guarantee  people  jobs  in 
this  world,"  says  Jo -Anne  Kruse,  Travelport's  executive  vice- 
president  for  human  resources.  "We  are  here  to  manage  the  cost 
and  productivity  of  labor."  The  straight  talk,  she  says,  should  be 
comforting.  "It  can  be  taken  as  a  very  negative  thing,  but  I  don't 
believe  that's  what  it  is,"  says  Kruse.  "If  you're  in  a  financially 
healthy  company,  you  know  your  check  will  clear." 

A  private  equity  CEO's  psychological  war  can  be  just  as  im- 
portant as  the  strategic  one.  When  Gerald  Storch,  a  50-year-old 
former  vice  -  chairman  of  Target ,  took  over  as  C  EO  of  Toys '  R'  Us 
for  Kohlberg  Kravis  Roberts,  Bain  Capital,  and  Vornado  Realty 
Trust  in  February,  2006,  his  first  goal  was  to  administer  shock 
treatment.  "Victim  thinking,"  he  says,  pervaded  all  corners, from 
store  clerks  to  senior  executives,  all  of  them  dispirited  by  years 


IN  PRIVATE  EQUITY,  EXTRAORDINARY  MANAGERIAL 
SUCCESS  MERELY  RAISES  THE  BAR.  WHEN  A  CEO  ISA 
YEAR  AHEAD  OF  PLAN,  THE  BOSSES  PRESS  FOR  TWO 


of  poor  results  at  the  hands  of  cheaper  rivals  such  as  Wal-Mart. 
Storch  quickly  purged  upper  management;  today,  with  one  ex- 
ception, everyone  on  the  senior  executive  team  is  a  fresh  recruit 
from  another  major  retailer.  "I've  intentionally  made  a  team  that 
will  not  accept  the  possibility  of  failing,"  he  says.  Now  Storch  is 
setting  his  sights  on  the  rank  and  file ,  who  wear  badges  pledging 
that  they're  "Playing  to  Win."  Laggards  "have  got  to  go,"  Storch 
told  a  group  of  store  managers  recently.  "If  you  don't  get  rid  of 
poor  performers,  they  turn  into  your  biggest  problem." 

So  far,  Storch's  results  have  been  strong,  but  the  pressure 
from  his  bosses  hasn't  eased.  In  private  equity,  extraordinary 
managerial  success  merely  raises  the  bar.  When  a  CEO  is  a  year 
ahead  of  plan,  the  bosses  press  for  two.  Or,  as  in  Storch's  case, 
they  craft  a  whole  new  plan.  There's  little  opportunity  to  man- 
age expectations  or  rest  on  laurels. 

For  44-year-old  Mary  Petrovich,  CEO  of  Troy  (Mich.)- 
based  AxleTech,  the  challenge  is  to  continue  beating  rapidly 
rising  benchmarks.  When  Chicago -based  private  equity  firm 
Wynnchurch  Capital  bought  AxleTech  in  2002  for  $28  million, 
the  maker  of  truck  axles  was  slumping.  Wynnchurch  handed  the 
keys  to  Petrovich,  a  former  division  head  at  auto  supplier  Dura 
Automotive,  at  the  end  of  2002;  today,  AxleTech  is  a  profitable 
$400  million  business  with  some  300  customers  ranging  from 
heavy- equipment  makers  to  the  U.S.  military.  Yet  Petrovich 
plans  to  boost  sales  by  25%  next  year  for  her  new  bosses  at  Car  - 
lyle  Group,  which  bought  AxleTech  in  2005  for  $345  million. 

Petrovich,  the  second  of  eight  children  of  a  widowed  Detroit 
hairdresser,  was  ready  to  pounce  the  moment  she  arrived  at 
AxleTech.  Her  first  accomplishment  was  her  most  audacious: 
persuading  hardened  workers  at  the  company's  main  factory  in 
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Of  the  U.S. 
companies  that 
defaulted  on  their 
debt  this  year,  half 
were  owned  by  pri- 
vate equity  firms. 

Data:  Thomson  Financial  and 
Standard  &  Poor's 


Oshkosh,  Wis.,  to  sign  a  new  United 
W^  f\  Auto  Workers  contract.  Workers 

|^l   l|-|/  resigned  themselves  to  a  33%  cut 

_  I         |U/n  in  waSes  and  benefits.  It  was  bit- 

\0\J    /  U  ter  medicine.  "Employees  are  angry 

about  the  wage  cuts  forced  on  them, 
and  they  will  be  angry  about  it  until 
they  die,"  says  one  former  employee 
who  asked  not  to  be  named.  Petro- 
vich  also  attacked  expenses  by  forc- 
ing executives  to  fly  economy  instead 
of  business  class  and  setting  dollar 
limits  on  hotel  costs. 

Those  and  other  moves  have 

worked:  Carlyle  estimates  it  has 

already  doubled  the  value  of  its  investment,  and  then  some. 

Petrovich  is  "about  a  year  ahead  of  our  investment  plan,"  says 

Gregory  S.  Ledford,  a  managing  director  at  Carlyle. 

'YOU  CAN'T  HIDE  FROM  MARY' 

Such  results  might  stand  out  at  a  publicly  held  conglomerate, 
but  not  necessarily  in  private  equity.  Many  of  Carlyle's  CEOs 
are  ahead  of  plan— so  Petrovich  must  push  her  people  even 
harder  to  stand  out.  "She  is  probably  the  most  disciplined,  fo- 
cused person  I've  ever  met,"  says  John  A.  Hatherly,  president 
of  Wynnchurch.  "She's  very  demanding.  You  can't  hide  from 
Mary.  If  you're  not  performing,  she'll  find  you." 

High  expectations  cascade  down  AxleTech's  entire  corporate 
structure.  One  Thursday  night  in  June,  51-year-old  engineer 
Richard  Clisch  received  a  call  at  home  from  a  multimillion  -  dol  - 
lar  customer  who  needed  retooled  parts  by  Monday.  During  the 
next  40  hours,  Clisch  raced  the  clock,  frantically  arranging  de- 
liveries of  crucial  components  from  around  the  world  and  then 
flying  to  the  customer's  plant  in  New  York  to  make  sure  other 
parts  were  in  working  order.  Clisch  says  he  took  just  one  half- 
hour  nap -on  Saturday  afternoon -and  finished  the  project  at 
11  p.m. ,  nearly  50  hours  after  he  had  begun. 

But  Petrovich  is  toughest  on  her  senior  managers.  In  an  Au- 
gust, 2006,  presentation  to  a  trade  group,  she  noted  that  she 
had  changed  six  of  the  seven  top  executives  who  reported  to  her. 
Today,  four  of  those  recruits  are  gone.  "The  executive  turnover 
rate  is  very  high— the  highest  I  have  witnessed  in  over  25  years 
in  industry,"  says  Daniel  H.  Burns,  a  former  vice-president  for 
operations  who  left  AxleTech  earlier  this  year.  Says  Petrovich: 
"Most  senior  leadership  departures  in  private  equity  are  driven 
by  an  inability  to  perform  at  the  highest  standards  expected  for 
value  creation.  AxleTech  has  been  no  different." 

On  a  steamy  summer  day,  Petrovich  is  presiding  over  a  quar- 
terly meeting  of  top  managers,  all  men,  who  are  updating  her 
on  some  100  projects.  She  calls  out  any  who  warn  of  less  than 
100%  success,  giving  them  a  minute  to  explain  the  problem  and 
another  to  outline  a  solution.  The  spectacle  is  reminiscent  of  The 
Apprentice,  except  that  the  prize  isn't  getting  a  job-it's  keep- 
ing one.  After  two  hours,  Petrovich  heads  back  to  her  office  for 

_     .,    .  ,  more  planning.  If  people  don't  come  through 

ForAlens'  ,      ..  L        ,  f 

Demetriou,  cost-      by  the  next  <luarter. she  says,  "that  will  be  the 

cutting  is  a  matter     one  and  only  time  that  will  happen." 

of  survival  The  paradox  of  private  equity  is  that  ex- 
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pectations  are  often  highest  for  the  weakest  companies,  which 
offer  the  biggest  turnaround  potential.  Aleris '  Steven  Demetri  - 
ou  is  presiding  over  a  company  whose  industry  has  been  written 
off  for  dead  as  overseas  competitors  drive  down  prices.  The  best 
hope  for  the  Beachwood  (Ohio) -based  producer  of  aluminum, 
zinc,  and  other  metals,  bought  by  TPG  in  August,  2006,  for  $1.7 
billion,  is  to  roll  up  companies  and  slash  overhead,  spreading 
costs  over  as  wide  a  base  as  possible. 

'CONSTRUCTIVE  PARANOIA' 

Demetriou  didn't  set  out  for  a  career  in  heavy  metal.  The  son 
of  a  Boston  restaurateur  spent  16  years  at  ExxonMobil,  rising 
to  vice-president,  then  moved  to  a  specialty  chemicals  com- 
pany and  a  crop -nutrients  outfit  before  joining  chemical  pro- 
ducer Noveon  International  as  CEO  in  2001.  Three  years  later, 
Noveon's  three  private  equity  owners  sold  the  company  for  $1.8 
billion.  Next  Demetriou  took  charge  of  an  aluminum  producer 
called  Commonwealth  Industries,  where  he  was  already  on 
the  board.  Business  was  so  weak  that  for  a  spell  the  company 
considered  branching  into  a  new  business:  recycling  chicken 
manure.  Demetriou  instead  merged  the  company  into  a  strug- 
gling aluminum  recycler  to  create  Aleris  in  December,  2004, 
and  then  snapped  up  five  metals -related  businesses  stretching 
from  North  Carolina  to  Brazil.  In  August,  2006,  TPG  persuaded 
Demetriou  to  take  the  company  private. 

Now  the  49-year-old  CEO  is  in  abind.  Aleris'  revenues  almost 
doubled,  to  $3 .2  billion,  in  the  first  half  of  the  year,  but  operating 
income  shriveled  by  43%  as  debt  payments  soared.  Yet  Deme- 
triou must  keep  buying  companies  or  the  consolidation  strategy 


will  fizzle.  On  Sept.  11  he  picked  up  Wabash  (Ind.)  metal  pre 
ducer  Wabash  Alloys  for  $194  million.  On  Sept.  19,  S&P,  whic 
like  BusinessWeek  is  part  of  The  McGraw-Hill  Companies,  pi 
Aleris '  debt  on  watch  for  possible  downgrade .  "A  prolonged  p« 
riod  of  economic  weakness  could  significantly  constrain  Aleri 
ability  to  generate  cash  and  lower  its  debt  burden,"  says  S& 
analyst  Marie  A.  Shmaruk.  "We  remain  concerned." 

Two  days  after  the  ratings  announcement,  Aleris  said 
would  close  a  Wabash  plant  in  Dickson,  Tenn.,  and  elimina 
67  jobs.  Bobby  Palk,  a  40  -year-old  factory  worker  and  onetin 
president  of  the  United  Steelworkers  Union  Local  244,  was  01 
of  those  displaced.  "Everybody  put  their  heart  and  soul  in  th 
plant,"  he  says,  "and  we  got  shafted." 

Before  the  announcement,  workers  say,  they'd  been  led 
believe  they  would  work  for  a  new  owner  long  into  the  futur 
They  pored  over  "Welcome  to  Aleris"  pamphlets,  collected  fr< 
pens  and  water  bottles,  and  even  painted  the  factory  in  Aleri 
colors,  all  with  no  sense  of  impending  doom.  Now,  Micha 
Malone,  29,  and  others  are  looking  for  work  in  a  town  of  few 
than  13,000  where  other  manufacturers  have  been  downsizin 
Also  in  September,  car-parts  maker  Nemak  Tennessee  said 
would  lay  off  95  workers,  or  20%  of  the  factory  staff.  "We  ha 
175  people  looking  for  jobs,"  says  David  Hamilton,  CEO  of  tl 
Dickson  County  Chamber  of  Commerce.  Two  smelters,  in  Ai 
kansas  and  Alabama,  have  sent  employment  listings.  Maloi 
and  others  don't  want  to  leave  town,  but  "it's  'get  what  you  ca 
right  now,"  he  says. 

Demetriou  says  he  didn't  plan  on  closing  the  plant  until 
took  control  and  saw  the  operation  firsthand.  "It  became  ol 


BUYOUT  SHOPS  ARE 
STILL  BUYING  TALENT 

Recruitment  of  managers  for  LBO  companies  is  going  strong 


By  Roger  O.  Crockett  and  Jena  McGregor 

When  the  credit  crunch  all  but  shut 
down  the  leveraged  buyout  bonanza  this 
summer,  executive  recruiters  grew  ner- 
vous. In  recent  years  they  had  stumbled 
on  a  gold  mine:  supplying  private  equity 
firms  with  a  steady  stream  of  invest- 
ment partners  and  LBO-worthy  manag- 
ers to  run  the  firms'  newly  acquired 
companies.  A  slowdown  in  dealmaking 
seemed  sure  to  prompt  a  big  slump  in 
private  equity  recruiting,  too. 

But  search  ft .  ■  1  siness  is  still 

humming  as  bi  \s  continue 

ordering  up  1  >]  1  high-profile 

managers  keep  private  equity 


plunge.  Since  the  market  turmoil 
for  example,  former  Dell  CEO  Ke 
Rollins  joined  a  bulging  roster  of 
executives  being  assembled  at  pr 
equity  shop  TPG  to  assist  with  ti ) 
arounds;  Michael  Capellas,  the  0 j 
Compaq  and  MCI  chief  executivi 
to  lead  giant  payment  processor 
Data  for  buyer  Kohlberg  Kravis  R 
and  former  Home  Depot  CEO  Ro  1 
Nardelli  and  star  Toyota  executh 
E.  Press  took  over  at  Cerberus  C<| 
Management -owned  Chrysler. 

Some  of  the  demand,  of  courst 
from  deals  struck  before  the  buy  | 
party  quieted  down,  since  the  rei  1 
process  typically  continues  long 
deals  close.  Search  firms  are  also 
work  filling  gaps  at  the  smaller  c< 
nies  being  acquired  as  the  tighte  I 
market  chokes  off  mega-buyout 

But  recruiters  say  LBO  players 
focusing  more  on  improving  opei 
companies  they  own.  "Some  [fin 
knowledge  privately  they  got  a  lit 
py  [staying]  on  top  of  manageme 
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Travelport's  Clarke     vious  that  [the  plant]  was  in  an  uncompeti- 

must  contend  tive  situation  that  needed  to  be  part  of  the 

with  a  $4.2  billion  ,  ..  ,.,  .  ....      „, 

debt  load  value  creation  of  these  two  entities,  he  says. 

"There  wasn't  an  intention  to  string  [work- 
ers] along  but  rather  to  give  them  a  full  chance." 

Painful  though  it  may  be,  cost-cutting  is  Demetriou's  only 
route  to  survival.  TPG  founding  partner  James  Coulter  seems 
pleased  with  the  results — so  far. "  By  no  means  is  TPG  declaring 
a  massive  victory  yet,"  he  says.  "What  we're  declaring  is  good 
progress."  Coulter  says  Demetriou  possesses  the  most  impor- 
tant trait  for  a  private  equity  CEO:  "constructive  paranoia." 
The  man,  says  Coulter,  "never  seems  relaxed  where  he  is.  Great 
CEOs  have  to  be  leaders,  willing  to  constantly  drive  change." 
Demetriou  agrees  with  Coulter's  assessment:  "I'd  much  rather 
be  looking  forward  than  looking  over  my  shoulder." 

At  a  recent  monthly  meeting,  Demetriou  made  his  way 
through  a  thick  black  book  filled  with  financial  plans  for  50 
production  facilities  around  the  world.  Managers  briefed  him 
on  minutiae  from  safety  goggles  to  half- penny  moves  in  met- 
als prices.  When  one  manager  offered  soft  goals,  Demetriou 
snapped:  "Are  we  going  to  have  negative  synergies?  Raise  your 
stretch  targets!"  When  another  confessed  he  had  ordered  too 
much  material,  Demetriou  seemed  incredulous.  "It  just  blows 
my  mind,"  he  said.  "This  is  a  page  you  should  put  up  in  your 
offices  and  get  pissed  off ! "  And  this,  evidently,  was  a  good  day. 
"We  actually  had  a  great  quarter,"  says  Demetriou  after  the 
day-long  session.  "I  just  felt  it  was  my  responsibility  to  dive 
into  these  guys."  Adds  one  employee  who  has  seen  Demetriou 
in  action  many  times  before:  "People  got  off  easy."  ibwi 
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Hilliker,  who  runs  the  U.S.  private 
1 0Tactice  at  search  firm  Egon 
1 1  International.  Recruiters  report 
1  i-up  interest  in  management  ap- 
« services— assessing  executives  and 
» ing  who  should  stay.  And  some  say 

I  being  asked  to  speed  up  introduc- 
■I  prospective  operating  partners 

I I  advise  on  multiple  makeovers. 

0  have  been  requests  to  crank  it  up," 
iv  ik  Young,  who  leads  the  North 

'i  in  private  equity  practice  at  search 
;ncer  Stuart. 
sf  vays,  buyout  firms  say  they  seek 
fi  rs  with  a  rare  and  potent  blend 
« Jes:  extensive  operating  experi- 

1  rong  financial  chops,  entrepre- 
0  seal,  and  a  proven  record  with 

a  onds.  Recruiters  add  to  the  list  the 
1 3  thrive  under  intense  scrutiny 
it !  toughest  taskmasters  imaginable 
s  :ord  of  producing  quick  results. 
a  irms,  says  Kelvin  Thompson,  who 
n  e  private  equity  group  at  Heidrick 
it  |les  International,  are  much  more 
18  .s"  in  what  they  want.  "There's 


always  been  a  saying  in  recruiting  that  ev- 
ery recruit  is  a  compromise.  With  private 
equity,  I'm  not  so  sure." 

Finding  such  superstars  has  forced  re- 
cruiters to  upend  their  typical  search  pro- 
cedures. Some  seek  references  up  front 
rather  than  later  in  the  process  so  as  not  to 
suggest  a  chief  executive  who  has  burned 
an  LBO  mogul  in  the  past.  Many  head- 
hunters  also  introduce  potential  execu- 
tives to  buyout  firms  long  before  there's  a 
job  to  fill  or  a  deal  has  closed,  says  Clarke 
Murphy,  who  heads  search  firm  Rus  - 
sell  Reynolds  Associates'  private  equity 
practice.  And  firms  work  much  faster: 
Searches  for  CEOs  of  private  equity- 
backed  companies  are  often  at  least  half  as 
short  as  hunts  for  their  public  -company 


brethren.  "We  don't  have  six  months  to 
figure  it  out,"  says  Jim  Williams,  a  TPG 
partner.  "We  often  only  have  a  few  weeks." 

Now  some  recruiters  are  drawing  up 
strategies  to  stay  ahead  of  the  shift  - 
ing  buyout  market.  Spencer  Stuart  is 
developing  a  management  appraisal 
service  tailored  to  private  equity.  And  in 
mid- September,  Russell  Reynolds  held 
a  strategy  session  in  Madrid  to  counsel 
some  75  recruiters  on  how  to  meet  the 
changing  needs  of  LBO  clients.  They  an- 
ticipate the  credit  crunch  will  heighten 
interest  in  overseas  investment  and 
global  talent.  Says  Murphy:  "The  pace 
of  private  equity  buying  may  slow  down. 
But  demand  for  investment  in  human 
capital  is  just  as  strong."  1  bw  1 


THERE'S  GROWING  INTEREST  IN  APPRAISAL 

SERVICES  THAT  ASSESS  EXECUTIVES  IN  NEWLY 
BOUGHT  COMPANIES  AND  SUGGEST  WHO  SHOULD  STAY 
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Electronics  maker  Bang  &  Olufsen 
doesn't  ask  shoppers  what  they  want. 
Its  faith  is  in  its  design  gurus 


Torsten  Valeur,  one  of  Bang  &  Olufsen's  top  designers,  sits  in  a  windowless  room 
Gumi,  South  Korea,  staring  dumbfounded  at  a  group  of  Samsung  Electronics  eng 
neers  and  thinks,  "Oh,  s — ."  Valeur  is  designing  a  new  high-end  cell  phone  for  B& 
the  Danish  company  known  for  its  cutting-edge  consumer  electronics,  and  Samsur 
a  partner  providing  mobile -phone  technology.  Valeur,  here  for  a  routine  three -d 
product-update  meeting,  has  just  received  terrible  news.  Without  telling  him,  t 
Samsung  engineers  changed  the  screen  on  his  phone  from  2.1  inches  to  2  in.  Why?  B 
cause  2-in.  screens  are  standard,  and  that's  what  is  in  stock.  Worse,  they've  gone  ahe 
and  ordered  thousands. 

Valeur's  vision  for  his  objet  d'art  is  shattered.  A  2-iri.  screen,  requiring  a  thick,  bla 
plastic  frame,  destroys  the  elegance  of  his  new  mobile  phone.  Everything  from  the  c 
phone's  unique  rotary  keypad  to  the  tiny  motor  that  opens  the  clamshell  depends 
an  innovative  approach  to  conventional  form.  Valeur  is  asking  himself:  "Can  I  hide  tl 
problem  ?  Can  I  cheat  ?  Can  I  do  something  that  the  customer  won't  notice  ?"  Finally,  t 
designer  turns  to  the  Samsung  engineers  and  tells  them  the  standard  2-in.  screens  ; 
unacceptable.  Samsung  will  have  to  cancel  the  order  and  replace  the  screens,  at  a  cos! 
$2  million,  with  his  original  design. 

The  engineers,  surprised,  rush  out  the  door  in  search  of  a  solution.  They  can't  fi 
one.  "There  was  a  half  day's  silence,"  Valeur  recalls.  Without  an  answer,  and  tired 
drinking  weak  Korean  coffee,  he  departs,  flying  back  to  Denmark,  ready  to  kill  a  criti 
new  product  over  a  tenth  of  an  inch  of  glass. 
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3&0  designer 
Hermansen  wears 
he  headset  he 
designed  for  the 
Danish  company 
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Perhaps  the  strangest  part  of  this  story  is  that  Valeur  doesn't 
even  work  full-time  for  B&O.  He's  one  of  a  handful  of  contract 
designers  who  create  the  company's  incredibly  beautiful  and 
very  expensive  products.  Yet  Valeur  is  empowered  by  Bang  & 
Oluf  sen's  chief  executive  to  veto  anything  he  doesn't  like.  All  of 
the  designers  hired  by  the  company  have  this  power. 

Bang  &  Olufsen  is  a  business  built  on  design  genius,  not  more 
conventional  design  processes.  Its  product  development  is 
driven  by  a  half-  dozen  or  so  creative  individuals,  not  by  manag  - 
ers.  There  is  no  other  business  model  quite  like  it  on  the  global 
scene.  Only  Apple  Inc.  comes  close,  and  in  that  case  it  is  the 
unique  design  talent  of  its  CEO,  Steve  Jobs,  working  with  a  team 
led  by  Jonathan  Ives,  that  gives  us  iPods  and  iPhones.  Almost 
all  other  big  corporations  do  design  and  innovation  in  a  much 
safer  way.  They  have  long  conversations  with  consumers  and 
work  collaboratively  in  creative  teams,  and 
do  studies  using  corporate  ethnographers. 
B&O  simply  bets  on  the  insights  and  "feel" 
of  a  handful  of  designers . 

Bang  &  Olufsen's  model  is  a  throwback 
to  an  earlier  time  when  CEOs  worked 
closely  with  gifted  designers  to  differen- 
tiate their  products  in  the  marketplace. 
Think  about  the  chairs  Charles  and  Ray 
Eames  designed  for  Herman  Miller  Inc.  or 
Richard  Sapper's  ThinkPad  laptop  for  IBM. 
Go  back  further  and  you  have  Raymond 
Loewy's  iconic  Coke  bottle  for  Coca-Cola 
and  Walter  Dorwin  Teague's  Brownie 
Kodak  camera.  These  products,  of  course, 
had  their  moment,  but  what  is  modern 
one  day  can  quickly  become  outmoded  the 
next .  This  is  now  happening  to  B&O 's  flag  - 
ship  products  as  digital  technology  sets  a 
new  norm.  An  early  foray  into  digital  music 
players  flopped,  failing  to  come  even  close  to  the  iPod 's  success . 
The  great  challenge  facing  the  company  in  the  years  ahead  is 
to  hold  on  to  its  eye  -  catching  esthetics  while  incorporating  the 
advanced  technology  that  consumers  have  come  to  expect. 

That  said,  B&O  is  still  in  a  decades  -long  run  as  a  consumer- 
tech  superstar.  It  is  the  world's  only  big  luxury  electronics 
maker.  Great  design,  mixed  with  robust  technology,  allows  it 
to  charge  obscene  sums  to  well-heeled  consumers  who  want  to 
buy  originality  and  quality  from  an  exclusive  brand.  That's  how 
the  company  (56  stores  in  the  U.S. ,  1,400  worldwide)  generated 
$96.6  million  in  operating  profits  before  taxes  in  the  fiscal  year 
that  ended  May  31.  up  22%  from  a  year  earlier.  That  gave  B&O 
gross  margins  of  46.6%.  Competing  on  price  and  product  va- 
riety would  be  a  dangerous  game.  The  company  is  a  pipsqueak 
in  a  consumer-electronics  world  dominated  by  giants  such  as 


GREAT  DESIGN,  PLUS  ROBUST  TECHNOLOGY, 
EQUALS  GROSS  MARGINS  OF  46.6%  IN  THE 


Can  the  $650 
BeoSound  6  MP3 
player  help  B&O 
catch  up  in  digital 
technology? 


Sony,  Samsung,  and  Royal  Philips  Electronics.  B&O  rang  i 
$831  million  in  sales  in  fiscal  2007,  just  a  bit  more  than  1% 
Sony's  2006  revenue.  Like  Apple,  it  brings  out  very  few  proc 
ucts  a  year.  In  fiscal  2007  it  released  just  10  new  models.  B 
unlike  Apple,  B&O  keeps  its  handful  of  products  on  the  mark 
for  up  to  a  decade  or  longer  without  abandoning  them  for  ne 
models  or  cutting  their  prices.  Case  in  point:  Its  BeoLab  80c 
speakers,  which  soldfor  $3,000  apair  when  introducedin  199 
are  still  being  sold  today— for  $4,500. 

B&O's  strategy  demands  uniquely  elegant  designs.  Above  a 
it  requires  an  obsession  with  detail.  Take  Valeur's  cell  phon 
now  on  the  market  as  the  Serene.  (Yes,  the  Samsung  enginee 
came  up  with  2.1-in.  screens.)  It  isn't  your  run-of-the-mill  M( 
torola  RAZR.  When  closed,  the  Serene  is  a  black  flip  phone 
the  shape  of  a  trapezoid.  A  nudge  with  a  fingertip  engages  a  til 
motor  that  gradually  peels  open  the  phone  until,  fully  displaye 
it  resembles  a  bird  in  flight.  That  2.1-in.  screen  sits  on  the  bo 
torn  half  of  the  phone  so  it  won't  get  smudged  by  your  chee 
And  rather  than  displaying  rows  of  numbers,  the  keypad  is  di 
signed  in  a  circle,  evoking  memories  of  rotary- dial  phones. 


MOST  RECENT  FISCAL  YEAR 


WHAT  CONSUMERS  DON'T  KNOW 

The  tall,  slender  41-year-old  Valeur  looks  much  younger  th; 
his  years  and  has  short,  dirty-blond  hair.  One  gray  sprii 
morning,  he  is  wearing  a  designer's  uniform:  collarless  gr 
shirt,  dark  gray  pants,  black  shoes.  Soft-spoken  and  polite, 
surprises  with  his  uncompromising  demand  for  perfectio 
Valeur  originally  hated  the  sound  of  the  engine  that  opens  1 
phone.  It  made  a  whizzy  noise  like  a  zipper.  So  he  slowed  t' 
engine  down  and  even  altered  the  size  of  the  tiny  gear  teeth  1 
generate  a  more  sedate  and  seductive  whir.  Screen  size,  engii 
sound -individually,  each  of  Valeur's  demands  might  see: 
like  fetishes.  But  collectively  these  details  are  what  make  B& 
products  succeed  as  luxury  items. 

Valeur's  design  allowed  B&O  to  price  his  Serene  cell  pho: 
at  a  lofty  $1,275.  The  company's  BeoLab  5  stereo  speake: 
rocket  ship -like  towers  that  self- equalize,  creating  cryst 
clear  sounds  at  a  heart -pounding  2,500  watts  per  speaker,  s 
for  $19,700  a  pair.  And  its  new  BeoVision  9  TV,  a  50  -in.  plasm 
screen  wonder  that  swivels  to  adjust  itself  to  your  viewing  po; 
tion,  runs  $19,900. 

B&O's  business -by-genius  M.O.  is  a  fragile  model.  It  d; 
pends  on  the  instincts  of  a  handful  of  quirky  and  creative  i: 
dividuals  and  the  ability  of  executives  to  manage  them.  Sitti 
in  a  showroom  of  B&O  products  in  the  company's  glass  -  an 
stone  headquarters,  known  as  The  Farm— near  founder  Sve:  1 
Olufsen's  own  farm  in  the  remote  Danish  town  of  Struer — CL 
Torben  Ballegaard  Sorensen  explains  how  B&O's  designe 
operate.  They  don't,  for  example,  do  even  the  basic  mart 
research  ethnography  common  among  consumer-orient 
companies.  Sorensen  says  consume 
often  don't  really  know  what  they  wai 
Instead,  B&O  designers  intuit  the  pro 
ucts  that  will  fly.  "[Our]  ideas  ...  are  r 
the  result  of  market  analysis  but  rath 
a  deep  understanding  of  how  our  co 
sumers  live,"  says  Sorensen. 

That  kind  of  intuition  can  get  you  ir 
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i  iouble.  A  business  model  based  on  it  has  real  risks.  Most  com- 
imies  design  their  products  and  services  using  teams  that  in- 
ti  lude  engineers.  Design  niceties  are  sometimes  wrung  out  in 
B  ne  collaborative  process,  but  production  problems  are  often 
(  destepped.  At  B&O,  the  designers  dominate.  Far  from  being- 
am  activities,  design  and  engineering  are  separate  functions, 
esigners  do  their  creative  thing  and  then  tell  the  engineers  to 
icecute.  The  downside:  costly  failures  and  delays  when  design 
eals  can't  be  matched  with  reai  products. 

N  ELECTRONIC  MASTERWORK 

ie  problems  creating  the  Serene  cell  phone  stemmed  from 
Drking  that  way.  But  those  troubles  were  minor  compared 
ith  what  happened  to  one  of  B&O's  most  iconic  products,  the 
uoSound  9000,  a  six-CD  player  that  displays  the  row  of  discs 
rough  atintedglass  window.  The3-ft.-by-l-ft.  device,  which 
in  hang  from  a  wall  vertically  or  horizontally,  has  a  mecha- 


nism that  zips  up  and  down  to  play  each  Serene  designer 

disc.  In  a  living  room  or  den.  it's  a  dazzling  Valeur  holds 

performance.  another  of  his 

_,     „     „         ,  ,     ,  ,  creations,  the 

The  BeoSound  9000  was  the  brainchild  BeoCom  2  phone 

of  David  Lewis .  a  designer  whose  creations, 

more  than  any  other's,  are  responsible  for  the  aura  around  the 

Bang  &  Olufsen  brand.  The  proud  and  occasionally  gruff  Lewis 

has  been  knighted  by  Queer?  Margrethe  II  of  Denmark  for  his 

design  work,  and  three  of  his  creations  are  part  of  the  Museum 

of  Modern  Art's  permanent  collection  in  New  York.  With  thick, 

wavy  silver  hair  and  matching  mustache  and  beard,  Lewis  wears 

:  rectangularly  framed  glasses  and  buttons  his  shirt  to  the  top 

with  no  tie.  He  is  the  image  of  the  cool  designer,  and  when  he  is 

j  not  working  for  B&O,  he  designs  everything  from  kitchen  ap- 

|  pliances  to  dental  equipment  for  other  companies. 

The  story  of  the  BeoSound  9000  begins  with  Lewis  in  the 
1990s  lamenting  the  loss  of  beautiful  album  art  as  CDs  began 
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CEO  Sorensen  to  replace  LPs.  "I  was  sour  that  something 

at  the  struer  had  disappeared,"  he  says.  He  had  a  vision 

dSi^e^ntuit  for  a  CD  player  that  would  display  six  CDs 

what  will  fly  facing  people  so  audiophiles  could  see  and 

appreciate  their  labels.  The  problem  was 

that  no  mechanism  existed  to  move  the  player  from  one  disc  to 

the  next  in  the  way  he  envisioned. 

Lewis  conceived  of  the  BeoSound  9000  without  even  con- 
sulting B&O's  engineers.  When  he  turned  his  idea  over  to  them, 
they  couldn't  build  it .  It  took  two  years  for  them  to  come  up  with 
the  technology  to  make  his  concept  work.  The  BeoSound  9000 
finally  came  out  in  1996,  and  even  today  there's  no  comparable 
C  D  player  out  there .  It  looks  as  avant  -  garde  now  as  it  did  then,  a 
primary  reason  why,  11  years  after  its  release,  B&O  can  continue 
to  price  the  CD  player  at  $4,750. 

Giving  that  kind  of  clout  to  designers  represents  a  power 
shift  that  would  frighten  executives  at  other  companies.  Har- 
vard Business  School  professor  Robert  D.  Austin,  who  teaches 
a  class  called  "Managing  in  the  Creative  Economy"  and  has 
studied  the  high-end  consumer-electronics  company,  says 
it  shouldn't.  B&O  offers  a  lesson  in  how  to  compete  in  an  era 
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when  globalization  and  commoditization  are  putting  pressu;  ow 
on  costs  like  never  before.  "If  they're  not  already  confrontin  fax 
this  question  about  how  they  can  get  more  margin,  they  wil 
Austin  says  of  executives  at  other  companies.  Already,  son 
of  the  biggest  names  in  retailing  are  figuring  that  out.  Targ^ 
Corp. ,  for  instance,  has  lined  up  designers  such  as  Isaac  Mizra 
to  make  its  products  more  upscale  and  boost  profit  margins. 
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B&O'S  DIGITAL  DIVIDE 

The  B&O  Way,  of  course,  requires  bona  fide  geniuses.  And  th 
tend  to  be  in  short  supply.  At  B&O,  no  designer  is  more  identifi 
with  the  company  than  Lewis.  The  68-year-old  Brit  studied  >k\A 
Central  School  of  Art  &  Design  in  London,  since  renamed  Cei  I  ai 
tral  Saint  Martins  College  of  Art  &  Design.  He  originally  hop  m 
to  be  a  furniture  designer.  When  the  class  he  wanted  was  fu  j 
Lewis  opted  for  industrial  design.  In  the  early  1960s  he  moved 
Copenhagen  to  be  with  his  Danish  wife,  Marianne,  and  got  a  j< 
working  for  Jacob  Jensen,  who  was  then  a  B&O  design  legen 
Lewis  gradually  became  B&O's  top  design  gun,  creating  the  ve 
majority  of  the  company's  portfolio  for  the  last  four  decades. 
Replacing  top  talent  is  always  difficult,  and  replacing  Lev   I 
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proving  problematic.  "He's  not  that 
mng  anymore.  We  have  to  have  a  suc- 
ssor  to  him,"  says  Flemming  Moller 
;dersen,  director  of  Idealand,  the  B&O 
lit  that  works  as  a  liaison  between  the 
infract  designers  and  the  engineers.  In 
1  effort  to  identify  new  blood,  Pedersen 
vited  six  other  outside  designers  in  the 
iring  of  20  04  to  gin  up  proposals  for  a  new  TV  for  the  Europe  - 
1  market.  Lewis  caught  wind  of  the  competition  and  pitched 
s  own  concept,  unsolicited.  When  it  came  time  for  Pedersen 
pick  a  winner  in  a  blind  selection,  Lewis '  design  won. 
But  Lewis  hasn't  been  able  to  help  the  company  transfer  its 
oduct  design  excellence  to  the  digital  world.  Entertainment 
already  digital,  with  music  stored  on  home  PCs  and  mov- 
5  starting  to  pour  through  the  Internet  onto  screens  big  and 
lall.  TVs  have  gone  digital  as  well.  Brushed -aluminum  TV 
imes  and  pleasant -sounding  motors  mean  little  if  the  prod- 
ts  can't  deliver  the  required  digital  experience.  B&O  needs 
w  kinds  of  geniuses  for  the  21st  century,  those  with  expertise 
at  its  current  designers  have  yet  to  acquire. 
Bang  &  Olufsen  has  already  stumbled.  Take  the  digital  music 
ayer.  Even  the  company's  loyal  cognoscenti  prefer  Apple's 
od,  with  its  elegant  design  and  easy  interface,  to  the  $460 
ioSound  2 — conceived  by  none  other  than  Lewis  in  2002.  Beo  - 
und  2  has  been,  by  all  accounts,  a  dud.  Lewis 
ys  his  mistake  was  not  appreciating  how 
lickly  digital  memory  would  grow.  He  fig- 
ed  with  50  songs  on  a  device ,  the  amount  the 
iginal  memory  card  would  hold,  consumers 
ouldn't  need  a  screen  to  navigate  through 
eir  music.  Instead  technology  moved  fast, 
jmory  capacity  exploded,  and  people  want- 
to  carry  around  a  lot  more  music  than  just 
tunes.  B&O  won't  divulge  sales  data  for  the 
oSound  2,  but  both  Lewis  and  Sorensen  ac- 

si|.owledge  it  is  doing  poorly.  B&O  is  only  now 
troducing  BeoSound  6,  a  new  digital  music 

riliyer  that  holds  about  1,000  songs  and  comes 

i  tth  a  screen.  The  $650  stainless  steel  device  is  designed  to  have 
ageless  feel  to  it,  like  a  Dunhill  lighter. 

a^iThe  BeoSound  2  bomb  revealed  that  the  company's  design  - 
3  didn't  understand  rapidly  changing  digital  technology.  This 
arth  of  knowledge  led  to  the  launch  of  a  skunkworks  opera - 
>n  in  late  2003  called  IdeaLab.  The  goal  is  to  replicate  B&O's 

design  expertise  in  the  world  of  digital  products.  "My  job  is 
make  sure  that  [design  excellence]  is  still  valid  in  the  new 
)rld,"  says  Christopher  D.  Sorensen,  the  American  who  runs 
aLab.  Sorensen,  who  previously  worked  for  the  consulting 

opjm  Accenture  Ltd. ,  has  built  IdeaLab  into  an  18  -person  opera - 

ifi  >n.  Its  mission:  Come  up  with  breakthrough  digital  concepts 
at  can  be  turned  over  to  designers  to  create  new  product  mas  - 
.•pieces.  Like  Apple's  iPod. 
So  far,  the  going  has  been  slow.  Lewis  doesn't  have  much  in- 

e«  'est  in  working  with  the  new  digital  group.  "They  have  their 
'n  agenda,"  he  grouses.  After  four  years,  IdeaLab  is  about  to 

Lei  d  out  how  good  it  is  at  applying  B&O's  design  genius  to  the 


BANG  &  OLUFSEN'S  SUCCESS  IS  WOW  UNDER 
THREAT:  ITS  CORE  DESIGNERS  HAVE  YET  TO 
SHOW  A  MASTERY  OF  DIGITAL  TECHNOLOGY 
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new  world.  In  the  coming  year  it  plans  to  introduce  a  family  of 
products,  internally  dubbed  A18.  They  shoot  music  from  one 
digital  device  to  another  around  the  house.  Executives  ac- 
knowledge it  will  have  similarities  to  the  critically  acclaimed 
Sonos  Digital  Music  System,  already  on  the  market.  Last  year, 
IdeaLab's  Sorenson  discussed  the  concept  for  the  A18  with  a 
handful  of  designers  (not  Lewis),  hoping  one  would  come  up 
with  a  B&O-flavored  product.  Anders  Hermansen,  who  fash- 
ioned the  company's  hot-selling  $160  A8  earphones,  wrestled 
for  weeks  with  the  concept.  Then,  while  he  was  resting  on  the 
ground  in  a  forest,  as  he  often  does  to  ponder  design  problems, 
the  solution  came  to  him.  "There  was  no  other  way  of  seeing  it," 
recalls  Hermansen.  "It  was  so  clear  to  me." 

Hermansen  rushed  back  to  his  studio  north  of  Copenhagen 

and  worked  up  a  prototype  through  the  cold  January  night  with  a 

colleague.  When  it  was  finished  at  4  a.m. ,  he  jumped  into  his  car, 

drove  the  four  and  a  half  hours  to  Struer,  and  showed  up  at  Ped  - 

ersen's  office  unannounced  just  as  the  work  - 

day  was  beginning.  "This  one  was  great," 

Pedersen  says,  describingit  as  less  classically 

B&O  and  a  bit  more  wild  in  its  design. 

As  beautiful  as  the  A18  prototype  was, 
though,  it  had  a  problem.  Hermansen  isn't 
particularly  tech -savvy  (he  bought  his  first 
PC  last  December),  and  the  controller  on 
his  A18  came  with  just  one  button,  making 
it  difficult  to  wade  through  a  music  library. 
Hermansen  resisted  adding  more.  "For  me, 
it  was  not  natural  with  all  those  buttons," 
he  says.  He  envisioned  using  the  controller 
with  one  hand,  a  glass  of  wine  in  the  other. 
"It  should  be  possible  to  handle  the  prod- 
uct in  a  simple  way,"  he  argued.  In  the  end, 
Hermansen  reluctantly  added  another  two 
buttons  without  harming  the  integrity  of  his 
creation,  which  hits  the  market  next  spring. 
Apple,  of  course,  faced  a  similar  problem  with  its  iPhone  and 
solved  it  elegantly  by  using  new  "touch"  software  to  do  away 
with  buttons  entirely.  B&O  hasn't  yet  mastered  this  skill  of 
combining  digital  and  industrial  design.  Back  when  David  Lewis 
emerged  as  B&O's  primary  designer  his  strength  in  industrial 
design  meshed  perfectly  with  the  analog  world  of  entertain- 
ment. Now  B&O  needs  a  genius  who  can  create  for  the  digital 
world.  "We  have  new  customers,"  says  B&O  Chief  Technology 
Officer  Peter  Petersen.  "We  will  need  new  designers."  1 BW 1 

BUSINESSWEEK.COM    I   Go  online  to  check  out  a  slide  show 
I    of  Bang  &  Olufsen  products  that  put 
the  company's  engineers  through  their  paces 
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Lewis  has  been 
B&O's  brightest 
design  star. 
Replacing  him 
won't  be  easy 
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A  CAUTIONARY 
TALE  FOR 
OLD  MEDIA 


By  Steve  Ha  mm 


Early  on,  the  Mercury  News 
saw  the  Web  threat  coming. 
It's  still  struggling  to  survive 


On  Jan.  19, 1990,  Robert  D.  Ingle,  then  executive  editor  of  the 
San  Jose  Mercury  News,  wrote  a  remarkably  prescient  memo 
to  his  bosses  at  the  newspaper  chain  Knight  Ridder.  Typing  at 
night  in  his  breakfast  nook  on  an  Apple  II  PC ,  he  envisioned  that 
a  global  information  network  would  emerge,  giving  rise  to  all 
manner  of  online  communities.  And  he  proposed  an  online  ser- 
vice, Mercury  Center,  aimed,  his  memo  said,  at  "extending  the 
life  and  preserving  the  franchise  of  the  newspaper." 

This  was  nearly  four  years  before  programmers  created  the 
first  Web  browser  and  long  before  Google  and  social  networking 
exploded  onto  the  scene,  yet  Ingle  seemed  to  anticipate  much 
of  what  would  come.  He  laid  out  strategies  for  the  entire  chain: 
Give  information  to  readers  however  they  wanted  it,  integrate 
the  print  and  online  operations ,  and  dream  up  new  forms  of  ad  - 
vertising.  "I  saw  the  Internet  as  a  great  opportunity,  but  also  as 
a  great  threat,"  says  Ingle,  who  retired  in  2000. 

If  Ingle's  proposal  had  been  enthusiastically  embraced  by 
Knight  Ridder's  28  dailies,  perhaps  the  fate  of  the  chain  might 
have  been  different.  As  it  was,  an  epic  shift  of  advertising  over  to 
the  Web  would  cut  the  economic  legs  out  from  under  the  Mercury 
News  and  other  Knight  Ridder  papers  such  as  the  Miami  Herald 
and  Philadelphia  Inquirer.  From  2000  to  2003,  help-wanted  ads 

BUSINESSWEEK  I  NOVEMBER  5, '2007 


at  the  Mercury  News  plummeted  from  $121.5  million  to  $17.9  m. 
Hon.  Last  year,  Knight  Ridder  was  forced  to  sell  out.  The  Merci 
News  eventually  wound  up  with  MediaNews  Group,  whose  ch 
executive,  William  Dean  Singleton,  is  reviled  by  many  jour nali: 
as  a  low- cost  publisher  of  second-rate  papers. 

Today,  with  advertising  weak  and  readers  flocking  to  the  Wi 
the  Mercury  News  is  trying  desperately  to  reinvent  itself.  E 
ecutive  editor  Carole  Leigh  Hutton  has  vowed  to  "blow  up  t 
newspaper"  to  make  it  relevant  to  today's  plugged-in  reade 
The  overhaul  is  coming  early  next  year.  "I  don't  see  myself  a 
savior,"  says  Hutton.  "I'm  figuring  out  the  answers  to  daunti 
questions.  What's  journalism  now?  Who  do  we  serve?  And  hi 
do  we  make  it  work  financially  and  journalistically?"  Mea 
while,  Silicon  Valley  wits  derisively  refer  to  the  ailing  Merci 
News  as  the  "Techtanic." 

IN  DENIAL 

The  collapse  of  Silicon  Valley's  daily  newspaper  is  in  many  w; 
the  story  of  American  newspapers  in  the  21st  century.  The  i 
dustry  has  reached  a  near-crisis  point.  Many  dailies  are  losi 
circulation  at  an  alarming  rate,  and  local  newspaper  ad  spen 
ing  fell  3.1%  last  year,  to  $24.4  billion,  while  Internet  advert 


-^  — 3~gL   IS  4 


Wr    4H 

JT^" 

■  ■■- 

™^4  \\ 

^^^HP^          .jgnHB     I 

**3l 

ifcfc»___ 

^B         '  ?■■ 

fll^^5.JE 

l  >*           ^1  hJ" 

Pk 

v        X 

\"  ^&S£ 

* 

!.a 

* 

M  *J$>  ^^^HUX—iAJK-*^™? 

i  L 1 

fe 

B        ^■V^"          1 

M 

.fc 

1    ^        1 

r 

HHfPv  «i 

1  p^JM 

ifRBI 

?jk               ^r-~f     ?  ■ 

■^SN» 

wr 

rj 

' 

a 

Y 

"What's  journalism 
now?"  asks  editor 
Mutton.  "How  do 
we  make  it  work 

financially7' 
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ing  rose  17.3%,  to  $9.8  billion,  according  to  Advertising  Age. 

But  the  shivers  rippling  through  the  Mercury  News  also  serve 
as  a  dramatic  example  of  what  happens  when  industry  leaders 
get  complacent  in  the  face  of  fundamental  shifts.  Andy  Grove, 
who  helped  sow  the  Internet  revolution  when  C  EO  of  Intel,  says 
that  cross -industry  disruptions  follow  a  predictable  course: 
Executives  ignore  the  challenges.  Then  they  try  to  resist.  Only 
when  it's  too  late  do  they  make  radical  changes.  Grove,  who 
now  teaches  a  strategy  course  at  Stanford  University's  School 
of  Business,  summarizes  the  newspaper  industry's  prospects: 
"Your  doctor  says  you're  going  to  die,  but  if  you  don't  smoke, 
you'll  live  a  little  longer." 


Mercury  News 
employees  learn 
of  the  sale  of 
Knight  Ridder  to 
McClatchy 


RIDING  THE  WAVE 

The  Mercury  News  seemed  perfectly 
poised  to  reap  the  harvest  of  the  New 
Economy.  Indeed,  Knight  Ridder  moved 
its  headquarters  to  San  Jose  from  Miami 
in  1998  partly  to  feed  off  the  Valley's  en- 
ergy. Riding  the  rapid  growth  of  such  local 
tech  giants  as  Intel,  Apple,  and  Hewlett- 
Packard,  the  Mercury  News  had  emerged 
from  mediocrity  during  the  1980s  and 
'90s  to  become  one  of  the  most  profit- 
able papers  in  the  country.  Ads  bought  by 
tech  outfits  paid  for  a  vast  news  operation 
that  stretched  from  Washington  to  Ho  Chi 
Minn  City.  Staffers  won  the  industry's  top 
recognition,  the  Pulitzer  Prize,  for  cover- 
age of  Philippine  tyrant  Ferdinand  Marcos 
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HAMMERED  BY 
THE  WEB 

The  Mercury  News'  help-wanted 
advertising  soared  during  the  dot-com 
boom  but  plummeted  as  such  ads 
moved  to  the  Internet 

MILLIONS  OF  DOLLARS 


•REFLECTS  NEW  FISCAL  YEAR.  JULY  TO  JUNE 
Data:  MediaNews  Group 


in  1986  and  the  Bay  Area  earthquake  in  l 
(Full  disclosure:  This  reporter  worked  at  1 
Mercury  News  from  1 9  8  9  to  1 9  9  3 . ) 

Thanks  to  Ingle's  foresight,  the  Mercu 
News  and  Knight  Ridder  executives  had  t 
chance  to  fashion  a  radically  different  outcome.  Yet  they  we 
running  with  their  shoelaces  knotted  together.  Ingle,  srat 
as  he  was,  turned  out  to  be  the  wrong  person  to  lead  the  digr 
initiatives.  He  didn't  have  the  personality  to  persuade  indepe 
dent -minded  publishers  to  build  up  their  online  businesses  a 
gressively.  And  the  dot-com  boom  masked  fundamental  shi: 
in  reading  and  advertising  that  came  about  all  at  once  when  t 
false  economy  collapsed. 

At  first,  Ingle  got  plenty  of  suppc 
from  top  brass.  He  was  one  of  the  grou] 
most  respected  editors  and  had  learn 
the  tech  rope  earlier,  at  the  Miami  Hera 
when  he  got  an  assignment  to  moderni 
the  newsroom  computers.  A  wiry  low 
with  a  sharp  tongue  and  no  patience  i 
tardiness  or  typos,  Ingle  used  corpor; 
funds  supplied  by  CEO  P.  Anthony  Ri 
der  to  launch  Mercury  Center  as  a  de 
tination  on  America  Online  and  then 
its  own  separate  site  on  the  Web.  Ride  1 1| 
then  created  Knight  Ridder  New  Mec 
Center  and  put  Ingle  in  charge.  His  ta: 
to  get  all  28  papers  online  quickly.  In) 
accomplished  that  goal  in  just  one  yea 
But  the  nimbleness  didn't  last.  I 
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Your  changing  business  is  connected  to  a  wide  variety  of  computing  devices 

is  connected  to  new  threats  that  attack  those  devices 
is  connected  to  the  power  of  one  comprehensive,  integrated  solution 
to  manage  their  security. 


Tiantec  Endpoint  Protection.  The  next  generation  of  security  from  the  leader  in  antivirus. 

v  threats  require  new  means  of  protection.  Antivirus  alone  is  no  longer  enough.  That's  why  we've  combined  our 
ven  security  and  advanced  threat  prevention  technologies  with  our  Network  Access  Control  capabilities  in  a  single 
nt,  managed  by  a  single  console.  Now  you  can  have  maximum  security  in  a  smaller,  less  intrusive  product  that 
<es  it  easier  for  you  to  help  protect  every  endpoint  in  your  company.  Visit  symantec.com/sep 


Confidence  in  a  connected  world. 


Symantec, 
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Knight  Ridder's 
glitzy  former 
headquarters 
in  the  heart  of 
Silicon  Valley 


all  the  angst  generated  in  the  1980s  and 
'90s  about  corporate  consolidation  of 
metro  newspapers,  Knight  Ridder  and 
other  chains  were  remarkably  decen- 
tralized. As  long  as  the  publishers  deliv- 
ered profits,  they  were  left  alone.  Yet  the 
world  was  changing.  It  was  clear  to  Ingle 
that  the  chain's  newspapers  would  be  far 
stronger  if  they  pooled  content,  adopted 
common  technology  for  their  Web  sites, 
and  coordinated  online  advertising.  But 
he  didn't  have  the  power  to  force  any- 
body to  do  anything.  And  early  on,  there 
was  no  dramatic  shift  of  readers  or  ad- 
vertisers to  the  Web.  So  what  was  the 
rush?  The  publishers  resisted  the  call  to 
collaborate.  "I  felt  extremely  frustrated. 
It  was  like  herding  cats." 


'DIAMETRICALLY  OPPOSED' 

The  same  was  true  of  the  industry  as  a 
whole.  In  1995,  Ingle  managed  to  per- 
suade eight  other  companies,  including  Tribune,  Gannett,  and 
the  New  York  Times,  to  form  an  alliance,  grandly  named  New 
Century  Network.  The  idea  was  to  share  content  and  jointly  sell 
national  online  advertising.  But  the  effort  never  got  traction 
because  of  disagreements  among  its  members,  and  the  alliance 
came  to  an  ignominious  end  in  a  New  York  hotel  room  in  mid- 
1998.  After  an  intense  six  hours  of  debate,  representatives  from 
the  companies  voted  5-4  to  disband.  Even  Ingle  turned  thumbs 
down,  convinced  the  project  was  doomed  because  of  thechau- 
vinism  of  the  partners. 

Meanwhile,  Ingle  was  still  running  into  stiff  resistance  inter- 
nally to  his  calls  to  consolidate  Knight  Ridder's  Web  initiatives. 
At  a  publishers'  meeting  in  late  1998  in  San  Jose's  Fairmont 
Hotel,  he  faced  withering  criticism.  Ingle  had  irritated  the  pub- 
lishers with  his  sometimes  caustic  style,  and,  at  this  meeting, 
when  he  chided  them  again  for  not  going  digital  fast  enough, 
they  blasted  back.  "Bob  felt  the  publishers  were  late  to  get  on 


KNIGHT  RIDDER  MISSED  WHAT  WAS  HAPPENING  IN  A 
GARAGE  IN  MENLO  PARK,  WHERE  A  COUPLE  OF 
STANFORD  STUDENTS  HAD  JUST  STARTED  GOOGLE 


board,  and  the  publishers  felt  we  were  under  pressure  to  make 
our  quarterly  numbers.  We  were  diametrically  opposed,"  re- 
calls George  Riggs,  who  then  ran  Knight  Ridder's  Contra  Costa 
Times  and  is  now  president  of  the  MediaNews  Group's  Bay  Area 
group,  which  includes  the  Mercury  News.  Within  a  few  weeks, 
Ridder  shifted  Ingle  into  another  corporate  role. 

At  this  point,  it  helps  to  recall  Andy  Grove's  rules  of  disrup- 
tive denial.  Knight  Ridder  executives  had  their  eyes  locked  on 
Wall  Street,  where  analysts  hounded  them  for  faster  growth. 
They  missed  what  was  happening  in  a  garage  in  Menlo  Park,  a 
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few  miles  from  the  Mercury  News  building,  where  a  couple 
Stanford  students  had  just  started  search  engine  Google. 

Even  a  couple  of  years  later,  as  the  economy  soured  after  1 
September  n  shock  and  ads  began  shifting  to  the  Web  and 
Google,  executives  were  slow  to  respond.  So  when  Knight  R> 
der's  digital  initiative  finally  began  to  take  off  in  2003,  it  v 
too  late.  After  Ingle,  two  executives  centralized  operatio 
but  the  resulting  Web  sites  were  beset  with  technical  glitcl 
and  lost  touch  with  the  local  news  operations.  Knight  Ride 
hired  Hilary  Schneider,  who  had  run  Red  Herring  Commu; 
cations— a  startup  business  magazine  and  Web  site— and ! 
tried  a  fresh  approach.  After  extensive  talks  with  publishe 
Schneider  began  giving  the  papers  credit  for  online  revenr 
that  came  from  their  sales  teams  and  advertisers.  In  just  th 
years,  Schneider  tripled  revenues,  to  $200  million.  Ridder  s 
the  business  made  a  profit.  But  that  paled  next  to  Google's  $ 
billion  in  revenues  and  $1.5  billion  in  profits  that  same  year. 
Perhaps  if  Ridder  had  pushed  Ingl 
plan  more  forcefully  and  had  put  it 
the  hands  of  somebody  with  Schneidr 
diplomatic  and  business  skills  earl 
the  outcome  would  have  been  differe 
But  in  the  end,  Knight  Ridder  was  kil 
off  by  a  hedge  fund  manager  who  m; 
a  bad  bet.  Bruce  S.  Sherman  of  Priv 
Capital  Management  had  plowed  149 
his  fund's  value  into  newspaper  stocks,  including  a  19%  stak 
Knight  Ridder.  His  timing  couldn't  have  been  worse.  By  20 
most  of  his  newspaper  holdings  were  losing  value  as  big  adv 
tising  and  circulation  declines  set  in.  He  decided  to  make  sc 
of  his  money  back  by  forcing  Knight  Ridder  to  sell  out .  Ultima 
ly  McClatchy  Co.  bought  it  for  $4.1  billion.  Ridder  choked 
when  he  delivered  what  he  calls  the  company's  eulogy  at  its  I 
shareholders'  meeting.  On  Apr.  26,  2006,  employees  lean 
the  Mercury  News  had  been  sol  d  to  Denver  -based  MediaNe 
Looking  back,  Ingle  concludes  that  what  sank  Knight  Rid 


HEARD  ON  RED-EYE  TO  FRANKFURT 
WEDNESDAY  6:15  AM 

Pink  argyles:  How  are  we  doing  on  the 
global  collaboration  plan? 

Barefoot:  We're  having  trouble  getting 
buy-in  from  the  local  offices. 


You've  heard  everyone  talk  about  innovative  business 
models,  but  IBM  has  the  experience  to  help  you  actually 
get  it  done.  Download  our  white  paper  "The  Power  of  Many' 
at  ibm. com/do/leaders 
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was,  surprisingly,  that  the  Internet  didn't  change  things  fast 
enough.  "We  got  an  early  start,  but  we  couldn't  take  advantage 
of  it,"  he  says.  "People  think  the  Internet  business  developed 
with  lightning  speed,  but  it  took  a  long  while.  Only  the  news- 
paper companies  with  two-tier  stock  structures  [not  Knight 
Ridder]  could  support  those  businesses  until  they  could  stand 
on  their  own  feet." 

'NO  POSITIVE  SPIN' 

Today,  the  Mercury  News'  fate  is  in  the  hands  of  Singleton 
and  its  editor,  Hutton.  A  seasoned  newswoman  who  grew 
up  in  blue -collar  Boston,  Hutton  had  already  overseen  one 
round  of  firings  when  she  gathered  200  newsroom  workers 
in  the  company  auditorium  on  Friday,  Sept.  7,  and  revealed 
what  became  known  as  the  "$6  million  surprise."  Revenue 
had  slipped  $3  million  behind  expectations,  and,  shock- 
ingly, accountants  had  made  a  $3  million  error  in  tallying 
expenses. 

As  a  result,  Hutton  said,  she  would  immediately  trim  costs  - 
including  eliminating  some  sections  of  the  newspaper.  "There's 
no  positive  spin  here.  We're  cutting,"  she  said.  During  a  Q.&A 
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6  session,  staffers  asked  for  assurances  their  jol 

were  safe,  but  Hutton  made  no  promises. 
Hutton  is  less  than  three  months  into  hi 
plan  to  reinvent  the  paper.  When  she  unveilt 
her  "Rethinking  the  Mercury  News"  project  c 
Aug.  7,  most  of  the  staff  quickly  fell  in  step.  Th. 
bA  was  a  switch.  In  past  days,  some  Mercury  Nev 

ffc-t  staffers  seemed  just  as  slow  as  their  bosses ' 

pBB    I  recognize  the  importance  of  the  Internet, 

suspect  that  most  of  my  colleagues  never  evt 
glanced  at  my  blog  back  in  its  early  days,"  sa; 
Dan  Gillmor,  a  proponent  of  "citizen  journa 

(!  "  ism"  who  launched  a  technology  blog  in  19c, 

ffr   i  *  anc*  ^  ^e  Mercury  News  two  years  ago.  Tl 

mood  is  radically  different  today.  More  than  H 
staffers,  including  some  from  the  newsroor 
are  helping  with  Hutton's  rethinking  campaig 
including  trekking  into  bookstores,  delis,  ar 
parks  with  video  cameras  and  notebooks  to  a: 
people  about  what  they  read  and  watch. 

Some  hopeful  signs  have  emerged.  At' 
brainstorming  session  in  September,  emplo; 
ees  suggested  themed  versions  of  the  Mercu 
News  online  that  provide  readers  with  a  wor 
view  through  a  lens  of  their  own  choosin 
There  might  be  a  "green"  portal  for  people  ii 
terested  in  environmental  causes,  for  instanci 
The  best  of  the  suggestions  will  be  rapidly  pr< 
totyped  and  tried  out  on  consumers. 

But  it's  also  clear  just  how  hard  it  will  be 

remain  relevant.  In  a  vidl 

made  by  canvassers  from  £ 

newsroom,  three  teen  gij 

sharing  a  park  bench  turn 

up  their  noses  at  the  idea  o 

newspaper.  Said  one:  "We: 

a  fast  generation.  That  slows  us  down." 

Newspapering's  journalistic  and  business  leaders  belie- 

their  industry  can  recover,  but  they  admit  it  will  be  difficu 

"The  newspaper  industry  needs  to  move  quickly  on  the  Inte 

net  and  redefine  the  news  and  find  new  ways  of  presenting  i 

says  Karen  Brown  Dunlap,  president  of  the  Poynter  Institu 

a  leading  school  for  journalists.  "The  challenge  is  to  try  to 

everything  at  once  and  yet  stay  grounded  in  journalism." 

From  outside  the  Mercury  News'  low-slung  headquarte 
along  Interstate  88o  in  San  Jose,  you  wouldn't  guess  at  all  t 
turmoil  inside .  But ,  near  the  turnoff,  the  vacant  two  -  story  bri 
building  where  Knight  Ridder  New  Media  Center  had  its  offic 
provides  a  clue.  A  cloth  banner  on  the  front  reads:  "Your  Nai 
Here."  It's  sobering  testimony  to  a  newspaper,  and  an  indust 
that  is  still  groping  for  a  way  into  the  future,  i  bw  i 


"I  felt  extremely 
frustrated,"  says 
former  editor 
Ingle.  "It  was  like 
herding  cats." 


BUSINESSWEEK.COM  I  For  more  on  the  battle  between  Old  and  Ne> 
I  Media,  go  to  businessweek.com/magazine. 
NARRATED  SLIDE  SHOW:  Steve  Hamm  describes  how  he  reported  the 
story.  SINGLETON  PROFILED:  The  news  magnate  has  made  the  transi 
tion  from  pariah  to  industry  leader. 


HEARD  ON  STEPS  OF  MAIN  OFFICE 
FRIDAY  8:15  AM 

Smart  guy:  But  how  do  we  differentiate 
in  a  customer-centric  environment? 

Witty  guy:  Everyone  else  is  going  virtual. 
Smart  guy:  Great.  Let's  do  that. 


Everyone's  looking  for  innovative  ways  to  make  customers 
happier.  Few  know  where  to  start.  IBM  helped  Staples  reshape 
their  customer  experience,  resulting  in  a  60%  increase  in  their 
online  conversion  rate.  See  how  at  ibm.com/do/retail 
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\  When  you  were  a  child,  color  made  you  more  creative  and  a  better  communicator. 

Today,  Kyocera  printers  and  MFPs  can  do  the  same  thing.  From  desktop  printers  to 

f   high  volume  MFPs,  our  full  line  of  products  is  designed  with  one  thing  in  mind:  to  help 
\- 

produce  compelling  documents,  reliably  and  affordably.  In  addition,  Kyocera  offers 

software  solutions  that  help  maximize  your  hardware  investment. 

Experience  the  wonder  of  Kyocera  business  color.  Learn  more:  www.kyoceramita.com. 
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John  Perez,  CEO 
of  Mahindra's  U.S. 
distributor,  is  after 
green  consumers 
and  Indian  expats 
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MARKETING 


Baseball,  Apple  Pie 
..and  Mahindra? 


iow  an  Indian  company  plans  to  woo  America's 
Rieartland  with  its  fuel -efficient  SUVs  and  pickups 


By  David  Kiley 

Engineers  from  India  design  advanced 
jet  engines,  write  some  of  the  world's 
most  sophisticated  software,  and  run 
massive  global  computer  networks.  But 
can  they  make  a  pickup  truck  that  will 
sell  in  America's  heartland? 

Mahindra  &  Mahindra,  a  conglomer- 
ate based  in  Mumbai,  intends  to  find 
out.  In  spring,  2009,  the  company 
plans  to  launch  two  -  and  four  -  door 
pickups  and  a  sport -utility  vehicle  in 
the  U.S.  This  trio  of  diesel -powered 
trucks  will  compete  against  a  big  pack 
of  aggressively  promoted  offerings  from 
General  Motors,  Ford,  Dodge,  Nissan, 


ii 
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Mahindra's 
2007  four-door 
short-bed  truck  is 
available  now  in 
Europe  and  Asia 


and  Toyota.  All  of  these  manufactur- 
ers have  been  warring  over  a  domestic 
pickup  market  that  is  shrinking  and  a 
SUV  market  that's  overcrowded. 

Skepticism  abounds.  Trucks  in  the 
U.S.  are  sold  with  imagery  of  wav- 
ing flags,  macho  companionship,  and 
brawny  workers  showing  off  feats  of 
towing  strength  to  the  sound  of  John 
Mellencamp  anthems.  Buyers  tend  to  be 
loyal,  practical  traditionalists. 

Considering  that  established  players 
such  as  Toyota,  Nissan,  and  Honda  have 
already  had  their  share  of  trouble  at  - 
tracting  this-crowd,  some  experts  won- 
der whether  a  little -known  company 
from  a  country  that  has  no  history  of 
selling  vehicles  to  American  consumers 
has  a  prayer.  They're  also  skeptical  that 
buyers  will  flock  to  diesel— a  technol- 
ogy that  many  U.S.  consumers  associate 
with  belching  big  rigs.  "It  looks  like  an 
impossible  marketing  play,"  says  auto 
industry  consultant  Dan  Gorrell  of 
AutoStrategem  in  Tustin,  Calif. 

But  at  a  time  of  soaring  gas  prices, 
Mahindra's  vehicles  are  going  to  have 
one  big  thing  in  their  favor:  superior 
fuel  economy.  Despite  diesel's  historic 
brown  image,  it  is  emerging  as  a  green 
technology.  New  low-sulfur  fuel,  fed- 
erally mandated  in  2006,  can  produce 
mileage  figures  that  nearly  equal  those 
of  more  fashionable  hybrids.  Mahindra 
estimates  that  its  compact  SUV,  the 
Scorpio,  and  pickups,  one  of  which 
will  be  called  the  Appalachian,  will  get 
about  30  miles  per  gallon  in  the  city 
and  as  much  as  37  on  the  highway.  That 
compares  with  30  city/34  highway  for 
the  $27,000  Ford  Escape  SUV  hybrid 
and  21  city/27  highway  for  the  gas  - 
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powered  $23,000  Toyota  RAV4. 

Although  Mahindra  is  unknown  to 
most  American  consumers,  the  com- 
pany has  made  cars  in  India  for  more 
than  50  years.  The  $4.5  billion  compa: 
also  has  financial  services,  informa-  1 
tion  technology,  telecommunications* 
and  agricultural  equipment  businesses 
Over  the  past  decade,  it  has  sold  more; 
than  50,000  tractors  in  the  U.S. 

Well  aware  of  the  image  problems 
confronting  an  Indian  pickup,  Mahin 
has  conducted  extensive  consumer  re> 
search  in  America.  At  a  recent  meetin 
at  the  Alpharetta  (Ga.)  offices  of  Glob 
Vehicles,  the  company  that  will  dis- 
tribute the  brand  in  the  U.S.,  interviev 
with  potential  buyers  were  projected  I 
a  big  screen.  "I  don't  see  them  [Mahii 
dra]  entering  the  market  and  immedi 
ately  competing  with  more  establishe 
brands,"  said  one  thirtysomething  mi 
"Can  it  really  be  made  well  if  it  comes 
from  India?"  asked  another. 

Given  these  attitudes,  the  compan; 
has  made  a  key  strategic  decision:  It  i 
not  going  to  waste  energy  trying  to  p« 
suade  the  unpersuadables.  Instead,  lv 
hindra  is  going  to  target  the  three  gro 
it  believes  will  be  the  most  receptive  1 
its  vehicles— consumers  who  identif)  f* 
themselves  as  "green,"  people  who  hi 
bought  Mahindra  tractors,  and  the  cli  j  * 
to  3  million  Indian  expatriate  house- 
holds in  the  U.S.  The  plan  is  to  genen 
buzz  with  these  buyers,  then  hope  th 
word  spreads  to  the  mainstream. 

Rather  than  unrolling  a  big  image- 
building  marketing  campaign,  which 
would  be  drowned  out  by  the  thunde 
of  other  truck  promotions,  Mahindra 
plans  to  start  small.  It  will  spend  onh 
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Hit  $20  million  on  marketing  in  2009, 
s  than  10%  of  what  Toyota  spent  to 
nch  the  Tundra  pickup.  Almost  none 
:his  money  is  expected  to  be  devoted 
elevision  or  glossy  print  ads.  Instead, 
/ill  purchase  carefully  selected 
rch  terms  and  banner  ads  on  Web 
;s  popular  with  its  target  consumers, 
sse  links  will  steer  potential  buyers  to 
ailed  information  about  Mahindra's 
cks.  The  green  consumers  whom 
company  is  courting  relentlessly 
earch  the  products  they  buy,  then 
luently  promote  them  to  friends. 
Mahindra  has  set  modest  sales  targets 
its  American  operation.  In  the 
ond  six  months  of  2009,  it  plans  to 
just  18,000  vehicles,  followed  by 
000  in  2010.  Mahindra  will  ship  its 
V  whole  from  India,  but  the  pickup 
affcks  will  be  transported  in  pieces. 

y  will  be  assembled  at  one  of  three 
lint  sites  Global  is  scouting  in  the 
sfitheast.  Worried  that  any  quality 
blems  could  quickly  stigmatize  the 
hindra  brand,  Global  Vehicles  CEO 
n  A.  Perez  is  working  hard  with  Ma- 
dra  to  keep  the  number  of  defects  to 
rAinimum.  "We  don't  want  to  be  Kia  or 
it  pndai  and  have  to  apologize  after  we 
ilftich,"  says  Perez. 

o  far,  Perez  has  attracted  263  dealers 
ietlistribute  Mahindra  trucks.  One  of 
d  m  is  Steven  Taylor,  a  Cadillac  dealer 
s  invested  more  than  $1  million  in  a 
hindra  franchise  in  Toledo  despite  all 
hlhe  obvious  risks.  "Trucks  and  an  SUV 
is  t  get  over  30  mpg  is  a  market  niche 
ie|t  will  get  noticed,"  Taylor  says.  1 BW 1 
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well-known  name  at  home  plans 
extend  its  brand 
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ihmdra  &  Mahindra  is  63  years 
i  and  entered  the  car  business  in 
149  by  building  Willys  Jeeps  in 
dia.  Today  it's  the  leading  maker 
SUVs  in  the  country.  The 
vately  held  company  is  still 
ntrolled  by  the  Mahindra  family. 
an  interview  with  Business 
iia,  Vice-Chairman  Anand  G. 
ihindra  said  of  his  global  truck 

UV  strategy:  "We  want  to  be 

:xt  Land  Rover." 


jsuitjaa  HARVARD 

BUSINESS 
SCHOOL 

EXECUTIVE    EDUCATION 


YEARS 

1908-2008 


It's  your  time.  Invest  it  wisely.  For  over  60  years,  senior 
executives  from  the  world's  leading  companies  have  made 
time  for  the  rewarding  rigors  of  the  Advanced  Management 
Program  at  Harvard  Business  School. 

Participants  are  afforded  the  rarest  of  commodities:  time 
to  reflect  and  tailor  specific  strategies  for  execution  within 
their  own  organizations.  Our  unique  learning  model  com- 
bines a  global  curriculum,  our  renowned  faculty,  and  an 
accomplished  group  of  peers  from  around  the  world. 

You  will  return  with  new  skills  and  a  fresh  perspective, 
empowered  to  deliver  solutions  for  your  companies. 

Visit  www.exed.hbs.edu/pgm/ampbw/ to  learn  more. 

ADVANCED  MANAGEMENT  PROGRAM 

MARCH  2008 


NOVEMBER  5,  2007  I  BUSINESSWEEK 


WHAT'S  NE 


064 


STRATEGIES 


Give  the  Chauffeur 
The  Day  Off 

Rolls  Royce  readies  a  smaller,  but  still  very  upscale, 
model  for  buyers  who  want  to  drive  themselves 


By  Gail  Edmondson 

Rolls  Royce  is  about  nothing  if  not  ex- 
travagance. Its  Phantom  sedan,  after  all, 
is  19  feet  long,  sells  for  more  than  most 
houses,  and  includes  a  420 -watt  sound 
system  with  15  speakers,  plush  sheep- 
skin carpets,  and  a  12-cylinder  engine. 
So  what  to  make  of  a  downsized  model 
that  the  company  plans  to  introduce  in 
2009 -a  Rolls  that  you  might,  say,  take 
to  the  bakery  to  pick  up  some  bread  for 
cucumber  sandwiches?  "This  is  your 
everyday  Rolls,"  says  Chris  Bangle,  de- 
sign chief  at  German  automaker  BMW, 
which  bought  the  Rolls  name  in  1998. 
Everyday,  maybe,  but  it's  no  Toyota 
Corolla.  While  the  new  model,  yet  to  be 
named,  will  be  smaller  and  cheaper  than 
the  $340,000  Phantom,  it'll  still  set  you 
back  at  least  $260,000.  The  aim  is  to 
build  a  car  that  its  owner— not  a  chauf- 
feur—can drive,  while  still  outclassing 
everything  it  passes  (except,  of  course, 
the  Phantom).  The  problem  is  doing  it 


without  denting  Rolls'  image  of  wealth, 
status,  and  power.  "We're  not  going 
downmarket,"  says  Rolls  Royce  Chief 
Executive  Ian  Robertson. 


A  BIGGER  POOL 

Building  cars  that  are  a  bit  cheaper, 
though,  is  vital  to  making  Rolls  pay  off 
for  BMW.  The  company  won't  say  how 
much  it  has  put  into  the  luxury  name- 
plate,  but  outsiders  estimate  it  may  have 
spent  $1.5  billion  on  design,  develop- 
ment ,  and  a  new  cedar  -  and  -  glass  -  clad 
factory  in  horse  country  on  England's 
south  coast,  where  550  workers— some 
sporting  neckties— hand-fit  parts  into 
the  cars.  Analysts  say  Rolls'  operating 
margin  is  below 
BMW  Group's  7% 
average,  but  that 
Rolls  could  sell 
2,500  to  3,000 
smaller  cars  a  year, 
boosting  mar- 


gins well  above  10%  through  parts  anc ! 
technology  sharing.  "The  baby  Rolls  i; 
smart  move,"  says  John  A.  Casesa,  ma: 
aging  partner  at  New  York  auto  consu 
fancy  Casesa  Shapiro  Group.  "With  ju 
a  few  models  costing  $350,000  and  ut 
you  don't  have  a  business." 

The  smaller  car  should  help  Rolls 
extend  its  dominance  of  the  upper 
echelon  of  the  superluxury  segment. 
The  company  expects  sales  of  more 
than  900  Phantoms  this  year.  Volksw 
gen,  by  contrast,  will  likely  make  som 
750  Bentley  Arnages,  and  Mercedes 
will  move  only  about  300  Maybachs, 
J .D.  Power  &  Associates  estimates. 
But  there's  still  plenty  of  room  to  buil 
hyper -expensive  cars  that  aren't  quit 
as  stratospheric  as  the  Phantom.  Bent 
ley,  for  instance,  is  likely  to  sell  about 
10,000  smaller  cars  such  as  its  $170, c 
Continental  GT  sports  coupe. 

There  is  a  precedent  for  a  less  regal 
Rolls :  One  of  the  biggest  hits  in  the  p£ 
was  the  Silver  Shadow,  sold  from  196 
1980  for  as  little  as  one-fourth  the  pr 
of  the  Phantom.  Under  BMW,  Rolls  hi 
already  broadened  its  offerings.  This 
year  it  began  selling 
$407,000  convert! 
called  the  Dropheai 
Coupe,  which  uses 
many  parts  from  th' 
Phantom,  and  a  hai 
top  coupe  is  on  its  way. 

The  timing  of  the  new  baby  Rolls 
seems  right.  A  steady  rise  in  the  ranks 
the  superwealthy,  especially  in  emerg 
markets,  expands  the  pool  of  potentia 
customers.  These  people  often  want 
pop-out  wine  coolers,  headrests  em- 
broidered with  family  members'  initi. 
or  a  dashboard  made  from  a  special  tr 
the  buyer  chose -bringing  the  typical 
Phantom  tab  close  to  $500,000,  and 
sometimes  as  high  as  $2  million.  Just 
sort  of  folks  who  might  figure  a  smalli  j^ 
Rolls  is  de  rigueur  when  they  don't  ws 
to  get  the  Phantom  out  of  the  garage. 
"Most  of  our  buyers,"  says  Robertson 
"have  a  car  for  each  occasion."  1 BW 1 


A  rise  in  the  ranks  of  the  superwealthy, 
especially  in  emerging  markets,  means  mor 
potential  customers  for  Rolls 


Drive,  he  said: 
Sammy  Davis  Jr. 
and  one  of  his 
Rolls  Royces, 
Liverpool,  1963 
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"Look  at  me. 

I'm  in  a  dangerous  rodeo 

barrel  checking  inventory. 

Hi  Ho  Silver!"  " 
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EMERGING  MARKETS 


Brazil  Heads  for 
Investment  Grade 

After  decades  of  crushing  debt  and  dashed  hopes, 
it  may  have  turned  a  corner 


By  Joshua  Schneyer 

It's  an  event  that  once  seemed  as  likely 
as  a  snowstorm  in  Rio  de  Janeiro.  With 
a  booming  economy,  Brazil  is  just  one 
step  away  from  getting  an  investment  - 
grade  rating  on  its  debt,  potentially 
attracting  billions  from  investors. 

Despite  vast  land  and  natural  resour- 
ces and  a  young  population  of  190  mil- 
lion, Brazil  has  been  an  economic  basket 
case,  suffering  from  hyperinflation,  a 
huge  debt  load,  and  political  cronyism. 
Before  President  Luiz  Inacio  Lula  da 
Silva  took  office  in  2003,  ratings  agencies 
cut  the  grade  on  Brazil's  debt,  fearing 
the  new  government  would  succumb  to 
spending  sprees  and  put  the  country  on 
the  verge  of  defaulting  once  again. 

Now  Brazil  is  living  up  to  its  poten- 
tial. Although  government  spending 
and  taxation  remain  high,  Brazil  has 
paid  back  its  loans  to  the  International 
Monetary  Fund  and  the  goverment's 
foreign  reserves  now  exceed  its  foreign 


debt.  It  is  also  the  lucky  beneficiary 
of  the  worldwide  commodity  boom  in 
goods  such  as  iron  ore,  sugar,  ethanol, 
and  soybeans.  With  the  economy  grow- 
ing at  a  5.4%  clip  in  the  second  quarter, 
Brazil  may  be  just  months  from  getting 
a  coveted  investment  grade.  It's  the  last 
of  the  "BRIC"  countries,  a  group  that 


BRIG  BUILDING 

After  years  of  weak  growth,  Brazil's 
economy  is  back 


TRILLIONS  OF  REAIS 


BRAZILIAN  GDP 


^ 
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Data:  International  Monetary  Fund 


Sellers  in  Sao 
Paulo:  U.S.  firms 
have  added  to  a 
hiring  frenzy  in 
financial  services 
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also  includes  Russi 
India,  and  China, 
still  in  junk  territo: 
"There's  a  new  Bra 
says  Shelly  Shetty, 
a  senior  director  at  Fitch  Ratings.  "It 
a  combination  of  good  fortune  and 
management." 

That  rating  could  open  the  floodgal 
for  investors,  particularly  big  endow- 
ments, pension  funds,  and  insurance 
companies  that  are  restricted  from 
buying  junk  debt.  After  Russia,  Mexic 
South  Africa,  and  Chile  made  the  grac 
money  from  foreign  investors  soared 
by  79%  to  354%  in  the  following  two 
years.  Sobeet,  a  Brazilian  research  firr 
estimates  the  country  could  get  at  lea 
an  extra  $21  billion  annually  from  fore 
investors  if  it  gets  an  investment-gracJm 
rating,  boosting  the  stock  market  and  to: 
the  currency  even  further.  "The  big 
pension  funds  and  endowments  have  \\ 
been  sniffing  around,"  says  Ken  Wahw  J  tell 
co-founder  of  Vision  Brazil  Investme  pe 
"It's  best  to  get  in  early." 

Perhaps  more  important,  the  highetijran: 
debt  rating  would  lower  the  country's 
borrowing  costs,  which  would  likely 
spark  the  economy  even  more.  It  is  al:! ico 
critical  for  dealing  with  pothole -riddl:  iwei 
highways,  strained  electric  grids,  and!  obb 
crowded  ports.  The  government  want  tsh 
raise  $280  billion  from  public  and  prfrt  icnj 
sources  by  2010  to  improve  infrastruc 
ture.  If  it  doesn't  get  enough  interest, 
Brazil's  growth  could  be  crimped.  "  W  uc 
need  to  make  sure  we  have  the  condit 
for  a  period  of  sustained  growth,"  say  iii< 
Arminio  Fraga,  Brazil's  former  centra  1 K 
banker  and  founder  of  management  f  lepl 
Gavea  Investimentos.  "The  clock  is  ti  jetb. 
ing  on  reforms  that  are  badly  needed.1 

Wall  Street,  though,  certainly  seei  lost 
committed.  Goldman  Sachs  opened 
new  oilices  in  Sao  Paulo  in  March,  a 
move  that,  along  with  the  dozen  or  s  ifom 
other  U.S.  firms  expanding  their  ope 
tions,  has  contributed  to  a  hiring  boc ' 
in  Brazil's  financial-services  industr 
"Some  people  said  Brazil  shouldn't 
have  been  included  [with  other  BRIC 
countries],"  says  Goldman's  chief  gl(  line 
economist  Jim  O'Neill,  who  coined  t  lesi; 
term  BRICs  in  2003  and  predicted  th 
would  be  the  world's  largest  econom  )e$; 
by  2050.  "I'd  say  it's  now  looking  liki  eve: 
the  most  interesting  of  the  four."  1  bw  icti 
-U 
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Saving  Energy 
)y  Fighting  Friction 


HENCE 


ere's  the  rub:  Resistance  alone  may  burn  as  much  as 
le-  third  of  the  world's  power 


in  l  Stephen  Baker 

ea  nve  you  ever  tried  drinking  a  milk- 
m  ake  through  a  skinny  straw?  It  can 
rai  live  your  cheeks  burning  for  a  piddling 
yoff .  Replace  it  with  a  fatter  straw, 
d  the  cheeks  barely  have  to  work  at 
.  Why  such  a  difference?  Friction. 
inlie  liquid  rubs  the  straw.  And  that 
mime  force  slows  the  traffic  in  all  kinds 

pipes  throughout  our  economy, 
jiejrange  as  it  may  sound,  the  energy 
iplications  of  skinny  pipes  are  huge: 
ore  than  one  -  quarter  of  the  electric  - 
consumed  by  American  industry 
>wers  pumps  and  fans  that  push  along 
ubborn  gases  and  liquids.  So  the  need 
A  shorter,  squatter  tubing  has  never 
irii  sen  greater. 
Fat  pipes  are  part  of  a  barely  recog- 
zed  industry  that  may  soon  become 
ffljuch  more  prominent:  friction  fighting. 

litimates  indicate  that  overcoming 
ijtsistance  accounts  for  as  much  as 
n  le  -  third  of  the  energy  we  consume  on 
i  ie  planet.  Now,  with  oil  topping  $80 
;ti  ?r  barrel,  the  cost  of  each  rub,  chafe,  or 

ast  of  headwind  is  soaring.  But  such 
4>sts  also  bring  opportunities  for  those 
ith  high-tech  fixes. 
The  fight  against  friction  is  moving 
s  iom  garages  and  fix-it  shops  right  into 
pi  trategy  sessions  in  the  corner  office. 
kk  re  driving  innovation  across  the  global 
ti  "onomy.  New  nanotechnologies,  for 

cample,  combat  the  rubbing  and  cling - 
f  ig  of  objects  in  motion  with  ingenious 
ty  lin  coatings  and  ball  bearings  barely 
it  ie  size  of  molecules.  Chemical  giants 
t)  ach  as  DuPont  and  BASF,  leaders  in 
i  je  $40  billion  lubrication  market,  are 
J  eveloping  new  polymers  and  low- 
81  fiction  plastics  for  car  engines  and 


Mercedes-Benz  engineered  its  "Bionic"  concept 
car  by  taking  inspiration  from  a  boxf ish,  top. 
Frame  2  shows  a  digital  rendering  of  the  fish's 
sleek  form,  while  the  third  is  of  a  clay  model 
in  the  intermediate  stage,  morphing  into  the 
shape  of  an  automobile. 


airplanes.  And  design  shops,  like  Rum- 
sey  Engineers  of  Oakland,  Calif.,  are 
installing— you  guessed  it— fat  pipes. 
The  company  recently  used  them  to 
double  the  efficiency  of  the  air-condi- 
tioning system  at  the  Oakland  Museum. 
"We  cut  friction  in  half,"  says  company 
President  Peter  H.  Rumsey. 

LOOKING  TO  NATURE 

Designers  in  the  battle  against  friction 
draw  lessons  from  the  streamlined  forms 
of  plants  and  animals.  One  team  at  Mer- 
cedes-Benz, for  example,  has  modeled 
a  concept  car  on  the  smooth-swimming 
form  of  aboxfish.  The  "Bionic"  car  slices 
neatly  through  strong  winds  on  the  open 
highway.  Better  aerodynamics  leads  to 
cars  that  get  70  miles  per  gallon  of  gas, 
according  to  Mercedes,  30%  more  than 
a  standard  design.  The  opportunities 
for  savings  are  even  greater  in  trucks. 
When  they're  rolling  at  highway  speeds, 
they  burn  two -thirds  of  their  fuel  just  to 
overcome  the  drag  of  wind.  Researchers 
at  Georgia  Tech  report  that  streamlining 
truck  design  could  reduce  this  drag  by 
12%,  saving  1.2  billion  gallons  of  fuel  per 
year  in  the  U.S. 

The  nanotech  players  focus  mostly 
on  new  substances.  ApNano  Materials 
makes  chemical  spheres  called  fuller- 
enes,  each  one  so  small  that  several  bil- 
lion scarcely  fill  a  single  teaspoon.  When 
blended  into  traditional  motor  oils,  these 
balls  leave  a  smooth  film  several  atoms 
thick  on  the  metal  they  touch.  Tests  by 
Israel's  technical  institute  Technion 
show  that  they  can  reduce  friction  by  as 
much  as  50%.  ApNano  founder  Men- 
achem  Genut  says  his  fullerenes  will  be 
available  as  an  additive  in  name -brand 
fuel  oil  within  a  year. 

At  DuPont's  giant  Experimental 
Station  in  Wilmington,  Del. ,  friction 
is  an  age-old  adversary.  (Teflon,  first 
developed  to  fight  this  problem  on  fry- 
ing pans,  later  turned  up  as  a  lubricant 
in  jet  engines.)  Now  the  drive  for  fuel 
efficiency  is  forging  new  markets  for 
Dupont's  most  exotic  products— in- 
cluding one  relic  from  the  Cold  War. 

In  the  late  1950s,  researchers  at 
DuPont  commercialized  a  molecule 
with  astounding  properties.  It  held  up 
even  in  furnace -like  conditions  where 
lesser  lubricants  broke  apart.  They 
called  it  Krytox.  The  only  trouble:  Since 
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it  was  produced  from  calcium  fluoride,  a 
mineral  that's  expensive  to  mine,  Krytox 
cost  too  much  to  make.  DuPont  shelved 
it.  But  in  1967,  a  buyer  finally  surfaced: 
Following  a  deadly  fire  during  a  launch  - 
pad  test,  NASA  needed  a  nonflammable 
lubricant  that  could  withstand  tremen- 
dous heat. 

Krytox  is  still  pricey.  In  some  forms  it 
can  cost  more  than  $100  a  pound.  But  its 
market  is  growing  in  double  digits,  and 
far  beyond  NASA.  Why?  Automakers 
face  a  host  of  challenges  that  demand 
better  lubrication.  First,  they're  under 
pressure  to  build  hotter  engines,  which 
are  far  more  fuel -efficient  than  cooler 
ones,  but  harder  to  lubricate.  At  the 
same  time,  today's  engines  are  lighter 
and  smaller,  which  leaves  less  room  for 
the  flow  of  cooling  air.  These  sizzling  en  - 
gines  must  do  their  work  quietly— a  key 
selling  point  for  luxury  cars — and  must 
make  good  on  the  common  100,000- 
mile  warranty.  To  meet  such  specs,  auto- 
makers are  paying  top  dollar  for  Krytox 
and  dabbing  key  components  with 
the  Space  Age  oil.  It's  as  if  the  world's 
awakening  to  the  costs  of  friction,  says 
DuPont's  Senior  Engineer  Carl  Walther. 
"The  market's  coming  to  us."  1 BW 1 


LINKS 


Fighting  friction  isn't  just  for  heavy 
industrial  companies 


Few  study  friction  with  the 
passion  of  cyclists,  who  must 
pedal  harder  to  make  up  for 
every  bit  of  energy  they  lose  to 
headwinds  or  clinking  gears. 
Friction  can  divide  winners  from  the 
pack.  Lennard  Zinn,  technical  writer 
for  VeloNews,  covers  this  science 
in  his  July  29  analysis  of  the  Tour  de 
France,  focusing  on  American  Levi 
Leipheimer.  "From  the  side,  the 
Discovery  captain  has  a  very 
smooth  aerodynamic  profile,  and 
from  the  front,  his  arms  are  in  very 
close  as  well.  But  it  is  from  the  front 

■  most  glaring  aerodynamic 
weakness  is  apparent,  namely 
knees  that  s*ick  out  far  wider  than 
his  arms  Jo."  Wind  resistance 
increr  I  ie  rider's,  speed 

squarea    c  even  a  dangling  chin 
strap  cant..   1     Fast-pedaling 
champ  into  a  i   1  jmp. 
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Why  Qualcomm 
Is  a  Teflon  Stock 


Legal  challenges  mount,  European  regulators  circle 
and  Wall  Street  still  loves  the  chipmaker 


-z 


i 


By  Cliff  Edwards 

Qualcomm  may  be  the  oddest  pariah 
in  techdom.  The  chipmaker  is  loathed 
by  many  mobile -phone  makers  that 
design  handsets  around  its  technology. 
European  regulators  are  investigating 
whether  it  charges  excessive  licensing 
fees.  Nokia  earlier  this  year  unilaterally 
slashed  its  payments  to  the  chipmaker, 
and  the  two  are  facing  off  in  15 
legal  battles.  And  Qualcomm 
was  forced  to  apologize  when 
a  U.S.  magistrate  accused  the 
San  Diego  company  and  its 
lawyers  of  "gross  misconduct 
on  a  massive  scale"  for  con- 
cealing damaging  information 
in  a  patent  infringement  case. 

The  weird  thing  is,  in- 
vestors don't  seem  to  care. 
Qualcomm's  stock,  hovering 
near  40,  has  held  up  better 
than  many  chip  stocks,  and 
most  analysts  who  cover  the 
company  say  it's  undervalued. 
The  reason  is,  nobody  else  has 
numbers  like  these:  $11  billion 
in  royalties  over  the  past  seven  years 
from  licensing  more  than  5,000  patents 
to  150  companies.  Handset  makers  such 
as  Samsung  and  LG  are  using  more  and 
more  of  its  chips  and  technology  in 
their  high-end  phones.  This  fall,  AT&T 
Mobility,  the  No.  1  U.S.  wireless  carrier, 
will  join  Verizon  Wireless  in  giving  cus- 
tomers the  ability  to  watch  live  TV  using 
Qualcomm's  MediaFLO  technology.  And 
operators  around  the  world  are  turning 
to  Qualcomm  for  help  when  they  offer 
customers  games  and  location-based 
services,  such  as  figuring  out  the  quick- 
est accident-free  route  to  the  airport. 


"We're  winning  in 
the  marketplace," 
says  CEO 
Paul  Jacobs 


All  told,  analysts  are  predicting  a  33% 
increase  in  earnings  when  the  compan; 
reports  on  its  full  fiscal  year  on  Nov.  8. 
"Why  are  people  coming  after  us  in  the 
courts?  Because  we're  winning  in  the 
marketplace,"  CEO  Paul  Jacobs  says. 
So  what  to  make  of  the  European 
Commission  investigation,  which 
was  announced  earlier  this  month?  A 
hostile  host  of  companies, 
including  Ericsson,  Nokia, 
Broadcom,  Texas  Instru- 
ments, NEC,  and  PanasomY 
Mobile  Communications, 
has  complained  about 
Qualcomm's  royalty  fees  fo 
mobile-phone  chips  used 
on  fast  data  networks.  If  the 
EC  heeds  their  cries,  it  coul 
impose  fines  of  as  much  as 
10%  of  annual  revenue.  In  a 
worst -case  scenario,  it  coul 
break  apart  Qualcomm's 
chipmaking  and  licensing 
businesses. 

But  even  on  a  fast  track, 
the  EC's  investigation  is 
likely  to  take  more  than  a  year,  by  whic'. 
time  Qualcomm's  chips  will  be  in 
billions  more  mobile  devices.  Mean- 
while, Qualcomm  is  pouring  money  ini 
research  and  development  and  buying 
companies  that  have  core  patents  in 
WiMAX  and  other  technologies  that 
could  take  center  stage  over  the  next 
five  years.  Since  phones  using  WiMAX 
still  must  work  on  voice  networks, 
Qualcomm's  revenues  actually  could 
increase  over  the  long  term,  even  if 
courts  rein  in  fees  it  charges  on  some 
of  its  patents,  ibwi 
-  With  Jennifer  L.  Schenker 
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/ORKING  LIFE 


;DITED  BY  MICHELLE  CONLIN 


iCO-COMMUTING 


.eave  the  Driving 
o  Microsoft 


it 


a 


it  Microsoft  headquarters 
n  Redmond,  Wash.,  more 
han  35%  of  employees 
lave  given  up  the  dreaded 
;top-and-go  commutes  in 
:arbon  -  spewing  single  -  oc  - 
nrpancy  vehicles.  Instead, 
vith  cash  and  subsidies 
rom  the  company,  they 
h|)ike,  carpool,  hop  on  public  transit,  or  avail  themselves  of  Microsoft's  new  fleet  of  Wi-Fi - 
uiabled  luxury  coaches.  Other  companies  are  on  an  eco-transport  drive,  too.  Qualcomm 
jrovides  hybrid  and  electric  car  charging  stations.  And  riders  on  Google's  shuttle  buses 
;an  bring  their  bikes  and  dogs.  But  arguably  no  company  is  pushing  harder  than  Micro  - 
>oft.  By  2015,  it  expects  40%  of  its  workforce  to  use  greener  modes  of  transport. 


Microsoft's  Wi-Fi- 
enabled  coach 


ADSENSE 


:: 


Google  Helps  Make 
Passions  Pay 

Google's  AdSense— which  uses  an  algo- 
rithm to  pop  relevant  ads  next  to  online 
content— is  creating  a  new  career:  the 
AdSensarian.  Everyday  Webmasters  are 
using  AdSense  to  turn  online  passions 
into  revenue  streams.  Retiree  Gail  Bjork, 
a  digital  photography  aficionado,  was 
being  hounded  for  her  advice.  So  she 
started  putting  up  all  her  easy -to -under- 
stand tips  on  Digicamhelp.com.  Thanks 
to  AdSense  ad  placements  from  the  likes 
of  Amazon.com,  her  site  now  pulls  in  more  than  the  average  Social  Security  check  (about 
$1,000)  monthly.  Google  pays  site  owners  like  Bjork  a  little  something  per  ad  click.  "Ad- 
Sense levels  the  playing  field  for  small  Web  sites  and  allows  them  to  make  money  like  a  big 
corporation,"  says  Bjork.  Another  AdSensarian  is  Danielle  Friedland.  After  watching  the 
Golden  Globe  awards  in  January,  Friedland  realized  she  knew  too  much  about  pregnant 
celebrities  to  keep  it  to  herself.  Today  her  celebrity-babies.com  gets  ads  from  the  likes  of 
McDonald's  and  Eastman  Kodak.  Friedland  now  has  a  staff  and  appears  regularly  on  TV. 


Angelina  and 
kids:  Celebrity- 
babies.com  gets 
ads  from  the  likes 
of  McDonald's 


FLEXIBLE  SCHEDULES 

White-Collar  Work 
Goes  Seasonal 

Want  to  spend  the  summer 
at  the  cabin  with  the  kids, 
sans  BlackBerry?  Aside  from 
tax-time -addled  accountants, 
seasonal  work  has  usually  been 
a  blue  -  collar,  laborers  -  in  - 
the -trenches  affair.  Now,  in  a 
bid  to  nab  and  hang  on  to  the 
best  and  the  brightest,  some 
companies  are  letting  white- 
collar  workers  redesign  careers 
so  they  can  take  longer  chunks 
of  time  off.  At  Ernst  &  Young,  a 
movement  is  afoot  to  promote 
seasonal  schedules.  Megan 
Hobson,  a  leader  in  the  firm's 
mergers -and -acquisitions  due 
diligence  unit,  spends  all  of 
July  with  her  husband  and  two 
girls,  8  and  5,  on  Cape  Cod  at 
full  pay,  using  vacation  time. 
She  does  check  e  -  mail  in  the 
mornings  or  evenings,  but 
"I'm  basically  in  a  bathing  suit, 
shorts ,  a  T-  shirt ,  and  flip  -  flops 
the  entire  month,"  she  says. 
More  than  10%  of  E&Y's  staff 
is  on  an  alternative  schedule. 

At  Accenture,  a  program 
called  Future  Leave  allows 
workers  to  take  up  to  three 
months  off  without  jeopar- 
dizing their  jobs.  The  leave 
is  unpaid,  but  the  firm  picks 
up  the  tab  for  health  care  and 
other  insurance.  Sabbaticals, 
bundling  vacation  time,  and 
taking  80%  paychecks  in 
exchange  for  summers  off,  are 
also  on  the  rise. 


PROJECTED  RAISES  FOR 
WORKERS  IN  2008 


5%  3%  4.5%  3.6% 
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These  Tough  Lending 
Laws  Could  Travel 

North  Carolina's  progressive  protection  laws 
for  borrowers  may  become  a  nationwide  model 


By  Nanette  Byrnes 

North  Carolina  has  not  had  the  same 
subprime  grief  as  Nevada  or  Colorado. 
Nor  is  it  known  for  the  high-octane  ac- 
tivism of  California  or  New  York.  Yet  as 
Washington  lawmakers  hash  out  how  to 
deal  with  millions  of  potential  foreclo- 
sures, North  Carolina's  predatory-lend- 
ing laws  are  shaping  the  debate. 

The  Tarheel  State's  progressive 
stance  dates  back  long  before  subprime 
became  a  dirty  word.  North  Carolina 
passed  its  first  comprehensive  predato- 
ry lending  law  in  1999  and  has  revisited 
the  issue  several  times  since.  In  August, 
Governor  Mike  Easley  signed  the  tough- 
est law  yet.  The  North  Carolina  Home 
Loan  Protection  Act  bans  penalties  for 
borrowers  who  pay  off  their  mortgages 
early,  mandates  that  lenders  verify 
income,  and  is  expected  to  limit  the  fees 
brokers  collect  for  arranging  certain 
high-rate  mortgages.  Only  a  handful  of 
states,  including  Ohio  and  Maine,  have 
enacted  similar  restrictions  this  year. 
And  North  Carolina's  latest  regulation 
is  a  model  for  proposals  now  making 
their  way  through  Congress,  including 


a  bill  sponsored  by  Presidential  hopeful 
Senator  Christopher  Dodd  (D-Conn.). 
"North  Carolina  was  at  the  vanguard," 
says  housing  expert  Kathleen  C.  Engel, 
a  professor  at  Cleveland-Marshall 
College  of  Law  in  Ohio,  who  notes  that 
more  than  half  of  states  now  have  some 
version  of  North  Carolina's  original  law 
on  their  books. 

Critics  of  that  1999  law  argued  it 
would  crimp  North  Carolina's  hous- 
ing market.  But  academic  studies  have 
found  no  such  impact.  In  fact,  the  state 
thrived  during  the  boom  and  has  fared 
better  than  most  during  the  downturn. 
Foreclosure  filings  rose  39%  in  this 
year's  first  half,  far  less  than  the  56% 
jump  nationwide,  according  to  research 
firm  RealtyTrac.  In  the  second  quarter, 
median  home  prices  were  up  8%  in 
Charlotte,  the  state's  largest  city,  and 
Raleigh,  the  capital,  vs.  a  1.5%  average 
drop  for  the  U.S.  "The  bottom  line  is 
that  [the  regulations  are]  working,"  says 
North  Carolina  Attorney  General  Roy 
Cooper,  who  sponsored  the  1999  law 
as  a  state  senator.  "North  Carolina  has 
strong  banks  that  are  tough  but  fair,  and 


there's  plenty  of  available  credit." 

In  many  ways,  North  Carolina 
has  been  the  perfect  home  for  these 
reforms.  With  a  populist  tradition,  the 
state  has  some  of  the  strongest  un- 
fair-trade practice  laws  in  the  country ■<  i 
notes  Margot  Saunders,  counsel  to  the^  » 
National  Consumer  Law  Center.  Still, 
took  an  unlikely  coalition  of  consumer 
advocates,  bankers,  and  politicians  to  1 
bring  the  issue  to  the  forefront. 

Martin  Eakes  was  one  member  of  th   ■ 
group.  A  Yale-educated  lawyer,  Eakes 
grew  up  in  Greensboro,  N.C.  There  he 
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saw  firsthand  the 
financial  discrimi- 
nation against  poor 
black  families,  who 
lacked  easy  access  to 
capital  to  start  a  busi- 
ness or  buy  a  home. 
So  in  1980  he  and  his 
wife,  Bonnie  Wright, 
founded  the  Self- Help 
Credit  Union  to  reach 
out  to  borrowers  of 
modest  means  and 
blemished  credit. 

In  the  late  1990s, 
homeowners  sought 
out  Eakes  for  help 
renegotiating  mort- 
gages with  onerous 
terms  like  prepay- 
ment penalties  and 
high  origination  fees. 
Infuriated  by  such 
practices,  he  teamed 
up  with  Easley,  then 
the  Attorney  General, 
to  educate  the  indus  - 
try  on  the  toxic  loans 
afflicting  poor  neigh- 
borhoods. That  got 
the  attention  of  big 
bankers,  who  had  long 
fought  against  lending 
legislation.  Lenders 
it  weren't  writing  such  loans  feared 
3  whole  industry  could  get  a  black 
e.  "[Eakes]  painted  a  picture  that  was, 
,e,  convincing,  and  two,  pretty  bleak," 
nembers  Paul  H.  Stock,  an  executive 
:e-president  of  the  North  Caro- 
i  1  a  Bankers  Assn. ,  a  group  that  spent 
mths  hammering  out  the  details  of 
2  proposed  law  and  lobbying  for  it  in 


Roy  Cooper 
.hed  a  1999 

that  more 
n  half  the 
tes  copied 


the  state  legislature.  "My  counterparts 
around  the  country  weren't  exactly 
complimentary.  But  the  longer  you  drag 
it  out,  the  worse  it  gets— and  that  could 
bring  legislation  that  goes  too  far." 

So  far  the  national  proposals  haven't 
gotten  such  widespread  support.  The 
Mortgage  Bankers  Assn.  has  been  a  par- 
ticularly strong  opponent.  The  industry 
trade  group  argues  that  the  underwrit- 
ing standards  in  certain  proposals  will 
prevent  needy  borrowers  from  qualify- 
ing for  a  mortgage.  "The  government 
is  deciding  some  people  shouldn't  get 
mortgages,"  says  Kurt  Pfotenhauer,  the 
MBA's  senior  vice-president  for  govern- 
ment affairs  and  public  policy. 

The  opposition  hasn't  stopped  Eakes, 
who  in  2002  started  the  Center  for 
Responsible  Lending,  a  lobbying  and 


advocacy  group  now  at  the  center  of  the 
national  push  for  lending  and  bank- 
ruptcy reforms.  He  and  others  in  the 
North  Carolina  consortium  are  pressur- 
ing folks  inside  Washington's  Beltway 
to  follow  the  state's  lead.  Already,  the 
Federal  Reserve  has  embraced  one  of  the 
state's  requirements  that  lenders,  when 
underwriting  a  loan,  look  at  a  borrower's 
ability  to  repay  it  after  the  low  teaser 
rates  adjust  upward— rather  than  bas- 
ing it  on  introductory  rates.  Plenty  of 
the  bills  working  their  way  through 
Congress  replicate  North  Carolina's 
law.  This  early  in  the  process,  though, 
it's  not  clear  which  one— if  any— will 
have  the  momentum  to  pass.  "Subprime 
mortgages  can  be  productive  and  fruit- 
ful," says  Eakes.  "We  just  have  to  put 
boundaries  in  place."  i  bw  i 
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Borrowers  and  lenders  are  scrambling  to  fend  off  foreclosures 

Bankruptcy  Blues 

such  changes  would  save 

More  troubled  borrowers  are 

600,000  homes  from  foreclosure, 

declaring  bankruptcy.  Consumer 

but  the  Mortgage  Bankers  Assn. 

filings  were  up  44.8%  during  the 

contends  they  would  further 

first  nine  months  of  the  year, 

cripple  the  credit  market. 

according  to  the  American 

Bankruptcy  Institute.  In  an  effort  to 

A  Preemptive  Move? 

keep  their  homes,  The  Wall  Street 

Countrywide  Financial,  the  nation's 

Journal  reported  on  Oct.  23, 

largest  mortgage  lender,  said  on 

owners  are  increasingly  filing            Jf^~          0ct  23  that  [t  plans  t0  refinance  or 

under  Chapter  1 3,  which  gives 

f^          modify  up  to  $1 6  billion  worth 

them  more  flexibility  to  stave  off 

of  loans  as  part  of  a  commitment 

foreclosure  if  they  can  work  out  a 

to  keeping  borrowers  in  their 

payment  plan  with  their  lenders. 

homes.  But  as  BusinessWeek. 

The  rise  comes  at  a  time  when  U.S. 

com  wrote  that  day,  that's  not  a 

lawmakers  are  debating  whether  to 

new  initiative.  One  analyst  sees 

tweak  the  existing  bankruptcy  rules 

the  voluntary  program  as  a 

to  give  judges  more  leeway  to 

"preemptive  move  ahead  of  a  call 

renegotiate  loans.  The  Center  for 

by  regulators"  for  lenders  to 

Responsible  Lending  argues  that 

modify  mortgages. 
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The  Reeves, 
at  home  in 
Cincinnati,  got 
their  taxes  cut 
18%  on  appeal 


!0W  TO  REDUCE  YOUR 
ROPERTY  TAXES 


By  Anne  Tergesen 


he  housing  market  may  have  softened,  but  many  homeowners  are  discovering  one  place  where 
leir  property  values  remain  at  peak  levels:  on  local  property-tax  rolls.  "They  were  valuing  our  home 
)r  way  more  than  it's  worth,"  says  Cara  Reeves,  who  recently  saw  the  assessment  on  her  three - 
edroom  home  in  Cincinnati  jump  from  $251,000  to  $334,400,  pushing  her  latest  property-tax  bill 
p  82%.  I  Because  many  local  governments  assign  values  to  properties  in  their  jurisdictions  only  once 
very  three  or  more  years,  many  homes  still  carry  assessments  from  the  market's  peak,  in  2005  and 
006.  Some  of  these  valuations  are  only  now  being  reflected  in  taxpayers'  bills.  As  a  result,  the  Na- 
onal  Taxpayers  Union,  a  nonprofit  advocacy  group  in  Alexandria,  Va.,  expects  local  property-tax 
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The  Reeves 
won  in  part  by 
pointing  out 
that  rainwater 
from  the 
neighborhood 
collects  in  their 
backyard 


bills  to  increase  at  least  5%  this  year,  on  top  of 
7%  to  8%  average  annual  gains  since  2001. 

In  response,  homeowners  in  many  parts 
of  the  country— the  Reeves  included— have 
filed  a  record  number  of  property-tax  appeals 
this  year.  You  can  lodge  an  appeal  at  any  time, 
though  if  you  want  to  affect  your  tax  bill  for 
the  current  fiscal  year,  you  may  have  to  file  by 
a  specific  deadline. 

If  successful,  your  petition  will  result  in  a 
lower  assessment.  That  doesn't  always  translate 
into  tax  savings,  though:  A  municipality  intent 
on  raising  revenue  can  always  hike  the  tax  rate 
for  all  taxpayers,  which  would  reduce  or  offset 
any  savings  you're  able  to  realize  through  an  ap- 
peal. Still,  most  people  who  successfully  appeal 
see  savings.  In  July  the  Reeves  won  a  $60, OOO 
reduction  in  their  assessment,  resulting  in  an 
18%  drop  in  their  property-tax  bill. 

To  mount  a  convincing  case,  you  can  start 
with  the  fact  that  your  home's  assessment  no 
longer  reflects  its  market  value.  After  all,  since 
months  or  years  can  elapse  between  assess- 
ments, discrepancies  will  show  up,  and  no  one 
but  you  is  in  a  hurry  to  correct  them.  But  your 
chances  of  a  successful  appeal  increase  if  you  can 
argue  that  your  assessment  is  unfair— and  have 
good  documentation  to  make  the  case. 

DO  IT  YOURSELF 

Experts  advise  taking  one  of  three  approaches. 
The  simplest  is  to  find  evidence  that  the  local 
tax  assessor  made  a  mistake  when  evaluating 


A  mini-industry  of  pros  is  available  to  help 
you  prepare  appeals.  But  boards  are  more 
sympathetic  to  homeowners  who  represent 
themselves.  Plus,  all  savings,  if  any,  are  yours 


2% 

Homeowners 
who  challenge 
their  assessments* 

"Estimated 

33% 

Challengers 
who  win  their 
appeals* 

Data:  National  Taxpayers  Union 

your  property.  Since  many  communities  rely 
on  drive-by  inspections,  this  isn't  a  far-fetchec 
argument.  Perhaps  the  assessor  assumed  your 
home  had  more  bedrooms,  bathrooms,  or 
improvements,  such  as  a  finished  basement  or 
attic,  than  it  actually  does.  A  second  way  to  get 
your  assessment  trimmed  is  to  marshal  prop- 
erty-tax records  to  prove  that  homes  similar  to 
yours  carry  lower  valuations.  You  may  also  hav 
grounds  for  an  appeal  if  you  can  show  that  the 
type  of  real  estate  you  own— a  condo  or  luxury 
home ,  for  example — has  failed  to  keep  pace  wit  1 
the  local  market. 

Help  is  available.  A  mini -industry  of  con- 
sultants, attorneys,  and  real  estate  agents  has 
emerged  to  assist  homeowners  in  preparing 
appeals.  But  there  are  good  reasons  to  do  it  you 
self.  For  one  thing,  a  professional  may  pocket  a 
big  chunk  of  your  tax  savings — some  charge  up 
to  50%  of  the  first  year's  reduction.  More  impoi 
tant,  some  appeals  boards  are  more  sympatheti 
to  homeowners  who  represent  themselves,  say: 
James  Lumley,  author  of  Challeng. 
Your  Taxes:  Homeowner's  Guide  h 
Reducing  Property  Taxes  ($21.50; 
John  Wiley  &  Sons).  Hiring  a  third 
party  "can  up  the  ante  and  raise  tr 
hackles  of  local  officials,"  he  says. 

Your  first  stop  should  be  your 
local  assessor's  office  or  Web  site. 
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ere  you'll  find  the  forms  you  need  to  appeal, 
u'll  also  find  assessments  and  descriptions  of 
;ry  property  in  town.  Scrutinize  your  proper  - 
I  s  records  for  errors  that  may  have  artificially 
I  lated  the  assessment.  Cheryl  Krueger,  a 
Inaumburg  (111.)  financial  planner,  discovered 
lit  her  quarter -acre  lot  was  listed  in  the  official 
J'.ords  as  0.82  acres.  "When  I  looked  at  what 
tiers  in  our  neighborhood  were  paying  in  taxes, 
Ivas  clear  that  ours  was  way  out  of  line,"  she 
I  rs.  In  June  she  won  a  reduction  in  her  assess- 
I  :nt  that  knocked  20%  off  her  tax  bill. 
i[fs  a  good  idea  to  compare  your  assessment 
I  th  those  of  similar  properties.  If  you  can  find 
I  least  five  that  carry  lower  valuations,  it  will 
hance  your  odds  of  success.  Obviously,  the 
)re  these  properties  resemble  yours  in  size, 
:ation,  upgrades,  and  the  number  of  bedrooms 
d  bathrooms,  the  better.  When  John  Gay,  a 
i.ancial  planner  from  Frisco,  Tex. ,  opened  his 
ill  on  May  3,  he  discovered  that  the  assess - 
Hit  on  his  four-bedroom  home  had  risen  6%. 
Iter  searching  through  the  tax  rolls  for  data  on 
nilar  properties,  he  appealed  by  arguing  that 
5  home  was  overassessed  compared  with  the 
mes  of  neighbors  in  his  development.  In  June 
hree- member  panel  of  volunteers  the  county 
ipointed  to  hear  appeals  shaved  3%  from  his 
sessment.  Although  he's  disappointed  not  to 
ve  received  a  greater  reduction,  Gay  says  the 
locess  "seemed  pretty  fair." 
I  Be  forewarned  that  in  some  states,  even  assess - 
ants  on  identical  homes  can  differ  dramatically. 
Uifornia,  for  instance,  limits  assessment  hikes 
12%  a  year  and  does  not  bring  the  assessment 
)  to  market  value  until  the  house  is  sold.  That 
leans  if  the  couple  next  door  bought  their  home 
years  ago  and  you  purchased  your  lookalike 
iuse  last  year,  you'll  have  a  far  higher  assess - 
ent— and  there's  nothing  you  can  do  about  it. 
Your  home  may  also  be  overassessed  if  it  has 


PROPERTY-TAX  APPEALS:  A  CHECKLIST 

Visit  your  local  assessor's  office  or  Web  site  to  find  the  description  and 
assessment  of  your  property 

Locate  five  similar  properties  and  compare  them  with  yours 

If  your  assessment  seems  unfair,  make  an  informal  appeal  to  the  assessor 

File  an  appeal  if  the  previous  step  gets  you  nowhere 

Attend  an  appeals-board  hearing  to  get  a  feel  for  the  process 

Prepare  a  written  summary  of  your  case  and  rehearse  your  presentation 

DATA:  NATIONAL  TAXPAYERS  UNION,  BUSINESSWEEK 


appreciated  since  the  last  review  by  less— or 
depreciated  by  more— than  the  average  property 
in  your  area.  Owners  of  such  homes  "shoulder 
a  larger  portion  of  the  overall  tax  burden  than 
they  should,"  says  Lumley.  Look  for  proof  by 
contrasting  the  recent  trend  in  sales  prices  of 
properties  similar  to  yours  with  that  of  the  over- 
all market  for  homes  in  your  town. 

Cara  and  Jerry  Reeves,  who  saw  their  as- 
sessment jump  soon  after  a  neighbor  sold  his 
house  for  $336,500,  argued  that  their  home  had 
appreciated  less.  In  their  appeal  they  submitted 
data  on  recent  sales  of  homes  they  considered 
better  comparisons.  They  also  pointed  out  that 
when  it  rains,  water  from  the  neighborhood 
tends  to  collect  in  their  backyard.  And  they  hired 
an  appraiser,  who  put  the  market  value  of  their 
property  at  $255,000. 

Whatever  you  do,  don't  wait  to  file  an  appeal. 
Because  many  local  governments  limit  refunds 
to  the  prior  year's  tax  bill,  you're  unlikely  to 
obtain  a  rebate  for  overpayments  that  build  up 
overyears,  ibwi 


BUSINESSWEEK.COM 

For  tips  on  challenging 
your  property-tax  bill, 
watch  a  video  report 
at  www.businessweek. 
com/go/tv/taxes 
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Changes  in  life  can  be  beautiful. 
Take  retirement  for  example. 


Call  your  broker,  or  visit  hartfordinvestor.com 
Mutual  Funds  •  401  (k) 

Annuities  •  Life  Insurance 
Prepare  to  Live" 
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076  HEALTH  INSURANCE 


SWEAT  MORE, 
PAY  LESS 


Companies  have  long  married  their  health-care 
policies  to  wellness  programs  that  encourage 
employees  to  lead  a  healthy  lifestyle— to  quit 
By  Jena  McGregor  smoking,  eat  right,  and  exercise  more  often.  In- 

creasingly, these  programs  give  workers'  wallets  a  workout,  too.  On  Oct.  11,  Des  Moines -based  Prin- 
cipal Financial  Group  launched  a  product  that  asks  participants  with  health  risks  to  try  to  shape  up  o: 
pay  more.  All  employees  start  with  Principal's  "enhanced  coverage,"  which  has  lower  deductibles  an< 

co-pays  than  the  "standard  coverage."  But  then 
employees  are  asked  to  submit  to  a  screening. 
Those  who  reach  a  score  based  on  a  set  of  criteria 
(table)  keep  the  lower-cost  coverage.  Those  who 
don't  will  be  urged  to  work  with  a  plan -provided 
health  coach  to  improve  their  scores.  If  they  don't 
take  the  tests,  won't  work  with  a  coach,  or  slack 
off  on,  say,  an  assigned  exercise  regimen,  they'll 
get  higher  co-pays  and  deductibles.  (Employees 
with  valid  medical  excuses  will  get  the  dis- 
counts.) "We're  out  there,"  says  Jerry  Ripperger, 
Principal's  director  of  consumer  health.  "But  I 
think  the  industry's  going  in  this  direction." 

Principal's  offering,  targeted  at  small  and  me- 
dium-size businesses  in  Michigan  and  Iowa,  goes 
further  than  many  programs  by  using  results  as 
a  baseline  for  incentives.  The  more  common  ap- 
proach is  to  dangle  discounts  for  merely  partici- 
pating in,  say,  aweight-loss  program.  Astudy  by 
human  resources  consultant  Watson  Wyatt  and 
the  National  Business  Group  on  Health  found 
that  46%  of  employers  offer  financial  rewards  for 
such  "behaviors,"  or  plan  to  in  2008.  An  addi- 
tional 26%  intend  to  add  them  in  2009. 

It's  the  latest  example  of  the  small  but  grow- 
ing list  of  insurers  and  companies  taking  what 
some  call  a  "good  driver's  discount"  approach. 
In  July,  UnitedHealthcare,  in  partnership  with 
BeniComp  Group,  launched  a  more  aggressive 
product  that  gives  employees  a  discount  on 
their  deductible  for  each  of  four  measures  that 
they  meet.  If,  say,  their  cholesterol  is  too  high, 
they  won't  receive  that  incentive  until  they 
retake  the  test  the  next  year.  (Employees  can 
make  one  appeal,  and  can  get  the  savings  if  they 
have  a  doctor's  note.)  UnitedHealthcare  says 
the  plan,  now  aimed  at  small  employers  in  four 
states,  will  expand  nationally  and  target  larger 
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employers  in  the  next  six  months. 

Principal's  product  is  brand-new,  and  United- 
Healthcare has  just  two  employers  signed 
up.  Many  companies  may  be  leery  of  the  new 
offerings,  since  they  haven't  been  tested  in  the 
courts.  Attorneys  warn  employers  to  vet  plans  for 
compliance  with  the  Health  Insurance  Portabil- 
ity &  Accountability  Act  and  the  Americans  with 
Disabilities  Act.  "The  more  aggressive  the  plans 
become,"  says  Sharon  Cohen,  Watson  Wyat,t's 
group  and  health-care  benefits  counsel,  "the 
greater  the  chance... for  litigation." 

Many  employers  also  fear  alienating  workers 
with  closely  managed  programs.  A  new  study  by 
the  Employee  Benefit  Research  Institute  notes 
that  employee  acceptance  of  wellness  programs 
"decreases  sharply"  as  plans  get  more  involved 
with  health  screenings.  Still,  employees  aren't 
so  uncomfortable  with  the  idea  that  they'd  turn 
down  a  deal.  The  same  study  found  half  would  be 
extremely  or  very  likely  to  take  part  in  the  pro  - 
grams  if  it  meant  a  10%  cut  in  premiums.  1 BW 1 


Measure  Up 

Principal's  plan 
uses  a  formula  that 
considers  these 
measurements  and 
others  to  help  de- 
cide if  participants 
will  have  to  join  a 
coaching  program 
or  risk  paying  more 


Body  Mass  Index 

Less  than  or  equal 
to  30 

Blood  Pressure 

below  160/100 

Cholesterol 

LDL  below  1 30  mg 
per  deciliter  of  blood 


I 


HYUNDAI 


TURKEY 


HYUNDAI 


"The  strategic  position,  the  high  quality  production  and 

its  strong  manpower  make  Turkey  one  of  the  most  desired 

countries  in  Europe  regarding  automotive  production. 

That  is  why  we,  as  Hyundai,  chose  to  invest  in  Turkey." 

(&)  HYUflDRI         CE0'  President  of  Hyundai  Turkey  -  Mr.  J.  G.  Kim 


INVEST  IN  TURKEY 


opulation  of  70  million  people  with  an  average  age 

f  29  and  65%  are  below  34  years  old. 

pprox.  400,000  university  graduates  per  year. 

oung,  well  educated  and  motivated  professionals. 

lighly  competitive  investment  conditions. 

xports  increased  240%  in  4  years,  up  to  85  billion 

ISD  as  of  2006. 

.ccess  to  the  EU,  Central  Asia  and  the  Middle  East. 


•  GDP  increase  of  122%  in  the  past  4  years, 
reaching  400  billion  USD. 

•  Ranked  as  the  17th  largest  economy  in  the  world 
and  the  6th  largest  economy  in  the  EU. 

•  Ranked  as  the  13th  most  attractive  country  in 
the  world  for  FDI  (oecd2oo6). 

•  FDI  worth  20.2  billion  in  2006. 

•  Annual  Average  GDP  growth  of  7.4%  per  year  since  2002. 


REPUBLIC  OF  TURKEY  PRIME  MINISTRY 

INVESTMENT  SUPPORT  AND 

PROMOTION  AGENCY 


YOUR  ONE-STOP-SHOP 
IN  TURKEY 
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EDITED  BY  AMY  DUNKIN 


A  PLAYB00K 
FOR  TRADERS 


TradeKing  CEO  Donato  Montanaro  says  he 
learned  more  about  trading  options  from  analyst 
Brian  Overby's  trading -room  chatter  than  from 
the  dry  tomes  on  the  subject.  That's  why  Overby, 
the  firm's  director  of  education,  came  up  with 
The  Options  Playbook.  Modeled  on  a  football 
coach's  handout,  the  spiral-bound  book  diagrams 
30  plays  from  the  simple  "covered  call"  to  the 
exotic  "long  condor  spread  with  puts."  Each  play 
gets  a  two  -page  spread,  with  explanations  of  the 
strategies  and  tips  from  Overby,  who  also  writes 
the  Options  Guy  blog  (optionsguy.financialblogs. 
com/blog).  Published  by  TradeKing,  the  book  is 
free  to  new  clients  for  a  limited  time  and  is  avail- 
able to  others  at  tradeking.com  for  $24.95  and  at 
Amazon.com  for  $34.95.  -Jeffrey  M.  Laderman 


THIS  REIT  AVOIDS 
THE  HOUSING  MESS 

The  subprime  mess  has  put  a  black  mark  on  any 
investment  with  "mortgage -backed"  in  its  name. 
But  former  Fidelity  Investments  bond  manager 
Kevin  Grant  says  some  of  the  best  bargains  are  in 
mortgage-backed  securities  with  no  connection 
to  the  subprime  market.  By  sticking  to  high- 
quality  issues  backed  by  Fannie  Mae  and  other 
government -sponsored  entities,  Grant  is  finding 
yields  around  6%,  with  the  potential  for  price 
increases  as  the  market  calms  down.  Investors 
can  get  in  on  the  action  through  Grant's  Cypress 
Sharpridge  Investments,  a  real  estate  investment 
trust  going  public  this  month  that  concentrates  on 
mortgage-backed  securities.  Read  more  in  "Bar- 
gains in  Mortgage  Land"  at  the  Investing  Insights 
blog  on  BusinessWeek.com.  -Aaron  Pressman 
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EXPECTING  A  LUMP-SUM 
PENSION?  READ  THIS 


Close  to  half  of  companies  with 
defined -benefit  pension  plans 
let  retiring  employees  take  a 
lump-sum  distribution  instead 
of  a  monthly  check.  When  given 
that  choice,  nearly  everyone  takes 
the  cash.  But  a  federal  law  that 
goes  into  effect  in  2008  may  limit 
many  companies'  ability  to  offer 
those  one-time  payments. 

Starting  next  year,  companies 
won't  be  able  to  make  lump-sum 
distributions  if  their  pension 
plans  are  more  than  40%  under- 
funded. (Congress  is  considering 
a  bill  to  postpone  the  change  until 
at  least  2009.)  For  companies 
using  a  calendar  year,  the  change 
will  begin  on  Apr.  1.  Those  that 
are  20%  to  40%  underfunded  will 
be  permitted  to  offer  lump  sums 
on  only  up  to  half  of  the  benefits 
employees  have  accrued. 

Is  your  plan  likely  to  land  on 
the  no-  or  partial -distribution 
list  ?  The  pension  data  available  on 
Form  5500— filed  with  the  Labor 
Dept.  and  available  from  HR 


departments— are  generally  out--' 
dated  by  the  time  they're  releasei 
The  disclosures  in  companies'  id 
Ks  are  also  of  limited  use,  since 
they  rely  on  a  different  formula  t< 
calculate  pension  funding  than 
the  new  law  requires.  Still,  "it  caiflH. 
give  you  a  rough  estimate,"  says 
Marjorie  Martin,  a  vice- presider 
at  Aon  Consulting  Worldwide. 
Your  employer  may  not  even 
know  right  now  whether  it  will 
be  able  to  offer  the  distribu- 
tions. Companies  still  have  a  few 
months  to  cough  up  the  cash 
to  get  their  pension  plans  into 
better  shape.  Even  relatively 
healthy  plans  that  are  as  much 
as  90%  funded  may  find  they're 
restricted  unless  they  can  get  an 
actuary  to  certify  their  results  by 
Apr.  1.  If  the  delay  in  certifica- 
tion continues  past  Oct.  1,  a  plan 
would  be  temporarily  deemed 
below  the  60%  threshold,  and 
lump  sums  would  be  off-limits 
until  certification  is  granted. 
-Anne  Tergesen 
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EW  WINES  FROM 
YOUNG  TALENT 


Charles  Banks,  a  Santa  Barbara  (Calif.)  money 
manager,  and  Stanley  Kroenke  a  Denver  real  estate 
developer,  made  a  big  splash  last  year  when  they  ac- 
By  Robert  Parker  quired  the  Screaming  Eagle  property.  That's  the  home 

i  coveted  Napa  Valley  cabernet  sauvignon  that  costs  $300  upon  release  and  thousands  in  the  aftermarket.  I 
w,  with  much  less  fanfare,  the  pair  have  begun  selling  the  first  wines  from  Jonata,  their  estate  in  California's 
ita  Ynez  Valley.  Under  a  talented  young  winemaker,  Matthew  Dees,  Jonata  is  building  a  remarkable  portfolio 
it  will  also  make  the  wine  world  take  notice.  For  more  information,  go  to  jonata.com  or  call  805  564-8581. 


POINTS 


I  4EICorazon 
Jonata 

3  syrah/merlot/ 
iernet  sauvignon 
id  offers  loads  of 
t;  a  big,  floral, 
icolate,  coffee, 
ikberry,  and  cassis- 
nted  perfume;  and  a 
ory,  fleshy  style.  $85 


91 


POINTS 


2004  El  Desaf  io 
de  Jonata 

Aromas  of  mocha, 
creme  de  cassis,  pain 
grille,  and  a  touch  of 
espresso  rise  from  a 
glass  of  this  cabernet 
sauvignon.  It  should 
age  easily  for  10  to 
15  years.  $125 


♦ 


I5  La  Tierra 
Jonata 

3  is  one  of  California's 
:st  sangioveses.  It 
;a  sumptuous  nose 
itrawberries,  new 
Idle  leather,  licorice, 
sted  herbs,  and 
ce.  To  be  released 
:t  spring.  $95 


POINTS 
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2005  El  Corazon 
de  Jonata 

Inky  blue/purple  in  color, 
the  six-wine  blend 
exhibits  copious  amounts 
of  blue,  red,  and  black 
fruits,  with  truffle, 
charcoal,  and  graphite 
scents.  It  will  last  at  least 
15  years.  $85 


POINTS 


)4  La  Sangre 
Jonata 

s  beautiful  100% 
ah  reveals  chocolate, 
ckberry,  charcoal, 
i  acacia  traits  and  a 
'eshing,  full-bodied 
le.  Drink  this  powerful 
graceful  syrah  over 
next  10+ years.  $125 


95 


POINTS 


2005  El  Alma  de  Jonata 

This  great  cabernet 
franc  boasts  notes  of 
bay  leaf  interwoven  with 
blueberries,  black 
currants,  licorice, 
flowers,  and  subtle 
smoke.  It's  a  wine  of 
exquisite  precision  and 
richness.  $125 


les  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  Robert  Parker  is  the  world's  most  influential  wine 
:ic.  Visit  eRobertParker.com  to  see  tens  of  thousands  of  tasting  notes,  buy  his  books,  or  subscribe  to  his  newsletter,  The  Wine  Advocate. 
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fORUM 


Staying  on  the  Fast  Track  ( 

Leadership,  Innovation,  Performan 


6-7  November  2007,  China  World  Hotel,  Beijing 


Drive  innovation.  Redefine  business  models.  Stay  on  the  fast  track  of  growth.  CEOs  have  to 
deliver  consistently  on  these  high  expectations.  And  while  opportunities  abound,  the 
challenges  have  never  been  greater.  The  CEO  Forum  provides  unique  access  to  business 
leaders,  global  CEOs  and  policy  makers  and  over  two  days  of  intense  dialogue  you  will  learn 
how  to  outthink  the  fast  pace  of  change. 

Foresight.  Insight.  Onsite.  At  The  1 1th  Annual  CEO  Forum. 
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trference  in  Web  content  by  AT&T  and  Verizon  shows  that  more  regulation  is  needed 
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it  over  a  year  ago,  I  wrote  a  column  arguing  that 
ovation  on  the  Internet  would  be  best  served 
le  government  mostly  kept  its  hands  off.  I've 
.nged  my  mind.  The  behavior  of  the  top  tele- 
nmunications  companies,  especially  Verizon 


imunications  and  AT&T, 
convinced  me  that  more 
srnment  involvement 
jeded  to  keep  commu- 
itions  free  of  corporate 
rference. 

he  incident  that  swayed 
was  a  decision  in  Sep- 
ber  by  Verizon  Wireless, 
ority  owned  by  Verizon 
nmunications,  to  block 
al  Pro  -  Choice  America 
n  using  its  system  to 
i  text  -  message  alerts  to 
porters.  Verizon,  which 

cited  a  policy  barring 
ribution  of  content  that 
ly  be  seen  as  controver- 
or  unsavory,"  quickly 
iked  down  after  a  public 

ry.  But,  a  spokesperson 
5,  Verizon  "reserves  the 
it  to  deny  other  programs 
he  future." 
'erizon  has  that  right 
ler  current  law.  It  may 
interfere  with  voice  mes- 
is,  but  "common  carrier" 
uirements  do  not  apply 
ny  form  of  text  or  data 
ismission.  They  should, 
ilie  fact  is,  the  old  Bell 
tem  that  was  broken 
25  years  ago  has  reas- 


sembled itself  into  a  duopoly 
that  dominates  the  Internet 
backbone  and  both  landline 
and  wireless  phone  service. 
Verizon  and  AT&T  are  also 
among  the  largest  Internet 
service  providers.  The  old, 
overregulated  AT&T  was 
hostile  to  innovation,  but  as 
stodgy  as  it  was,  it  saw  itself 
as  the  steward  of  a  public 
trust.  The  company's  lightly 
regulated  successors  view 
the  world  quite  differently. 

Until  a  recent  change  in 
the  terms  of  its  broadband 
service — again  in  response  to 
a  public  flap -AT&T  claimed 
the  right  to  terminate  the 
connection  of  customers 
for  "conduct  that... tends 
to  damage  the  name  or 
reputation  of  AT&T."  Verizon 
retains  similar  language  in  its 
terms  of  service. 

Then  there's  the  push  by 
phone  companies,  which  long 
to  get  into  the  TV  business, 
to  ingratiate  themselves  with 
Hollywood.  In  defending 
a  plan  to  block  what  AT&T 
believes  to  be  pirated  content 
on  its  network,  its  veteran 
lobbyist  James  Ciccone  said: 


urrently,  telecom  companies  can— and  do- 
par  some  text  and  data  transmissions  they 
find  objectionable.  That  needs  to  change 


"AT&T  has  considered  this 
whole  problem  of  digital  pi- 
racy, and  we  feel  our  interests 
are  very  much  aligned  with 
the  content  community's 
interests."  I  don't  endorse 
illegal  downloads,  but  it's 
hard  to  spot  pirated  content 
in  transit,  so  the  potential 
for  mistakes  is  high.  And 
shouldn't  AT&T  align  with 
the  interests  of  customers? 

Phone  companies  and  their 
allies  in  the  cable  TV  industry 
oppose  rules  that  would  bar 
Internet  service  providers 
like  them  from  meddling 
with  communications  based 
on  content.  AT&T  and  others 
also  say  they  must  be  allowed 
to  charge  companies  such  as 
Google  a  premium  to  deliver 
high-quality  video  and  other 
advanced  services.  Their 
opponents  support  a  single - 
fee  structure  for  all  Internet 


users  covering  all  types 
oftraffic,beitvoice, 
music,  video,  or  data. 

There's  a  certain 
irony  here .  The  carri- 
ers warn  that  without 
premiums  to  pay  for 
advanced  services,  the 
U.S.  risks  falling  behind 
other  nations  in  broad- 
band. But  the  U.S.  is 
already  losing  ground 
to  the  rest  of  the 
industrialized  world  in 
broadband  speed  and 
percentage  of  homes 
served.  Last  year  the 
U.S.  fell  from  12th 
to  15th  in  broadband 
penetration  among  29 
countries  ranked  by 
the  Organization  for 
Economic  Cooperation  & 
Development.  Most  of  those 
nations  are  enthusiastic 
regulators.  (Verizon  is  rolling 
out  a  fast  service  of  up  to  50 
megabits  a  second,  but  so 
far  it  reaches  just  1  million 
homes.) 

The  hands  -  off  approach 
hasn't  served  consumers 
well.  And  the  Web  is  far  too 
important  to  entrust  the 
free  flow  of  information  to 
the  shifting  whims  of  a  few 
big  companies.  Government 
must  step  in  and  tell  them  to 
leave  our  content  alone.  1 BW 1 
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The  Winter  of  Our  Content 

The  future  of  media  is  securely  in  the  hands  of  the  tech  dudes.  Ask  any  tech  dude 


The  fundamental  question  at  this  juncture  in  media 
history  is  whether  true  dominance  lies  with  story 
or  software.  So  let  me  clear  this  one  up.  Millions  of 
people  tell  stories  now— on  blogs,  on  MySpace,  on 
Flickr— for  free.  There  is  a  surfeit  of  storytelling. 


Millions  of  people  do  not  sit 
around  writing  software  for 
free.  Advantage:  program- 
mers. In  the  tug-of-war 
between  the  right -brain  of 
media  (the  content  creators 
in  New  York  and  Los  Angeles) 
and  the  left  -brain  of  the 
platform  builders,  the  latter 
have  the  upper  hand. 

With  that  weighing  on  my 
mind,  this  New  York  media 
guy  (read:  storyteller)  trav- 
eled to  the  Web  2.0  confer- 
ence in  San  Francisco,  at 
which  a  smart  set  gathers  to 
discuss,  among  other  things, 
how  technological  change 
inflects  media.  Here  the 
aggregate  self-regard  of  the 
capacity  crowd  easily  rivaled 
what  you'd  find  in  Hollywood 
and  Manhattan.  And  the  lat  - 
est  news  and  reportage — to 
cite  but  one  example,  that 
$10  billion  to  $15  billion  valu- 
ation placed  on  Facebook— 
buttressed  convictions  that 
the  future  is  shooting  up 
like  so  much  new  bamboo 
and  will  profoundly  enrich 
everyone  in  the  game.  In  the 
event's  opening  remarks, 
conference  chair  and  former 
magazine  guy  John  Battelle 
asked  how  many  attendees 
thought  there  was  a  bubble. 
Maybe  3%  of  the  crowd 
raised  hands —because  why 
would  anyone  there  want  the 
good  times  to  end? 


It  is  instructive  to  attend  a 
conference  in  which  the  Big 
Media  dudes  rate  some- 
where between  sideshow 
and  mild  annoyance.  The 
crowd  got  much  more  revved 
up  by  the  interviews  with 
Facebook 's  Mark  Zucker- 
berg  or  Microsoft's  Steve 
Ballmer  than  it  did  by,  say, 
Google -suing  Viacom  CEO 
Philippe  Dauman,  who  was 
very  coolly  received.  (At  the 
tender  age  of  23,  Zucker- 


berg  has  mastered  the  Alan 
Greenspanian  non- answer, 
although  the  tea-leaf  readers 
in  the  crowd  were  convinced 
he  kinda-sorta  admitted 
that  a  much  speculated  upon 
deal  to  sell  a  small  chunk  of 
Facebook  to  Microsoft  for 
truly  stupid  money  was  im- 
minent. And  a  few  days  later 
Microsoft  agreed  to  pay  $250 
million  for  a  stake.)  CBS's 
Quincy  Smith,  its  designated 
wiseman  for  all  things  New 


Media,  came  right  out  and 
acceded  to  the  mathematics 
of  the  moment,  admitting 
that  he'd  much  rather  own 
Facebook  than  CBS.com. 
The  one  mogul  allowed 
into  the  club,  as  always,  was 
Rupert  Murdoch,  but  then  he 
was  sharing  the  stage  with 
MySpace  founder  Chris 
De Wolfe.  His  better -coiffed 
employee  made  news: 
De  Wolfe  said  he  was  re- 
upping  his  contract  with 
News  Corp.,  and  that 
MySpace,  like  Facebook, 
is  opening  its  platform  to 
outside  developers.  But 
Murdoch  took  advantage 
of  the  crowd  and  setting  to 
unleash  noticeably  higher- 
caliber  verbal  fusil- 
lades against  rivals. 
He  calmly  mentioned 
that  it  would  be  "nice" 
to  kill  The  New  York 
Times  -"kill  "being 
his  interviewer's 
word,  not  mine— and 
called  Fox  Business 
Channel  rival  CNBC 
"half-dead."  (Dis- 
closure: I  am  a  CNBC 
contributor.) 
This  is  not,  I  swear,  a 
cranky  rant  against  the  new- 
comers from  one  hopelessly 
rooted  in  the  old  ways.  The 
companies  and  players  that 
cluster  around  the  (terribly 
titled)  notion  of  Web  2.0  con- 
tinue to  chart  a  new  world  in 
which  novel  forms  and  modes 
are  actually  being  invented. 
Spending  time  with  them  is 
considerably  more  tonic  than, 
say,  chatting  up  the  publisher 
of  the  local  newspaper.  And 


it  is  gorgeous  to  cast  eyes  c 
the  myriad  variations  on  tl 
reigning  theme— create  an 
open  platform,  let  users  pi 
and  connect,  and  watch  th 
flowers  bloom— and  see  it 
play  out  at  places  new  to  rr 
like  the  Stockholm-based 
stardoll.com.  That  virtual 
world  allows  tweener  girls 
to  clothe  and  outfit  avatars 
and  their  rooms;  in  a  loveb 
postmodern  twist,  users 
compete  to  get  on  the  cove: 
Stardoll's  in-house  (and  di 
tal-only)  fashion  magazine 

The  conference's  one 
reality  check  came  during 
panel  that  brought  onstage 
clutch  of  Web  newbies.  Wl 
asked  to  cite  their  favorite 
search  engines,  one  womai 
named  Google  and  online 
marketplace  craigslist.  Thr 
response  brought  the  hous 
down;  geeks  found  it  hilari 
ous  that  a  sellers  site  could 
be  mistaken  for  a  Google. 
But  there  was  something  fl 
her  point.  Craigslist  indexf 
so  much  stuff  it  practically 
qualifies  as  search.  And,  m 
important,  she  showed  th£ 
lot  of  people  use  the  Web  c 
for  very  prosaic  pursuits. 

This  is  the  problem  with 
constantly  inventing  the  ft 
ture:  The  version  of  it  belo 
to  propeller -heads  is  rarelj 
universally  shared.  In  othe 
words:  maybe  there's  hope 
the  storytellers  after  all.  1 B  i 
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Go  ahead.  Let  your  employees  email, 

IM,  and  share  their  creative  vision  online,  with  confidence. 

Trend  Micro  Internet  security  solutions  automatically  monitor,  respond,  and  protect 

your  business  from  online  threats.  So  while  we're  busy  keeping  your  infrastructure  out  of  harm's 

way,  you  can  keep  your  eye  on  the  prize.  Learn  more  at  trendmicro.com. 

GO  AHEAD.  WEB  IT  UP. 

TREND, 

MICRO 


Securing  Your  Web  World 
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AN  ASIAN  PUSH 
IS  HELPING 


STOCK  PRICE  (DOLLARS) 


T.  Rowe  Price's  Chinese  Coup 

Asset  manager  T.  Rowe  Price  Group  (TROW)  may 
be  the  first  U.S.  investment  adviser  to  have  a  pivotal 
role  in  China's  mutual  funds,  which  have  estimated 
assets  of  $300  billion.  In  June  the  largest  and  oldest 

of  China's  four  mu- 
tual fund  companies, 
China  Asset  Manage- 
ment, hired  T.  Rowe  as 
a  sub -adviser.  Analysts 
say  that  role  bolsters  T. 
Rowe's  appeal  as  a  global 
asset  manager.  It  man- 
ages no -load  mutual 
funds  for  individuals  and  corporate  pension  plans 
with  estimated  2007  assets  of  $402  billion,  which 
are  expected  to  grow  to  $557  billion  in  2008,  vs. 
2006 's  $335  billion.  Top  stakeholders  in  T.  Rowe  are 
rivals  Fidelity,  Vanguard  Group,  and  Barclays  Global 
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Investors.  Douglas  Sipkin  of  Wachovia  Capital 
Markets,  who  rates  T.  Rowe  outperform,  says  the 
company  has  a  "strong  global  equity  mandate,"  a: 
China  Asset  gives  it  a  "long-term  opportunity  in 
the  region."  Its  stock  is  up  from  45  in  January  to  5c 
on  Oct.  24.  Over  the  past  five  years,  it  chalked  up , 
average  yearly  gain  of  37%,  vs.  the  S&P  500's  15.5* 
D.J.  Neiman  of  William  Blair,  who  rates  T.  Rowe  o 
perform,  says  it  is  "our  top  pick  in  the  group  as  th 
preeminent  asset  manager  with  sterling  reputatic 
and  above -average  growth  opportunities"  in  the 
U.S.  and  international  markets.  T.  Rowe  has  been 
catching  up  in  China  and  India,  he  says,  and  shou , 
be  a  major  player  in  Asia  and  other  foreign  markei 


MEMC:  This  Solar 
Star  May  Cool  Off 

MEMC  Electronic  Materials 
( WFR)  is  one  of  the  favored 
stocks  on  Wall  Street:  Of 
the  15  analysts  who  track 
the  stock,  12  rate  it  a  buy.  It ' 
has  rocketed  from  35  a  year 
ago  to  65  on  Oct.  24.  But 
bad  tidings  may  slow  its 
advance.  Of  late,  MEMC  was 
at  62.  A  major  supplier  of 
polysilicon,  the  raw  material 
used  for  solar  panels,  it  is 
benefiting  from  the  shortage 
of  polysilicon  and  the  boom 
in  solar  energy.  The  price  of 
polysilicon  sales  has  doubled 
since  2004.  But  Martin  Sass 
of  investment  firm  MDSass 
sold  shares  he  bought  at  38 
early  this  year  and  is  now 
shorting  the  stock. " I  believe 
there  is  a  massive  bubble  de- 
veloping because  of  substan- 
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SPOIL  THE  PARTY? 
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tial  new  capacity  coming  on 
stream  in  a  couple  of  years," 
he  warns.  Sass  sees  poly- 
silicon prices  plunging.  Big 
suppliers  are  already  cutting 
prices  on  their  long-term 
contracts,  says  Sass. 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


Why  Sirtris  Feels 
So  Frisky 

For  folks  worried  about  get- 
ting older,  Sirtris  Pharma- 
ceuticals (SIRT)  may  provide 
some  comfort.  It  is  develop- 
ing drugs  that  could  slow  ag- 
ing by  activating  SIRTi,  one 
member  of  a  newly  discov- 
ered class  of  enzymes  called 
sirtuins  that  control  the  aging 
process.  CEO  and  co-founder 
Christoph  Westphal  says  resT 
veratrol,  a  natural  substance 
in  red  wine  and  other  plant 
products,  activates  SIRTi, 
resulting  in  calorie  restric  - 
tion  without  needing  to  cut 
normal  caloric  intake,  which 
extended  test  animals'  lives. 
Sirtris  has  many  patents  on 
the  formulation  of  resvera- 
trol.  Its  stock  soared  from  9 
in  June  to  15  on  Oct.  24. 
Michael  King  Jr.  of  Rodman 
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&  Renshaw  (it  owns  share: 
who  rates  Sitris  outperfor: 
says  the  stock  will  be  drive 
by  the  flow  of  scientific  da 
Brett  Holley  of  Oppen- 
heimer  rates  Sirtris,  a  cliei 
overweight.  He  sees  a  maj> 
partnership  ahead,  ibwi 
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Inside  Wall  Street  is  posted  at 
businessweek.com/investor  at 
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107  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 


086  FEEDBACK 


THE  COLLEGE  CONSULTANT 
A  BOOST  FOR  THE  PRIVILEGED 


"I  Can  Get  Your  Kid  into  an  Ivy,"  in  our  Oct.  22 
issue,  looked  at  how  Michele  Hernandez,  one 
of  the  most  expensive  college  consultants  in 
America,  helps  students  pitch  themselves  to 
elite  schools.  The  article  provoked  passionate 
responses  from  parents,  students,  admissions 
officers,  and  others.  Quite  a  few  readers 
blamed  parents  for  allowing  themselves  to  fall 
prey  to  such  high  anxiety  about  admissions. 
Some  students  said  they  wished  they  could 
afford  to  hire  Hernandez;  others  admired  her 
entrepreneurship.  But  many  were  dismayed, 
at  how  such  high -cost  consulting  gives  an 
edge  to  those  who  may  need  it  least. 

-  Susan  Berfield  and  Anne  Tergesen 


The  parents  are  to  blame. 
They  are  obsessed  with 
brand-name  colleges  and  do 
not  have  enough  faith  that  . 
their  privileged  offspring  will 
get  in  on  their  own. 
Screen  name:  Drago273 

This  is  fantastic  on  Her- 
nandez' part.  She  is  putting 
pressure  on  schools  to  re- 
think their  system,  to  look  for 
better,  more  innovative  ways 
to  accept  students. 
Screen  name:  nothingnew 

Class  and  economics  aside, 
there's  also  the  issue  that 
this  kind  of  advice  discour- 
ages students  from  doing 
things  they're  interested  in 
unless  excelling  is  guaran- 


teed. Sometimes  you  learn 
more  from  having  to  work  at 
something  you're  not  unusu- 
ally good  at. 
Screen  name:  William  C.  Ledge 

Parents  who  pay  $4ok  to 
get  a  kid  into  a  top  school 
deserve  to  be  fleeced  by  the 
likes  of  Hernandez. 
Screen  name:  Mom  O'  Twins 

Like  it  or  not,  what  Michele 
appears  to  be  doing  is  the  job 
of  high  school  counselors 
and  parents.  She's  doing  it 
with  excellence  and  commit- 
ment. If  high  school  coun- 
selors and  parents  emulated 
Hernandez,  she  would  be  out 
of  business. 
Screen  name:  Proud  Dad 


"If  high  school  counselors  and  parents 
emulated  Hernandez,  she  would  be  out  of 
business."  -proud  dad 


Children  do  not  realize  that 
much  in  our  world  is  about 
systems  and  institutions.  So 
to  learn  the  ropes  of  the  sys- 
tem is  a  line  idea.  Face  it:  If 
Yale  said  your  child  could  en- 
ter next  year  only  if  you  pay 
an  extra  $1  ok,  you'd  pay  it. 
Screen  name:  study  buddy 

I  am  a  former  Ivy  admissions 
officer  and  now  a  college 
admission  consultant. 
Because  ours  is  an  unregu- 
lated business,  the  number 
of  consultants  has  exploded. 
While  there  is  a  need  for 
admission  consultants  to 
help  families  and  students 
navigate  this  process,  the 
business  is  fraught  with  the 
greedy  taking  advantage  of 
others'  hope  and  anxiety. 
$40k  is  astounding  and  sad. 


And  that's  why  I  label  our  | 
the  snake -oil  industry  of' 
2lst  century. 


William  Caskey 

BARRINGTON,  R.I. 


These  "experts"  are  relyir 
on  parents  and  kids  being.; 
intimidated  by  the  applic 
tion  process.  The  truth  is 
students  and  parents  can  I 
their  own  research  and  m  I 
ket  themselves  creatively 
Screen  name:  christopherW 


Hernandez  is  giving  parer 
what  they  demand.  Years 
after  they  graduate  from 
school,  her  clients  most 
likely  will  look  back  and 
wonder  if  the  ordeal  was 
really  worthwhile. 
Walt  Gardner 

LOS  ANGELES 
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The  only  thing  a 
big-name  school  will 

singular  areas  where  they  can 
excel.  That  is  an  excellent 

do  is  open  the  first 
door  out  of  college 
a  little  wider.  After 
that,  you  still  have  to 

strategy  but  one  that  should 
be  questioned  by  parents. 

Screen  name:  Experienced 
Admissions  Officer 

prove  yourself. 

Screen  name: 
Columbia  Kid 

The  skills  that  Michele 's 
pupils  hone  are  ones  that 
will  help  them  interview  and 
network  in  order  to  rise  to 
the  peak  of  their  professions 
later  in  life. 
Screen  name:  Charles  Langer 

I'm  one  of  the  lucky 
kids  who  did  attend 
the  Application 
Boot  Camp.  I'm  a 
sophomore  at  an  Ivy 
League  school,  and  if 
I  had  not  met  Mimi 

Give  me  a  break!  I'm  a  high 
school  senior,  but  I  would 

Doe  [Hernandez' 
t-camp  business  partner] 
Michele  Hernandez  I 
.ldn't  have  gotten  in. 
en  name:  MC  Well 

never  dream  of  letting  my 
parents  hire  such  a  person. 
Of  course  I'm  anxious  and 
stressed  about  applying  and 
keeping  up  with  school  work, 
but  so  are  all  my  friends  and 
none  of  us  are  hiring  coaches. 
This  process  is  just  one  of  the 
difficult  parts  of  growing  up. 
Screen  name:  Sydney 

high  school  senior,  I 
l  this  appalling.  If  you 
't  get  into  a  college  of 
r  choice  without  outside 
;>,  why  do  you  deserve  to 
here? 

My  twin  sons  graduated  from 

en  name:  Joe 

Dartmouth  in  2002.  In  her 

book  A  Is  for  Admission,  Ms. 
Hernandez  advises  never  to 
write  the  college  essay  about 
summer  volunteer  work. 

1 

sh  I  'd  had  the  guidance 

pmeone  like  Hernandez 

;n  I  decided  to  go  to 

3ge. 

You  guessed  it!  That  was  the 

en  name:  Notlvy 

very  topic  of  one  of  my  sons' 

essays. 

Arlene  S.  Gerwin 

BOULDER,  COLO. 

s  accepted  to  Haverford 
:he  low  low  price  of  their 
lication  fee. 
en  name:  Jugi 

Have  we  begun  to  think  of 
our  kids  as  we  do  invest- 
ments in  the  stock  market, 
where  we  want  high  returns 
regardless  of  what  a  company 
actually  produces  ? 
Dennis  Wong 

WESTPORT.CONN. 

nandez  is  correct  that 
services  can  pay  off.  But 
;alizing  that  colleges  are 
:ing  for  balanced  classes, 
balanced  individuals, 
guides  her  clients  toward 

AIRCRAFT  UNCERTAINTY 

WHY  THE  OSPREY  WILL 
SOAR  FOR  CIVILIANS 

In  comparing  the  mili- 
tary V-  22  Osprey  with  the 
civilian  BA609,  you  made  a 
poor  comparison— one  that 
did  not  explain  the  civil- 
ian version's  huge  potential 
("Selling  CEOs  on  a  troubled 
bird,"  What's  Next,  Oct.  22). 
Government  agencies  will 
use  it  for  search -and -res- 
cue operations,  where  time 
and  flexibility  are  crucial. 
Corporate  and  private  users 
will  find  it  valuable  for  its 
convenience  and  privacy. 
The  energy  industry  will  use 
it  to  quickly  reach  offshore 
facilities  in  need  of  resupply, 
medical  care,  or  emergency 
evacuation. 
Richard  J.  Millman 

CEO  BELL  HELICOPTER 
FORT  WORTH 

THE  WELCHWAY 

ADVICE  ON  LEADERSHIP- 
OR  A  POLITICAL  OPINION? 

Jack  and  Suzy  Welch's 
weekly  column  has  always 
offered  solid  advice.  How- 
ever, I  was  disappointed  in 
"Define  yourself— or  others 
will"  (Opinion,  Oct.  22).  The 
Welches  used  one  very  long 
example  on  why  it  is  impor- 
tant that  others  know  what 
you  stand  for  and  why  you 
have  to  make  tough  calls  as  a 
leader.  They  used  the  entire 
answer  to  state  their  distaste 
for  a  decision  President 
George  W.  Bush  recently 
made  when  he  vetoed  a  bud- 
get increase  for  a  proposal 


for  a  State  Children's  Health 
Insurance  Program. 
Brenda  Kane 


WELLESLEY,  MASS. 


DOLLAR  DAZE 


THE  LOONIE'S  SANE 
STRENGTH 

The  "ultimate  indignity" 
indeed!  ("The  weakling 
dollar,"  The  Business  Week, 
Oct.  8).  After  years  of  U.S. 
economic  mismanagement, 
the  U.S.  currency  has  finally 
fallen  to  where  it  belongs, 
including  against  the  Cana- 
dian dollar.  With  extremely 
positive  Canadian  economic 
performance  over  the  past 
several  years,  it  is  surpris- 
ing that  the  Canadian  dollar 
hadn't  been  closer  to  the 
U.S.  dollar  sooner. 
Ken  Nowlan 

PRESIDENT  AND  GENERAL  MANAGER 
CORIUM  CONSULTING  SERVICES 
SURREY,  B.C. 

HEALTH-CARE  ACCESS 

IS  UNIVERSAL 
COVERAGE  POSSIBLE? 

Before  health  insurance  for 
everyone  can  be  mandated, 
we  will  have  to  deal  with 
insurance  companies  refus- 
ing coverage  for  preexisting 
conditions  ("Bad  medicine 
for  health  care,"  Ideas,  Oct. 
15).  Some  people  have  been 
turned  down  by  every  car- 
rier they  applied  to.  Unless 
insurers  can  be  required  to 
cover  even  those  with  preex- 
isting conditions,  this  policy 
will  not  work. 
Elizabeth  Cunningham 

PHILADELPHIA 


NOVEMBER  5,  2007  I  BUSINESSWEEK 


OPIN 


088  FEEDBACK 


How  to  reach  BusinessWeek        relationship  with  the  subject  of  their       electronic  and  print  editions.  E-mail:        BusinessWeek  Top  News,  and 


LETTERS  FOR  FEEDBACK 
We  prefer  to  receive  letters  via 
e-mail,  without  attachments.  Writers 
should  disclose  any  connection  or 


In  his  Oct.  15  Outside  Shot 
("Bad  medicine  for  health 
care"),  Glen  Whitman  fails 
to  note  that  health- care  - 
access  reform  has  already 
succeeded  in  reducing  the 
number  of  uninsured  by  30% 
in  Massachusetts. 

Whitman  offers  no  results 
or  proof  that  stripped -down 
coverage  will  be  more  attrac  - 
five  to  those  who  either  can- 
not afford  insurance  or  who 
choose  not  to  buy  it  now. 

Massachusetts  is  lead- 
ing the  way,  and  states  like 
California  and  Pennsylvania 
are  poised  to  follow. 
Philip  Edmundson 

CHAIR 

AFFORDABLE  CARE  TODAY 

BOSTON 

In  the  state  of  New  York ,  if 
you  buy  an  individual  policy, 
the  state  makes  sure  you 
get  wonderful  coverage. 
The  only  problem  with  this 
wonderful  coverage:  Almost 
nobody  can  afford  it.  It 
would  cost  a  family  of  three 
about  $28,000  per  year  for 
HMO  coverage  and  about 
$38,000  for  more  flexible 
coverage  (point  of  service). 
So  anybody  making  $43,000 
to  $200,000  is  out  of  luck. 
To  think,  the  home  state  of 
"Hillary  health  care." 
Doug  Wilder 

GARDEN  CITY.  NY. 

Mr.  Whitman  criticizes 
the  notion  of  an  individual 
mandate  for  health  insur- 
ance by  citing  an  Urban 
Institute  Study  statistic  that 
"less  than  3%"  of  expendi- 
tures are  uncompensated. 


comments.  All  letters  must  include 
an  address  and  daytime  and  eve- 
ning phone  numbers.  We  reserve 
the  right  to  edit  letters  for  clarity 
and  space  and  to  use  them  in  all 


Whitman  should  be  skepti- 
cal of  that  claim.  After  all, 
over  16%  of  Americans 
don't  have  health  insurance. 
Conservatives  like  Whitman 
never  admit  that  the  alter- 
natives they  present  have 
no  reasonable  chance  of 
achieving  universal  cover- 
age. The  idea  that  remov- 
ing government  mandates 
would  allow  insurance  to 
become  widely  afford- 
able is  not  realistic.  Even  if 
"catastrophic  coverage"  did 
become  more  affordable, 
how  would  low-  income 
Americans  afford  to  pay  off 
high  deductibles?  Ameri- 
cans deserve  the  same  uni- 
versal coverage  that  all  other 
developed  nations  now 
enjoy.  If  conservatives  dis- 
agree with  Senator  Clinton's 
approach  to  this  goal,  they 
should  devise  some  realistic 
alternatives. 
Daniel  Stone 

BEVERLY  HILLS.  CALIF. 

HOUSING  WOES 

THE  HEARTLAND  HAS 
UNSOLD  HOMES,  TOO 

"That  Sinking  Feeling" 
(News  &  Insights,  Oct.  15) 
focuses  on  the  large  national 
builders  and  the  coastal 
markets  that  are  particularly 
at  risk. 

Have  you  considered 
looking  at  the  rest  of  the 
country?  I  would  be  curious 
to  know  how  the  national 
housing  market  looks  if  you 
took  Florida,  Las  Vegas, 
Phoenix,  and  Southern  Cali- 
fornia out  of  the  mix. 


bwreader@businessweek.com 
Fax:  (212)  512-6458 

BUSINESSWEEK.COM 
The  full  text  of  BusinessWeek, 


In  Omaha,  the  inventory 
of  unsold  homes  has  built 
considerably  over  the  past  18 
months,  and  the  market  has 
all  but  stopped. 
Kim  R.  McGuire 

MANAGING  MEMBER 
RIVERFRONT  PARTNERS 
OMAHA 

ALTERNATIVE  ENERGY 
SOLAR:  IT'S  ALL 
STARTING  TO  ADD  UP 

U.S.  businesses  and  investors 
should  embrace  solar  in  all  of 
its  forms  ( "  Solar 's  day  in  the 
sun,"  Special  Report,  Oct.  15). 

California  has  just  em- 
barked on  a  historic  program 
to  build  3,000  megawatts 
of  solar  photovoltaic  sys- 
tems on  a  million  rooftops, 
cutting  prices  in  half  and 
creating  a  self-sufficient 
market  by  2017. 

Just  this  month,  Gover- 
nor Arnold  Schwarzeneg- 
ger signed  into  law  another 
landmark  bill  to  create  a 
mainstream  market  for  solar 
water -heating  technologies. 

And  this  past  summer,  the 
House  of  Representatives 
passed  a  Renewable  Elec- 
tricity Standards  bill  that,  if 
adopted  by  the  Senate  and 
signed  into  law  by  President 
Bush,  would  further  drive 
demand  for  large  solar  power 
plants  in  our  desert  regions. 

There  is  more  than 
enough  demand  to  drive  a 


access  to  BusinessWeek  archi 
starting  in  1991  are  available  c 
the  World  Wide  Web  at:  busine 
week.com  and  on  America  On 
at  keyword:  BW 


robust  market  for  all  forr 
of  solar  power.  Only  the  s 
is  the  limit. 
Bernadette  Del  Chiaro 

CLEAN  ENERGY  ADVOCATE 
ENVIRONMENT  CALIFORNIA 
SACRAMENTO 

PRIVATE  EQUITY 

KUDOS  FOR  A  TOP 
TURNAROUND  TEAM 

I  read  the  letter  from  the 
former  Kinko's  employee 
with  surprise  ("Kinko's  i, 
one  private  equity  deal  th 
shouldn't  be  copied,"  Reai 
ers  Report,  Oct.  8). 

I  was  running  a  Clayto: 
Dubilier  &  Rice  portfolio 
company  during  the  same 
time  period  and  found  tin 
CD&R  team,  particularly 
Donald  Gogel,  who  server 
our  board,  to  be  of  tremer 
dous  value. 

The  team  members 
were  there  when  they  wei 
needed,  giving  advice 
and  wise  counsel  from  a 
business,  marketing,  and 
operational  perspective. 
CD&R  parachuted  teams 
those  companies  only  wh 
they  were  critically  neede 
Gogel  and  his  team  pushe 
us  to  excel  and  to  execute 
flawlessly. 

I  don't  think  you  can  as 
for  anything  more  from  y( 
owner. 
Steve  Fadem 

NEW  YORK 


* 


"There  is  more  than  enough  demand  to  drive  i 
a  robust  market  for  all  forms  of  solar  power. 
Only  the  sky  is  the  limit."  -bernadette  del  chiar 
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High  performance.  Delivered. 


Performance  Innovation  Leadership 

21  November  2007,  Claridge's,  London 

Join  the  annual  gathering 
bf  Europe's  Corporate  Elite 


BusinessWeek's  seventh  annual  European  Leadership  Forum  features  executives 
from  the  'BusinessWeek  European  50',  an  elite  group  of  truly  global  champions. 
The  Forum  provides  a  unique  opportunity  to  hear  directly  from  CEOs  of  Europe's 
top  performers  participating  in  interactive  panel  discussions,  and  keynotes 
from  thought  leaders  on  Performance,  Innovation  and  Leadership. 

Speakers  will  include: 

■  Lord  Browne,  Former  Group  Chief  Executive,  BP  p.l.c 

■  Jim  Murphy,  Minister  for  Europe,  UK  Government 

■  Rudy  Provoost,  CEO,  Philips  Consumer  Electronics 

■  Pankaj  Ghemawat,  Professor  of  Global  Strategy,  IESE  Business  School 

■  Helge  Lund,  President  &  CEO,  Statoil 

Participation  is  by  invitation  only.  To  apply  to  join  the  debate  please  contact 

Sarah  Longland  on  +44  20  7960  2860  or  email  sarah@bwevents.com. 

To  see  the  full  program  or  for  further  information  please  visit  www.bwevents.com/elf. 
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090  BOOKS   HARDY  GREEN 


Are  B-Schools  a  Blight  on  the  Land? 

Harvard  Business  School's  Rakesh  Khurana  questions  whether  business  education  has  any  value 


Business  schools  have  long  been  haunted  by  an 
inverted  version  of  an  old  quip:  If  you're  so  rich, 
why  ain't  you  smart?  From  the  beginning,  admin- 
istrators and  donors  have  looked  more  favorably  on 
business  education  than  have  academics,  some  of 


whom  felt  it  did  not  deserve  a 
place  in  the  temple  of  higher 
learning.  In  1924,  when 
banker  George  F.  Baker  gave 
$5  million  to  Harvard  Busi- 
ness School,  The  Harvard 
Lampoon  devoted  an  entire 
issue  to  satirizing  the  insti- 
tution. A  poem  asserted: 

Great  Mammon  now  rules 
where  Minerva  did  reign 

And  her  silly  old  owl  has  no 
use  for  its  brain. 

Even  business  educators 
acknowledged  that  their  dis- 
cipline was  ill -defined  and 
lacking  in  standards.  That 
perception  prompted  a  25  - 
year  effort  to  make  B-schools 
into  genuine  professional 
institutions  in  the  mode  of 
law  and  medical  schools. 
In  the  end,  says  Harvard     , 
Business  School  professor 
Rakesh  Khurana,  the  effort 
failed.  More  profoundly,  he 
adds,  the  ruling  ideology  in 
B-schools  today,  which  holds 
that  managers  are  loyal  only 
to  themselves,  represents 
"a  thorough  repudiation  of 
professionalism." 

Khurana 's  From  Higher 
Aims  to  Hired  Hands  is  an 


important  and  surprisingly 
disparaging  look  at  business - 
school  education  in  the  U.S. 
from  the  late  19th  century  to 
the  present.  In  his  previous, 
celebrated  work,  Search- 
ing for  a  Corporate  Savior, 
Khurana  flayed  the  idea  that 
magnetic  leaders  could  boost 
corporate  bottom  lines.  In 
the  new  volume,  he  strikes 
closer  to  home,  concluding 
that  "fundamental  ques- 
tions exist  as  to  whether 
business  schools  retain  any 
genuine  academic  or  societal 
mission."  An  MBA  diploma, 
Khurana  says,  has  only  two 
functions:  It's  a  signal  to 
employers  that  grads  are 
committed  and  productive, 
and  it  provides  a  network  of 
contacts,  much  like  "an  ex- 
clusive fraternity  or  country 
club."  As  Khurana  supplies 
layer  upon  layer  of  evidence 
in  this  admittedly  dense 
work,  it  becomes  increas- 
ingly difficult  to  disagree 
with  his  conclusions. 

The  business  school  was 
born  in  the  late  19th  cen- 
tury, when  professions  from 
medicine  to  accounting  were 


Today's  B-schools,  Khurana  writes,  have  little 
function  beyond  providing  a  network  of 
contacts,  much  like  an  exclusive  country  club 


From  Higher  Aims  to  Hired  Hands: 
The  Social  Transformation  of 
American  Business  Schools 
and  the  Unfulfilled  Promise  of 
Management  as  a  Profession  by 
Rakesh  Khurana;  Princeton;  $35 

seeking  to  define  themselves 
better.  The  Wharton  School, 
established  in  1881,  was  the 
first  university-based  insti- 
tution devoted  to  business. 
How  could  such  schools  rise 
above  mere  vocationalism? 

That  question  prompted 
the  American  Association 
of  Collegiate  Schools  of 
Business  (AACSB)  to  pursue 
various  initiatives,  beginning 
in  1916,  that  would  attempt 
to  raise  educational  stan- 
dards. Meanwhile,  through 
the  1920s,  enrollment  and 
the  number  of  business 
programs  skyrocketed  as  did 
jobs  for  grads.  Then  came  the 
crash,  the  Great  Depression, 
and  ultimately  World  War  II. 

The  B-school  educa- 
tion that  emerged  after  the 
war  was  hugely  different. 
Business  was  adopting  new 
quantitative  tools— including 
cost -accounting  systems  and 
linear  programming— that 


had  come  out  of  the  milit 
New  thinking  emphasize 
managerial  expertise  not 
in  particular  fields  but  as 
general  skill— an  approac 
especially  apt  for  ever-rr 
numerous  conglomerate 
These  changes  increasini 
influenced  B-schools,  es 
daily  after  the  Carnegie 
Ford  Foundations  took  a 
role  in  shaping  programs 

Then  came  the  econor 
shocks  of  the  1970s.  Amo 
those  blaming  the  woes 
on  corporate  managers 
were  economists  out  oft 
University  of  Chicago  wli 
saw  them  as  self-interes^ 
barriers  to  the  maximiza  | 
tion  of  shareholder  value 
this  point  of  view  took  h< 
a  rising  number  of  stude; 
eschewed  managerial  po 
for  investment  banking  i 
consulting. 

For  the  schools'  histor 
managerial  mission,  onh 
the  coup  de  grace  remain 
That,  says  Khurana,  cam 
in  the  form  of  B  -  school 
rankings  first  published  i 
BusinessWeek  in  1988.  R; 
than  scholarship,  press 
rankings  stressed  such  c< 
mercial  criteria  as  gradu; 
number  of  job  offers  and 
starting  salaries. 

Whither  B-schools  nc 
Khurana  argues  for  "the 
reinvention  of  managem 
itself"  to  help  foster  virti 
such  as  "custodianship, 
and  responsibility."  Sour 
old-fashioned?  Often ,  it 
seems,  traditionalists  ca 
the  most  insistent  advoc 
of  change,  ibwi 
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Vignettes  from  real-life  Willy  Lomans. 

4rt    THE  SCIENCE  OF  GETTING  RICH  Wallace             10  I     6 
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explained  in  a  book  first  published  in  1910. 
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094   THE  WELCHWAY  JACK  &  SUZV  WELCH 


Negotiate  in  a  Cool,  Dark  Place 

Lessons  from  the  very  public  breakup  of  Joe  Torre  and  the  New  York  Yankees 


What  is  wrong  with  the  Yan- 
kees? How  could  they  stick  a 
manager  as  great  as  Joe  Torre 
with  such  a  raw  deal? 

Stephen  MacMillan 
BOSTON 

Since  we're  going  to  take 
issue  with  your  perspective 
in  a  paragraph  or  two,  allow 
us  to  begin  this  column  with 
some  points  of  agreement. 
First,  we  wholeheartedly 
agree  with  your  view  of  the 
Yankees.  The  ownership  de- 
serves the  Horse's  Rear -End 
of  the  Year  Award  for  its  han- 
dling of  Joe  Torre's  contract. 
Take,  for  instance,  George 
Steinbrenner's  ugly  and 
inhumane  "Win  or  You're 
Outta  Here"  pronouncement 
in  a  New  Jersey  paper  before 
the  team's  playoff  series  with 
the  Cleveland  Indians.  Aw- 
ful! Second,  we  agree  that  Joe 
Torre  is  a  star:  Who  else  can 
claim  four  World  Series  rings 
and  12  straight  post -season 
appearances?  He  also  hap- 
pens to  be  a  high -integrity, 
good -hearted,  first-class 
human  being,  deserving  of  all 
the  admiration  he  receives. 
But  did  the  Yankees  stick 
him  with  a  raw  deal?  No  way. 
A  very  reasonable  deal  is 
more  like  it.  The  offer  accu- 
rately reflected  the  market  - 
place;  with  a  $5  million  base 
salary,  Torre  would  still  be 


the  highest -paid  manager  in 
baseball.  And  with  a  $1  mil- 
lion bonus  for  every  playoff 
series  won,  it  reflected  the 
ownership's  priorities.  If 
the  Yankees  won  the  World 
Series  in  2008,  Joe  Torre 
stood  to  receive  an  $8  million 
payday,  more  than  any  other 
manager  by  a  factor  of  two. 
Sure,  you  can  debate  the  Yan- 
kees' choice  of  performance 
metrics,  given  the  role  luck 
seems  to  play  in  a  short  play- 
off series.  But  in  the  cold  light 
of  day,  you  really  cannot  call 
the  Torre  deal  any  of  the  epi- 
thets it  inspired,  from  "raw" 
to  "insulting"  to  "cruel." 

But  therein  lies  the  prob- 
lem. Joe  Torre's  deal  wasn't 
negotiated  in  the  cold  light 
of  day  but  under  the  hot 
glare  of  media  scrutiny— and 
because  of  that,  it  fell  victim 
to  an  all -too -common  dy- 
namic in  any  industry.  When 
negotiations  enter  the  public 
realm,  reason  exits,  emo- 
tion sweeps  in,  and  deals  get 
transformed  from  what  they 
should  be— best  all-around 
solutions— to  gladiator -like 
death  matches,  where,  at 
the  end,  one  side  gets  to 
proclaim  victory  and  the 
other  gets  cast  as  the  smote, 
humiliated  loser. 

Examples  of  this  destruc- 
tive phenomenon  abound  in 
business.  It  is  particularly 


Something  about  the  glare  of  the  media 
turns  contract  talks  into  gladiatorial  battles— 
with  winners,  lo$ers,  and  humiliation 


prevalent  in  labor  negotia- 
tions, as  they  almost  always 
play  out  in  the  press.  New 
York's  contract  dispute  with 
its  34,000  transit  workers 
in  2005,  for  example,  was  a 
main  stage  melodrama  if  ever 
there  was  one,  with  Mayor 
Michael  Bloomberg  pub- 
licly renouncing  the  union 
as  "thuggish"  and  the  union 
leadership  defying  court 


Did  Torre  say  no 
to  save  face? 

orders.  Finally,  as  always, 
the  adversaries  sat  down  at 
a  table  and  hammered  out  a 
settlement.  Please  note  that 
this  didn't  occur  until  after 
both  sides  signed  an  agree- 
ment not  to  talk  to  the  media. 

But  it's  not  just  broad- 
based  union  agreements  that 
get  stung  by  the  irrational- 
ity effect  of  media  scrutiny. 
Any  time  an  acquisition  fight 
falls  under  the  public  eye, 
competing  buyers  can  get  a 
little  wacky.  Suddenly,  it's 
not  about  buying  a  company 
at  a  reasonable  price,  it's 
about  who  will  be  declared 
the  winner  and  who  the  loser. 
The  result:  overpayment, 
sometimes  to  a  ridiculous 
degree.  Media  coverage  can 
also  muck  up  contracts  for 
big-ticket  items.  Airlines,  for 
instance,  are  masters  of  pit- 


ting companies  against  t 
other  when  they  shop  fo 
new  plane.  The  "winner 
the  order  may  get  to  cele 
its  big  business  headline 
but  it  then  has  to  spend  j 
clawing  back  the  lost  ms 
with  service  and  parts  ss 

The  sad  truth:  Some  0 
the  least  sensible,  most 
unfortunate  deals  we  kn> 
of  have  been  made  becai  i 
the  participants  felt  they 
to  save  face  before  a  wat( 
ing  world,  and  we'd  put  j 
Torre  smack  in  the  midd: 
of  that  category.  Again,  v 
respect  him  immensely, 
it  seems  he  let  all  the  attrt 
tion  override  his  rational 
thinking— replacing  it  wi 
gut-level  feelings  of  pric 
and  defiance.  It's  hard  to 
blame  him.  He's  only  hu: 
and  from  where  we  sit,  t] 
Yankees  ownership  start 
the  media  mess,  with  the 
appalling  public  threats. 

Sadly,  the  Torre  saga  i: 
over.  The  Yankees  have  IS 
a  great  manager,  and  tha 
manager  lost  a  great  job. 
the  lesson  of  those  event 
should  not  be  lost  on  an> 
in  business.  When  it  con 
to  negotiations,  conduct 
them  quietly,  quickly,  an 
private,  even  if  that  appr 
appears  to  cost  you  more 
the  end,  it's  worth  it.  1 BV' 

BUSINESSWEEK.COM    I 

Jack  and  Suzy  Welch  await  yoi 
questions.  E-mail  them  at  the\ 
way@businessweek.com.  For 
VIDEO  PODCAST,  go  to  busin 
week.com/search/podcasting 
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Fate  has  no  shortage  of  options  for  you. 
Fortunately,  neither  does  a  great  insurance  company 


Only  one  thing  is  certain— fate  never  stops  finding  new  ways  to  surprise 
To  make  sure  your  company's  insurance  stays  in-synch,  Travelers  works 
the  best  independent  agents.  Agents  who  truly  understand  your  busin 
Agents  who  offer  you  more  options  so  your  insurance  keeps  up  with  chanj 
exposures.  To  find  an  independent  agent,  visit  travelers.com.  And  be  rea 
for  whatever  fate  may  drop  in  your  lap. 


travelers.com 


TRAVELERS 


Insurance.  In-synch 


?Thc  h  mpanies,  Inc.  All  rights  reserved.  The  Travelers  Indemnity  Company  and  its  property  casualty  affiliates  One  Tower  Square,  Hartford,  CT  06183.  Products  subject  to  stati 
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things  these  days  are  more  comforting  than  dependable,  consistent  income. Talk  to  an  advisor  about  the 


ortunity  to  enjoy  attractive  income  month  after  month  with  Nuveen  Investments'  closed-end  funds.  With  more 


i  100  closed-end  funds,  Nuveen  Investments  continues  to  pioneer  new  and  innovative  ways  to  help  balance 


l:olios  and  help  investors  keep  more  of  their  hard-earned  money.  Learn  more  at  nuveen.com/cef.  As  always,  there 


isks  inherent  in  any  investment,  including  the  possible  loss  of  principal.  If  interest  rates  rise,  the  value  of  a  fund's 


folio  may  decline.  Closed-end  funds  frequently  may  trade  at  a  discount  or  premium  to  their  net  asset  value. 


NUVEEN 


Investments 


Smarter  ways  to  be  conservative? 


or  should  carefully  consider  the  Fund's  objective,  risks,  charges  and  expenses  before  investing.  For  an  annual 
prospectus  (when  applicable)  containing  this  and  other  information  about  Nuveen's  funds,  contact  your  advisor  or 
'  1-800-257-8787.  Read  this  information  carefully  before  you  invest  or  send  money.  ©2007  Nuveen  Investments,  Inc. 


WINNING 


Xerox  announces  color  prints  for  the  same  price  as 

black  and  white.  Now  with  the  Phaser*  8860,  making 

the  move  to  color  really  is  a  no-brainer.  Checkmate. 

Xerox  Color.  It  makes  business  sense. 


Black  and  white  prints  used  to  have  one  big 
advantage  over  color.  Cost.  But  now,  Xerox  levels 
the  playing  field  with  the  new  Phaser  8860  network 
color  printer.  It  prints  color  for  the  exact  same 
price  you've  always  paid  to  print  in  black  and 
white.  Print  speed  is  exactly  the  same  as  black 


Phaser' 8860 
Color  Printer 


and  white,  too:  30  ppm.  The  solid-ink  Phas- 
is  surprising  in  other  ways,  too:  it  saves  up 
on  color  consumables  over  3  years*  and  crea 
less  waste  than  typical  color  laser  printers.  J' 
shy  away  from  color,  embrace  it.  After  all,  it's 
any  budget  can  easily  accommodate.  Br 
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xerox.com/checkmate 
1-800-ASK-XEROX 
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A  SIGH  OF  RELIEF  ON  THE  STREET 

The  Fed  handed  the  markets  some  candy  on  Oct.  31, 
cutting  its  benchmark  rate  by  a  quarter  point,  to  4.5%. 
But  investors  who  count  on  a  December  gift  might 
be  disappointed.  Fed  governors  are  anxious  about 
inflation,  and  they're  hoping  the  economy  can  fight  off 
the  housing  slump  without  more  monetary  stimulus. 
The  rate -setting  committee  said  that  after  this  cut,  "the 
upside  risks  to  inflation  roughly  balance  the  downside 
risks  to  growth."  Although  growth  clocked  a  zippy  rate 
of  3.9%  in  the  third  quarter,  many  economists  think  the 
next  quarter  will  be  hard  put  to  generate  2%. 

□  "A  Halloween  treat  from  the  Fed"  businessweek.com/magazine 


O'NEAL'S  GOLDEN  EXIT 

Mess  up  big-time  on  Wall  Street, 
and  you  can  still  walk  away  with 
a  pile  of  money— make  that  a 
mountain.  Stanley  O'Neal  may  not 
like  the  way  Merrill  Lynch's  board 
showed  him  the  door  on  Oct.  30, 
soon  after  the  firm  took  a  $7.9 
billion  hit  on  its  exposure  to  bonds 
backed  by  subprime  mortgages, 
but  he's  leaving  with  $1 61  million 
in  restricted  stock,  options,  and 
retirement  benefits.  O'Neal  worked 
for  Merrill  for  21  years  and  was 
the  first  African  American  to  head 
a  major  Wall  Street  firm.  The  hunt 
is  on  for  a  successor  who  can  turn 
things  around. 
I BW I  PAGE  025  FaceTime 
□  "What  Merrill  needs  in  a  new  CEO" 
businessweek.com/magazine 


bigger  chunks  of  their  ever-fatter 
surpluses  into  euros,  sterling,  and 
other  currencies. 

B  "$93  oil:  Coming  to  a  gas  pump  near 
you"  businessweek.com/magazine 


DEBTS  THAT  DON'T  DIE 

Creditors  are  putting  pressure  on 
consumers  to  pay  debts  forgiven 
by  bankruptcy  courts,  Business- 
Week reveals.  Major  banks  often 
fail  to  update  credit  reports  to 
reflect  the  canceled  debt.  The 
abuse  is  fueled  by  the  growing 
secondary  market  for  bankruptcy 
debt,  where  banks  are  selling  ex- 
tinguished obligations  that  should 
have  no  value. 
BW  I  PAGE  044  "Prisoners  of  debt" 


PRICEY  OIL,  CHEAP  DOLLARS 

Have  oil  prices  and  the  greenback 
entered  a  vicious  circle?  Crude 
futures  shot  to  yet  another  record, 
$94.74  per  barrel,  on  Oct.  31 ,  as 
the  dollar  touched  a  new  low  of 
$1 .4504  against  the  euro.  Ana- 
lysts speculate  that  oil  producers, 
once  dollar  stalwarts,  are  moving 
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I  THAT,  CABLE  GUY 

who  live  in  apartments 
;oon  get  the  same  dizzying 
of  TV  choices  as  everyone 
The  FCC  on  Oct.  31  voted 
n  contracts  that  landlords 
ely  sign  with  cable  compa- 
effectively  offering  apartment 
ers  no  choice  among  cable, 
ite,  and  telecom  outfits  that 
:  deliver  their  TV  signals.  FCC 
man  Kevin  Martin  wants  to 
more  competition  to  cut 
prices  for  minorities  and  the 
who  often  live  in  apartments. 
ng  owners  argue  that  if  they 
3verage  to  demand  lower 
ates,  renters'  TV  bills  could 
lly  rise. 


SLE'S  WIRELESS  PLAN 

ion  the  ballyhooed  Google 
S,  which  Business  Week 
Hbed  in  its  Oct.  8  issue. 
Vail  Street  Journal  said  on 


Oct.  30  that  Google  is  primed 
to  release  details  in  the  next  two 
weeks  and  is  seeking  partnerships 
with  carriers  such  as  Verizon  Wire- 
less, T-Mobile  USA,  and  France 
Telecom's  Orange.  The  idea  would 
be  to  make  the  phone's  software, 
including  its  operating  system, 
open  to  developers,  allowing  them 
access  to  the  tools  needed  to 
build  features.  Such  an  open- 
ing would  be  a  breakthrough  in  a 
system  long  closed  to  anyone  but 
the  big  carriers. 


HE'S  VERY,  VERY,  VERY  RICH 

Move  over,  Carlos,  you're  no 
longer  the  wealthiest  mogul  on 
the  planet.  On  Oct.  30  the  title 
passed  to  Indian  industrialist 
Mukesh  Ambani,  thanks  to  the 
bull  run  on  the  Bombay  stock 
exchange.  Ambani,  the  top  share- 
holder in  Reliance  Industries, 
Reliance  Petroleum,  and  Reliance 
Industrial  Infrastructure,  now 
boasts  a  net  worth  of  $63.2  bil- 
lion. Mexican  tycoon  Carlos  Slim 
and  Bill  Gates  find  themselves 
relegated  to  second  and  third 
place,  respectively,  with  about 
$62.3  billion  each. 
□  business-standard.com 


IS  COUNTRYWIDE  CURED? 

Top  mortgage  lender  Countrywide 
Financial  on  Oct.  26  reported  its 
first  quarterly  loss  in  25  years, 
$1 .2  billion,  and  CEO  Angelo 
Mozilo  confirmed  that  the  SEC 
is  probing  his  stock  sales.  The 
share  price  promptly  soared  32%. 


HOUSING  FUNK 


S&P/CASE 
SHILLER 
HOME-PRICE 
INDEX* 


•5 
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OCT.  '04  AUG.  07 

•  ENCOMPASSES  20  U.S.  METROPOLITAN  AREAS 
Data:  Bloomberg  Financial  Markets 


Say  what?  Apparently  Mozilo's 
prediction  of  modest  profits  in 
the  fourth  quarter  and  for  2008 
gave  investors  hope  that  the  worst 
might  be  over. 

B  "Countrywide  rebounds  despite  big 
losses"  businessweek.com/magazine 


THE  UAW  VOTES  YES  AGAIN 

Two  down,  one  to  go.  The 
United  Auto  Workers  rank  and 
file  narrowly  ratified  the  deal  with 
Chrysler  that  calls  for  the  union 
to  take  over  management  of  its 
own  health  care.  Having  already 
settled  with  General  Motors,  the 
UAW  now  squares  off  with 
Ford,  the  most  banged-up  of 
American  carmakers.  Ford  wants 
the  same  health-care  package, 
plus  freedom  to  close  more  U.S. 
factories  in  favor  of  offshore 
plants.  Ford's  annual  U.S.  sales 
are  1 .3  million  units  below  what 
they  were  at  the  start  of  the  de- 
cade—equivalent to  the  output  of 
five  plants. 


Mukesh  Ambani 
tops  the  list  of 
richest  moguls 
with  a  net  worth 
of  $63.2  billion 
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HIDDEN  DANGERS 

The  carnage  on  Wall  Street— to 
date,  more  than  $35  billion  in 
writedowns  and  $220  billion  in  lost 
stock  value— may  be  spreading 
to  a  more  obscure  corner:  bond 
insurers  with  dangerous  exposure 
to  collateralized  debt  obligations, 
or  CDOs.  Anxiety  is  focusing  on 
two  firms,  MBIA  and  ACA  Capital. 
It  also  appears  that  Citigroup, 
already  trying  to  sustain  mortgage- 
linked  pools  known  as  SIVs,  is 
holding  an  additional  $20  billion 
batch  of  potentially  rotting  CDOs. 
I  BW  I  PAGE  029  "Wall  Street's  next 
worry"  PAGE  032  "Citi  may  have  a  new 
mess  on  its  hands" 


UBS:  BRACE  YOURSELVES 

The  numbers  didn't  come  as  a 
surprise,  because  the  Zurich  bank 
had  already  cautioned  investors 
and  fired  its  head  of  investment 
banking,  Huw  Jenkins.  On  Oct.  30 
it  reported  a  $716  million  third- 
quarter  operating  loss  due  to  $3.6 
billion  in  red  ink  at  the  fixed-income 
division,  largely  from  mortgage- 
backed  securities  gone  sour.  What 
did  shock  investors  was  a  warning 
that  more  pain  from  deteriorating 
securities  may  come  later  this  year. 


SOFTWARE  STANDOFF 

Oracle  has  run  into  a  bit  of  bother 
on  its  shopping  spree:  a  "No  sale" 
sign.  BEA  Systems  rebuffed  Ora- 
cle's $6.7  billion  buyout  bid  and  let 
an  Oct.  28  deadline  pass,  saying 
it  wants  $8.2  billion.  That  enrages 
activist  investor  Carl  Icahn,  who 
filed  an  Oct.  26  lawsuit  to  try  to 
force  a  BEA  shareholder  meeting 
on  a  sell-off.  For  now,  Oracle  has 
walked  away,  but  analysts  and 
bankers  say  it  could  return  to  the 
table.  The  uncertainty  could  also 
cause  BEA  customers  to  rein  in 
spending  and  erode  its  value. 
□  "BEA  or  Ellison:  Who  will  prevail?" 
businessweek.com/magazine 


TROUBLED  TURBOPROP 

Three  crash  landings  in  two 
months.  Makes  you  wonder  about 


the  plane,  right?  Scandinavian 
airline  SAS  finally  grounded  all  its 
Canadian-built  Bombardier  Q400s 
after  the  latest  incident,  a  landing 
gear  failure  in  Denmark  on  Oct. 
28.  No  one  was  injured,  but  it  was 
the  last  straw  for  SAS,  which  be- 
gan using  Bombardiers  in  2000. 
The  carrier  operates  27  of  the 
planes,  and  there  are  more  than 
1 60  in  service  around  the  world. 
Bombardier  says  there's  nothing 
wrong  with  the  aircraft. 


CHINESE  CRACKDOWN 

Beijing  doesn't  want  you  to  think 
it's  indifferent  to  the  countless 
recalls  that  have  dogged  its 
products  of  late,  from  lead-painted 
toys  to  poisonous  pet  food.  On 
Oct.  29  a  government  Web  site 
announced  that  774  people  have 
been  arrested  over  the  past  two 
months  as  part  of  a  crackdown  on 
makers  and  sellers  of  shoddy  and 
counterfeit  processed  food,  drugs, 
and  farm  products. 


CERBERUS  UNPLUGS 

Yet  another  private  equity  deal 
down  the  tubes:  Cerberus  Capital 
Management  on  Oct.  30  officially 
canceled  its  $6.2  billion  offer  for 
outsourcer  Affiliated  Computer 
Services,  citing  "poor  conditions  in 
the  debt  markets."  Cerberus'  dear- 
John  letter  says  that  if  a  board 
committee  charged  with  negotiat- 
ing the  deal  hadn't  dithered  so 
long,  it  would  have  gone  through. 


The  Wall  Street  Journal  reports 
that  major  shareholders  are  furious 
at  the  board. 


TRILLIONS  TO  SPEND 

The  newest  mega-players  in  global 
capital  markets  are  civil  servants 
who  may  have  more  on  their  minds 
than  making  money.  So-called 
sovereign  wealth  funds  such  as 
state-owned  China  Investment 
Corp.  already  wield  more  cash  than 
hedge  funds  and  are  moving  into 
riskier  assets  such  as  emerging 
market  stocks  and  private  equity 
firms.  U.S.  policymakers  such  as 
SEC  Chairman  Christopher  Cox 


A  Q400  mak 
an  emergen! 
landing,  abo 
Saks's  flags 
store,  below ' 


RANKING  COMPETITIVENESS 

The  U.S.  again  heads  this  year's  list,  and 
Scandinavian  nations  make  a  strong  showing 


2007  RANK 

2006  RANK 

U.S. 

1 

1 

Switzerland 

2 

4 

Denmark 

3 

3 
9 

Sweden 

4 

Germany 

5 

7 

Finland 

6 

6 

Singapore 

7 

8 

Japan 

8 

5 
2 

Britain 

9 

Netherlands                    10                          11 

Data:  Global  Competitiveness  Report  2007-08,  World  Economic 
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hat  so  much  money- 
trillion  and  rising  by  $1 
I  a  year— in  the  hands 
Tietimes-authoritarian 
nments  could  be  used  to 
ice  strategic  interests. 
'AGE  052  "The  new  financial 
weights" 


IT'S  GETTING  HOTTER 

tics  of  global  warming 
complain  about  inaccu- 
limate  models.  Trouble  is, 
models  have  frequently 
on  the  rosy  side.  To 
recent  report  finds  that 
2000,  greenhouse  gas 
have  risen  35%  higher 
nodels  predicted.  The 
ulprits?  Faster-than- 
oated  industrialization 
developing  world,  and 
orsening  health  of  forest 
cean-based  plant  life, 
hurts  the  earth's  ability 
;orb  C02. 

zeedings  of  the  National 
fny  of  Sciences 


IMPING  FOR  SAKS 

I  die  tycoon  Jon  Asegeir 
I  nesson  wants  to  bag 
wain  on  Fifth  Ave.:  Saks 
MWenue,  to  be  precise. 
lead  of  investment  firm 
fljr  Group,  with  interests 
fiil,  media,  and  prop- 
y  Iceland,  Britain,  and 


Scandinavia,  disclosed  the 
group  owns  an  8.5%  stake  in 
Saks.  Johannsesson  intends 
to  meet  with  Saks  executives 
to  discuss  an  offer,  possibly 
teaming  up  with  Dubai-based 
Landmark  Group. 


FREE  THE  BOURSES! 

It  doesn't  exactly  sound  sexy, 
but  the  Markets  in  Financial 
Instruments  Directive  (MiFID) 
could  heat  up  Europe's  mar- 
kets when  it  takes  effect  on 
Nov.  1 .  Almost  three  years  in 
the  making,  the  new  rules  will 
open  bourses  to  cross-border 
competition  and  let  financial 
outfits  sell  products  anywhere 
in  the  European  Union. 


AUSSIES  POWER  UP 

More  fallout  from  the  falling 
dollar,  perhaps.  Macquarie 
Infrastructure  Partners,  a 
U.S.  fund  run  by  Australia's 
Macquarie  Group  that  has 
been  plugging  into  various 
utility  plays  in  the  U.S.,  agreed 
on  Oct.  26  to  pay  $7.4  billion 
to  take  Puget  Energy  private. 
Puget  powers  1  million  homes 
in  fast-growing  Washington 
state.  Macquarie  and  its 
partners,  including  Canadian, 
Australian,  and  U.S.  investors, 
are  paying  shareholders  a 
25%  premium. 
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Palm"  Centro: 

After  $50  mail-in  rebate  with  new 
two-year  agreement  and  a  data  plan 
$25  or  higher. 

1-800-SPRINT-1  sprint.com/centro  I 


Fastest  claim  based  on  total  network  size  (sq.  miles)  multiplied  by  network  upload/download  speed 
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Other  Terms  Use  as  a  private  line  or  frame  relay  service  substitution,  service,  or  like  equivalent,  is  prohibited. 
Terms  &  Conditions  and  additional  restrictions  apply  Device  model  subject  to  availability.  May  not  be 
combinable  with  other  offers.  ©2007  Sprint  Nextel.  All  rights  reserved.  Sprint,  the  "Going  Forward"  logo, 
&  other  trademarks  are  trademarks  of  Sprint  Nextel.  Palm  and  Centro  are  trademarks  or  registered 
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APPLE  SHINES  AGAIN 

The  company  kept  up  its  remark- 
able run  by  releasing  Leopard, 
the  new  version  of  its  Mac  OS  X 
operating  system,  to  huzzahs  from 
critics  and  customers.  Leopard 
went  on  sale  at  6  p.m.  on  Oct.  26 
for  $1 29  as  an  upgrade,  or  $1 99 
in  a  version  licensed  for  up  to  five 
Macs  in  a  household,  and  by  the 
morning  of  Oct.  30,  Apple  said 
it  had  sold  more  than  2  million 
copies. 

I BW I  PAGE  119  "Apple's  Leopard  hits 
the  spot" 


EXXON  MOBIL'S  DAY  IN  COURT 

Remember  the  Exxon  Valdez? 
Eighteen  years  after  the  tanker 
fouled  Alaska's  Prince  William 
Sound  with  more  than  1 1  million 
gallons  of  oil,  the  Supreme  Court 
agreed  on  Oct.  29  to  review  a 
$2.5  billion  punitive  damage 
award  against  what  is  now  Exxon 
Mobil.  Rather  than  decide  whether 
the  amount— already  cut  in  half  by 
a  federal  appeals  court— violates 
the  Constitution,  the  justices  said 
they  will  weigh  whether  it's  appro- 


priate under  the  Clean  Water  Act 

and  maritime  law.  A  variety  of  busi- 
ness groups  urged  the  justices  to 
take  the  case. 


CHINA'S  LUST  FOR  LUXURY 

Affluent  Chinese  once  stocked  up 
on  fine  silks  and  porcelain.  Today 
it's  Italian  leather  handbags  and 
premium  cognac.  If  the  economy 
keeps  growing  at  its  breakneck 
pace,  China  will  soon  surpass  the 
U.S.,  Europe,  and  Japan  to  be- 
come the  world's  leading  market 
for  luxury  goods,  says  Bernard 
Arnault,  chairman  of  LVMH  Moet 
Hennessy  Louis  Vuitton,  in  an  in- 
terview with  Women's  Wear  Daily. 
B  wwd.com 


MORE  CUTS  AT  A  PHONE  GIANT 

Alcatel-Lucent  CEO  Patricia 
Russo  has  now  presided  over 
three  straight  quarters  of  losses, 
but  she's  not  the  one  who's  leav- 
ing. The  telecom-equipment  maker 
on  Oct.  31  said  it  lost  $492  mil- 
lion in  the  third  quarter,  more  than 
double  what  analysts  expected.  It 
will  lay  off  4,000  workers  on  top 
of  the  1 2,500  layoffs  announced 


in  February,  and  CFO  Jean-Pascal 
Beaufret  will  exit  in  a  few  weeks. 
The  latest  threat  to  Russo 's  turn- 
around effort:  The  fixed-line  phone 
and  broadband  business,  long  a 
star,  is  getting  pinched  by  slowing 
U.S.  homebuilding.  One  small 
consolation  is  that  Alcatel's  rivals 
aren't  doing  much  better. 
□  "Alcatel-Lucent:  Troubles  remain" 
businessweek.com/magazine 


CAR  TROUBLE 

Has  Ford  run  into  a  dead  end  in 
Romania?  That's  the  question 
posed  in  the  Nov.  6  cover  story 
of  BusinessWeek  Romania.  In 
July  the  American  carmaker  suc- 
cessfully bid  $57  million  for  the 
government's  stake  in  an  auto  plant 
in  Craiova.  It  also  pledged  to  plow 
close  to  $1  billion  into  the  op- 
eration over  the  next  four  years  in 
order  to  capitalize  on  double-digit 
growth  in  auto  sales.  But  the  deal 
is  on  hold  as  the  European  Com- 
mission looks  into  allegations  that 
the  Romanian  government  agreed 
to  erase  hundreds  of  millions  in 
debt  in  order  to  attract  buyers  for 
the  plant. 
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ON  GUARD  AGAINST  RECESSION 

All  signs  suggest  meager  growth— if  that— in  the  fourth  quarter,  with  little  improvement 
in  early  2008.  So  the  Fed  is  taking  preemptive  action 


The  goods  news:  The  government  says  the  economy  grew  3.9%  in  the  third  quarter.  The  bad  new: 
That's  the  last  of  the  good  news  on  growth.  In  the  fourth  quarter,  look  for  the  full  brunt  of  the  crec 
crunch,  the  latest  downturn  in  the  housing  slump,  $90-a-barrel  oil,  and  growing  caution  by  con- 
sumers and  businesses  to  take  their  tolls.  Most  economists  expect  growth  of  only  1%  to  2%  this  qi 
ter,  with  little  improvement  in  early  2008,  and  many  of  those  folks  have  their  fingers  crossed.  Tht 


risks  to  that  somber  forecast  are  almost 
all  to  the  downside. 

It  is  the  unknowns  that  prompted 
the  Federal  Reserve  to  take  out  some 
more  recession  insurance  on  Oct.  31  by 
lopping  a  quarter -point  off  its  target  in- 
terest rate,  bringing  it  to  4.5%.  Whether 
the  economy  will  be  derailed  by  the 
tighter  financial  conditions  caused  by 
the  mortgage-related  turmoil  in  the 
credit  markets  remains  the  biggest  un- 
known. Federal  Reserve  Chairman  Ben  S. 
Bernanke  and  other  influential  policy- 
makers have  noted  recently  that  in  times 
of  high  uncertainty,  strong,  preemptive 
action  may  be  the  right  policy  to  prevent 
broad  damage  to  the  economy. 

Credit  markets  are  stable  but  still 
fragile.  Through  Oct.  24,  the  volume  of 
asset  -backed  commercial  paper  out  - 
standing,  much  of  it  mortgage -related, 

SO  FAR,  DEMAND  OUTSIDE 
OF  HOUSING  HAS  HELD  UP 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


OVERALL 
DEMAND 
FOR  GOODS 
AND  SERVICES 

TOTAL  

EXCLUDING  RESIDENTIAL 
^7  CONSTRUCTION 

0  1 1 1 1 1 1 1 I I I 

05  06  07 

Data:  Bureau  of  Economic  Analysis,  Global  Insight 


1  5 


shrank  further  as  investors  continued  to 
back  away.  That  lack  of  funding  raises 
worries  that  banks  will  get  stuck  with 
more  problem  assets  that  would  erode 
their  balance  sheets  and  limit  lending. 
Banks  have  almost  certainly  tightened 
their  lending  standards  since  July;  the 
question  is  by  how  much.  The  Fed's 
quarterly  survey  of  senior  loan  officers, 
which  is  usually  released  in  early  No- 
vember, will  offer  an  important  indica- 
tion. Credit  is  the  lifeblood  of  business.  If 
credit  constraints  lead  to  any  retrench- 
ment in  corporate  spending  or  hiring,  the 
hit  to  the  economy  could  be  hard. 

The  Fed's  cut,  along  with  the  hefty 
3.9%  advance  in  last  quarter's  real 
gross  domestic  product,  offers  hope 
that  the  economy  will  muddle  through. 
The  GDP  data  show  demand  outside 
of  housing  has  held  firm  (chart) .  A 
sharp  drop  in  residential  construction 
subtracted  a  percentage  point  from 
GDP  growth.  Still,  consumer  spending 
posted  a  healthy  gain,  business  invest- 
ment rose  solidly,  and  an  export -driven 
narrowing  in  the  trade  deficit  made  a 
big  contribution. 

The  problem  is  that  the  third  quarter 
started  strong  but  finished  much 
weaker,  with  manufacturing,  hir- 
ing, and  confidence  on  the  wane.  The 
Conference  Board's  October  index  of 
consumer  confidence  dropped  for  the 
third  month  in  a  row,  to  a  two-year  low, 
partly  reflecting  job  worries. 

And  that  was  before  oil  hit  $90.  Regu- 
lar gas  was  up  100  per  gallon  nationally, 


to  $2.87  during  October,  with  high! 
prices  ahead.  Costlier  energy  willl 
deeply  into  consumer  purchasing  | 
this  quarter,  and  falling  home  pric- 
rob  household  wealth.  The  drop  in: 
Standard  &  Poor's  Case-Shiller  pr 
index  for  20  cities  accelerated  in  A1 
bringing  the  decline  since  the  July 
2006,  peak  to  4.5%.  That's  about  II 
what  most  analysts  ultimately  expp 

Business  confidence  is  also  slipi 
which  puts  capital  spending  and  ji 
gains  at  risk.  Companies  are  hesitt 
commit  money  to  new  projects.  0 
for  capital  goods  other  than  aircrc 
have  stagnated  since  April,  and  pi 
tion  of  business  equipment  has  m 
no  progress  since  July.  A  credit  sq : 
could  be  one  reason.  Yield  spread  I 
between  investment -grade  corpc 
bonds  and  riskless  Treasury  note.' 
gauge  of  investors'  risk  aversion,  1 
wide,  even  for  AAA- rated  compai 

Many  businesses  are  showing  § 
third-quarter  earnings;  they're  ji 
wary  about  spending  them.  Busir 
Week  data  on  738  companies'  pro 
of  Oct.  30  show  net  income  dowr 
from  a  year  ago.  But  excluding  14 
in  the  banking,  financial,  and  dur 
consumer -goods  industries  (whi 
eludes  homebuilders),  profits  are 

Amid  the  uncertainty  over  how 
housing  slump,  credit  crunch,  an 
costly  energy  will  play  out,  one  tl 
clear:  The  economy's  resilience  v 
sorely  tested  in  coming  months, ; 
Fed's  work  may  not  yet  be  done.  1 
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Wherever  your  company  and 
your  employees  are  heading, 
across  town,  the  country  or 
around  the  world,  we'll  be  there. 
We'll  be  there  with  all  the 
necessary  things  that  make  your 
transition  smooth,  effective  and 
efficient. 

Everything  from  online  apartment 
locating,  touring  services,  hotel 


reservations  and  car  rentals,  to 
the  world's  largest  inventory  of 
rental  furnishings  for  offices  and 
residences. 

CORT  helps  you  stay  flexible 
and  productive  in  the  constantly 
changing  environment  of  today's 
business.  And  we  do  it  seamlessly, 
with  single -point  accountability, 
with  our  hundreds  of  local 


delivery  and  customer  service 
capabilities  all  across  the  US 
and  in  over  50  countries  around 
the  globe. 

If  you're  reading  BusinessWeek]" 
chances  are  where  you're  heading 
is  up.  Fast.  And  CORT  can  help 
you  get  there.  As  our  boss  Warren 
Buffett  says,  "We'll  be  there." 


CORT 


Wherever  you're  heading, 
we'll  be  there. 

A  Berkshire  Hathaway  Company 


Visit  us  at  CORT.com  or  call  CORTIine  at  1-888-360-CORT  (1-888-360-2678)         CORT.com 


A  BALANCED  PORTFOLIO  CAN 
HELP  YOU  STAY  ON  COURSE. 


Time  and  again,  history  has  rewarded 
long-term  investors  who  take  the  concept  of 
diversification  seriously.  Franklin  Templeton 
Investments  is  especially  well  suited  for  such 
investors  because  it  offers  the  specialized 
capabilities  of  three  distinct  management  groups. 

Franklin,  a  leader  in  tax-free  and  other  fixed 
income  investing,  is  also  a  driving  force  in  U.S. 
equity  investing.  Templeton  is  a  pioneer  in  global 
investing,  with  offices  in  over  15  countries  around 
the  world.  And  Mutual  Series  specializes  in 
an  opportunistic  value  approach  that  strives  to 
limit  risk. 


For  more  information  about  how  our  unique 
structure  and  perspective  can  help  you  build 
a  truly  diversified  portfolio  covering  all  major 
asset  classes,  see  your  financial  advisor,  call 
1-800-FRANKLIN  or  visit  franklintempleton.com. 
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Fixed  Income  & 
Equity  Funds 

Global  Funds 
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You  should  carefully  consider  the  fund's  investment  goals,  risks,  charges 
and  expenses  before  investing.  You'll  find  this  and  other  information  in  the 
fund's  prospectus,  which  you  can  obtain  from  your  financial  advisor.  Please 
read  the  prospectus  carefully  before  investing. 
Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 
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(BUST  GLOBAL  TRADE: 
/IRTUOUS  CIRCLE 

Ties  Mehring/Charts  by  Laurel  Daunis-Allen 

)al  trade  is  booming.  Strong  worldwide  growth  and  a 
cer  dollar  are  spurring  U.S.  exports,  which  is  good  for 
ufacturing  employment  and  the  economy  overall.  At  the 
e  time,  demand  in  emerging  markets  is  being  fueled  in 
by  money  sent  home  in  remittances. 


Export  Employment  The  top  10  states  ranked  by 
number  of  workers  employed  in  manufacturing  goods 
for  export. 


THOUSANDS  OF  WORKERS     ILL. 
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er-Amencan  Development  Bank, 
?rwl  Fund  for  Agricultural  Development, 
ttion  for  Economic  Cooperation  & 
tent.  Institute  of  International  Finance 


Falling  Dollar,  Smaller  Deficits  The  trade  picture 
with  most  countries  is  brightening.  The  weakening 
greenback  is  providing  a  big  assist  by  making 
exports  cheaper  for  foreign  buyers. 


BILLIONS  OF  DOLLARS 
CHANGE  IN  U.S.  TRADE  BALANCE* 


A  BLUE  BAR  MEANS  U.S.  EXPORTS  WITH  COUNTRY  INCREASE 
MORE  THAN  IMPORTS,  COMPARING  THE  1 2  MONTHS  THROUGH 
AUG.  '07  WITH  PREVIOUS  1 2  MONTHS.  A  RED  BAR  MEANS  IMPORTS 
ROSE  MORE  THAN  EXPORTS. 
"INFLATION-ADJUSTED  ANNUAL  CHANGE  AS  OF  AUGUST  2007 
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THE  U.S.  ECONOMY  GETS  A  BOOST  FROM  ABROAD 

After  years  of  unfettered  growth,  America's  trade  deficit  is  shrinking,  providing  a  key  support  for  the 
economy.  The  chart  shows  volumes  of  trade,  stripping  out  price  changes. 


■97  '98  '99  '00 

•INFLATION-ADJUSTED  ANNUALIZED  RATES,  MEASURED  IN  2000  DOLLARS 

"POSITIVE  VALUES  MEAN  A  NARROWING  OF  THE  TRADE  DEFICIT  IS  ADDING  TO  THE  GROWTH  RATE  OF  INFLATION-ADJUSTED 
GROSS  DOMESTIC  PRODUCT 
Data:  Bureau  of  Economic  Analysis 


of  the  Week,  our  weekly  summary  of  market  data,  is  now  available  online.  Go  tobusinessweek.com/go/figures. 
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es  in  the  Chinese 
Timerce  portal  start 
ig  in  Hong  Kong.  The 
sany  reached  its  IPO 
of  $1.5  billion. 

|N  EQUITY 
:ERENCE 

Nov.  6-8 
"hird  Asian  Institu- 

Equity  Trading 
nit  takes  place  in 
iu.  Speakers  include 
Mobius  of  Franklin 
leton  Funds. 

SRE 

Nov.  6,  4:30  a.m.  EST 
insurer  announces 
quarter  earnings.  A 
hurricane  season 
d  help  profits,  but 
claims  could  lead 
/er  premiums. 

ER  DANIELS 
AND 

Nov.  6,  9  a.m.  EST 
griculture  company 
nts  first-quarter 
i.  Second-quarter 
were  strong, 
gh  high  corn  prices 
wer  ethanol  sales 
mping  profits. 

RVE  BANK 
ISTRALIA 

Mov.  6,  5:30  p.m.  EST 
ntral  bank  is 


expected  to  lift  interest 
rates  from  6.5%  to 
6.75%.  Future  hikes  are 
expected  with  a  strong 
economy  likely  to  stoke 
inflation  pressures. 

TOYOTA 

Tues.  Nov.  6,  10  p.m.  EST 
The  automaker  will  issue 
semiannual  results  for 
fiscal  year  2008.  On 
Oct.  27  at  the  Tokyo 
Motor  Show,  it  introduced 
the  1  /X  hybrid  concept 
car,  which  is  twice  as  fuel- 
efficient  as  the  Prius. 

U.S.  LABOR 
PRODUCTIVITY 

Wed.  Nov.  7,  8:30  a.m.  EST 
Productivity  growth 
in  the  third  quarter 
probably  topped  2%  at 
an  annualized  rate  for  a 
second  straight  quarter. 
Such  a  gain  could  begin 
to  ease  concerns  about  a 
slowdown  in  productivity 
after  weak  results  in  2006 
and  earlier  this  year. 

EUROPEAN  MONETARY 
POLICY 

Thurs.  Nov.  8 
The  Bank  of  England  and 
European  Central  Bank 
hold  monetary  policy 
meetings.  No  interest  rate 
moves  are  expected.  The 
BOE  is  looking  for  signs 
of  economic  fallout  from 


Toyota's  1/X 
hybrid  concept 
car  is  twice  as 
fuel-efficient 
as  the  Prius 


the  recent  financial  market 
turmoil,  while  the  ECB  is 
focusing  on  high  oil  prices 
and  inflation  pressures. 

EADS 

Thurs.  Nov.  8,  6  a.m.  EST 
European  Aeronautic 
Defense  &  Space,  maker 
of  Airbus  jets,  releases 
nine-month  earnings 
results.  The  company 
could  face  more  strikes  as 
the  jetmaker  proceeds 
with  its  restructuring  plan. 

SIEMENS 

Thurs.  Nov.  8,  10  a.m.  EST 
The  German  electronics 
and  engineering  group 
issues  fiscal  year  earnings 
and  may  also  announce  a 
management  shakeup. 

QUALCOMM 

Thurs.  Nov.  8, 4:45  p.m.  EST 
The  company  presents 
fiscal  fourth-quarter 
results.  On  Oct.  23  it 
unveiled  Gobi,  a  new 
mobile  Internet  technol- 
ogy that  should  be  on  sale 
in  the  spring  of  2008. 

U.S.  FOREIGN  TRADE 

Fri.  Nov.  9,  8:30  a.m.  EST 
The  September  trade 
deficit  probably  widened 
following  a  $57.6  billion 
gap  in  August.  Imports  are 
likely  to  rise  on  higher  oil 
prices.  iBWi 
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development  program?  Harvard  Business  School  Executive  Education  programs  are  specifically 
crafted  to  realize  the  leadership  potential  of  the  most  promising  individuals. 

Aim  high.  Expect  a  world-class  faculty,  a  global  mix  of  accomplished  peers,  and  an  immersive 
learning  experience  that  will  expose  you  to  the  latest  management  thinking.  Learn  more  at 
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r'S  SAFER  THAN  EVER 
0  GO  TO  WORK 


e  U.S.  workplace  might  be  the  safest  it  has  ever  been. 
Oct.  16,  the  Bureau  of  Labor  Statistics  reported  that 
lfatal  injuries  and  illnesses  in  private  industry  fell  in 
)6  to  4.4  per  100  full-time  workers— the  lowest  rate 
ce  the  agency  began  keeping  such  records  in  1972. 
d  the  fatal  injuries  rate,  at  3.9  per  100,000,  is  the 
rest  since  the  bureau's  fatality  census  began  in  1992. 
die  Peg  Seminario,  the  AFL-CIO's  safety  and  health 
ctor,  says  that  some  companies  fail  to  report  all 
lfatal  injuries,  the  National  Safety  Council  says  these 
ires  continue  a  general  decline  in  both  fatal  and  non- 
il  injuries  since  1945.  Better  accident  prevention  may 
>ne  reason  for  the  new  low.  Loss  of  factory  jobs,  the 
.ncil  says,  is  another.  -Peter  Coy 


HAPE-SHIFTING  SPAM 


e  a  mutating  germ,  the 
un  reaching  our  in-boxes 

change  shape  quickly.  This 
rimer  spammers  exploited 
ole  in  blockers'  defenses, 
bedding  billions  of  medica- 

and  stock -picking  ads 
Vdobe  PDF  e-mail  attach - 
nts.  In  late  July,  before 
ispam  software  learned  to 
ognize  them,  such  PDFs 
de  up  25%  of  all  spam, 
ording  to  Proofpoint,  a 

puter  security  firm.  By 
,  only  1%  of  spam  took  the 
of  PDFs.  The  latest  way 
erve  spam,  says  Proof - 
nt,  is  in  MP3  attachments. 

k  on  one,  and  an  electronic 

:e  promotes,  say,  penny 

:ks.  -Stephen  Baker 


WHAT  WOMEN  WANT 
-IN  THEIR  WHEELS 


Forget  damsels  in  distress.  About  1,000 
women  were  asked  by  LeaseTrader.com 
what  feature  they  wanted  most  in  a  car. 
Roadside  assistance,  considered  a  hot  sell- 
ing point  for  women,  was  picked  by  just 
0.4%.  A  GPS  navigation  system:  3%.  The 
top  answer  by  far  (62%):  fold-down  rear 
seats,  for  storage.  Just  how  no-nonsense 
were  the  responses?  The  biggest  vote- 


getter  (42%)  for  "least  useful"  feature: 
a  sunroof.  "Women  are  most  concerned 
with  getting  from  A  to  B  without  hassle," 
says  Joanne  Helperin,  editor  of  the  Driving 
Woman  blog  at  car  site  Edmunds.com.  Hel- 
perin is  surprised  safety  features  didn't  get 
more  votes.  (Antilock  brakes  got  1%).  Top 
priorities  of  women  on  her  site,  she  says, 
are  safety  and  reliability.  -David  Kiley 


GPS  ranks  low 
on  women's 
wish  lists,  as 
does  roadside 
assistance 
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NOW.  SOCIAL  NETWORKING  FRIDAYS 


Employees  at  Serena  Software  in  San  Mateo,  Calif.,  aren't  just  fooling 
around  with  Facebook.  On  Nov.  2  the  $255  million  business  applications 
company  launched  Facebook  Fridays.  The  idea  is  for  Serena's  staff  of 
900  (average  age,  41)  to  spend  an  hour  each  week  on  the  popular  social 
networking  site— updating  their  profiles,  collaborating  with  colleagues 
and  clients,  and  recruiting  for  Serena.  The  company  is  also  setting  up 
an  employees -only  group  on  Facebook  as  a  kind  of  alternative  corporate 
intranet  .The  portal  will  be  used  to  exchange  documents,  update  corpo- 
rate information,  and  share  marketing  videos.  Senior  Vice-President 
Rene  Bonvanie,  who,  with  CEO  Jeremy  Burton,  came  up  with  Facebook 
Friday,  says  some  staffers  considered  the  idea  frivolous  when  it  was  first 
proposed.  But  by  using  social  networking  seriously,  he  says,  "we  believe 
we  can  get  people  to  communicate  and  collaborate  more."  -Heather  Green 


WHY  HUGO 
HATES  HUMMERS 


OLYMPIC  GLITCH  IN  CHINI 


Remember  the  empty  seats  at  t 
2004  Summer  Olympic  Garnet 
in  Athens?  That's  not  going  to 
a  problem  in  2008,  when  Chin, 
(pop.  1.3  billion)  hosts  the  gam 
On  Oct.  30,  Chinese  who  didh 
get  lucky  in  an  earlier  round  of 
Olympic  seat  sales  (run  by  lot- 
tery) got  a  second  chance.  Sale 
started  at  9  a.m.  at  Bank  of  Ch 
branches,  on  the  Web,  and  by 
telephone.  But  after  selling  Q,( 
tickets  in  two  hours,  the  syster 
collapsed  under  heavy  demanc 
In  the  first  hour  alone,  Beijingv 
Olympic  Web  site  got  8  mil- 
lion hits  and  the  ticket  booking 
hotline  was  flooded  with  2  miL 
calls.  At  9  p.m.  the  Web  site  w.* 
still  apologizing,  promising  a  1 
ticket  sales  method  within  fivf. 
days.  -Chi-ChuTschang 


Venezuelan  President  Hugo  Chavez  has 
vowed  to  curb  imports  of  Hummers,  pro- 
claiming on  Oct.  8  that  the  luxury  car  is  an 
affront  to  his  revolution.  But  oil-rich  Ven- 
ezuela might  be  better  off  putting  a  dent  in 
all  domestic  car  sales,  not  just  the  General 
Motors  SUV.  Thanks  in  part  to  an  economic 
boom  fueled  by  government  spending, 
auto  sales  are  set  to  hit  a  record  400,000, 
from  228,000  in  2005.  The  downside: 
Gasoline  and  diesel  fuel  consumption 


has  doubled,  to  about  2.8  million  galloi 
daily— at  the  subsidized  price  of  l8<£  a  g 
Ion.  Given  Venezuela's  falling  oil  outpu 
this  points  to  less  oil  for  export— and  fe 
dollars  in  the  treasury.  As  for  Chavez'  a 
tack  on  pricey  car  imports,  to  be  moun 
by  limiting  access  to  dollars  used  for  lu 
goods,  might  it  be  motivated  by  embar 
rassment  ?  Many  of  the  500  Hummers : 
this  year  in  Venezuela  went  to  governrr 
officials.  -Peter  Wilson 
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N  SMITH 
l  THE  EXIT 
[:  MERRILL  CEO 
IAN  O'NEAL 


Win  Smith  doesn't  mince  words 
when  he  talks  about  the  culture  - 
crushing  reign  of  Stanley  E. 
O'Neal,  who  "retired"  as  Merrill 
Lynch  CEO  on  Oct.  30  follow- 
ing the  disclosure  of  $8.4  billion 
in  subprime- related  losses  and 
Kt  merger  overtures  to  Wachovia  .  There  are  those  on 
■treet  who  say  Smith,  the  son  of  one  of  the  founders  of 
Jill  Lynch,  Pierce,  Fenner  &  Smith,  has  had  a  bad  case  of 
■grapes  since  O'Neal  beat  him  out  for  the  top  job  in  2002. 
■h— who  worked  at  Merrill  for  almost  30  years  and  rose  to 
1  executive  vice-president  and  chairman  of  Merrill  Lynch 
■national— says  there  are  hard  feelings,  but  not  about  be- 
fcssed  over.  In  a  phone  call  from  his  redoubt  in  Vermont, 
Be  he  runs  his  own  investment  firm  and  Sugarbush  Resort, 
fHi  lamented  the  damage  done  to  "Mother  Merrill"  by  a 
fcted  man  set  loose  in  the  wrong  job. 


MARIA  BARTIROMO 

Didn't  the  old  guard  at  Merrill  have  the  knives  out  for 

O'Neal  ever  since  he  took  charge? 

WINTHROPH.  SMITH  JR. 

I  would  say  that  what  he  did  that  made  many  of  us 
non- supportive  was  to  publicly  castigate  Mother  Merrill 
without  understanding  what  Mother  Merrill  stood  for.  It 
was  really  a  culture  built  around  five  principles:  [Number 
one]  the  client's  interests  must  come  first.  Second,  one 
was  to  respect  one's  colleagues.  Third,  the  firm  relied  on 
teamwork.  Fourth,  you  had  a  responsibility  to  your  com- 
munities. And  fifth  was  integrity:  You  never  did  anything 
that  you  couldn't  read  about  on  the  front  page  of  The  Wall 
Street  Journal. 

I  don't  think  those  principles  were  something  Stan  em- 
braced or  articulated.  He  thought  Mother  Merrill  stood  for 
paternalism -softness -which  it  did  not  in  any  way. 
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Even  though  he  was  an  insider? 

He  was  not  an  insider,  really.  You  know, 
he  grew  up  in  the  financial  department 
of  General  Motors  and  came  over  in  the 
late  '80s,  I  believe,  to  the  high-yield  area. 
Momentarily  left  and  came  back.  Yes,  he 
was  there  for  a  period  of  time  but  never 
truly  understood  the  strength  of  the 
firm's  culture. 


Was  there  ever  any  resentment  of  O'Neal  related  to  his 
race? 

Absolutely  not. 

So  why  was  he  made  CEO?  David  Komansky  was  run- 
ning the  firm  before  O'Neal  was  named,  and  everybody 
expected  Stan  to  start  cutting,  cutting,  cutting. 

Stan  is  a  very  talented,  capable  person,  and  my  criticism  is 
really  that  he  did  not  take  time  to  understand  the  strength  and 
the  power  of  the  culture  he  was  inheriting.  And  I  think  that 
was  a  fatal  mistake  that  is  resulting  in  the  problem  today. 

So  he  came  in  and  started  cutting  people  without  recog- 
nizing their  talent  and  experience? 

After  9/11,  Merrill  had  gotten  fat,  a  little  bit  bloated.  But  its 
strategy  wasn't  flawed  in  most  of  our  opinions.  And  so  how  he 
went  about  [downsizing]  is  what  I  think  became  so  damaging. 
For  whatever  reasons  .hedecidedto  get  rid  of  a  lot  of  longevity, 
a  lot  of  memory,  and  I  think,  that  came  back  to  bite  him. 

Were  you  surprised  that  the  board  acted  so  swiftly  ?, 

If  someone  isn't  a  true  leader  and  the  troops  aren't  behind 
you,  they  may  be  fearful  to  speak  up  when  times  are  good.  But 
once  a  leader  trips,  that's  when  you  find  out  the  true  character 
of  the  person  by  who's  going  to  come  to  his  rescue.  And  I  don't 
think  anybody  came  to  his  rescue. 

He  totally  lost  the  support  of  the  board? 

And  the  employees  and  other  stakeholders. 

The  employees  are  a  very  important  point.  I've  heard  the 
brokers  were  very  upset  that  he  tried  to  do  a  deal  with 
Wachovia. 

There  would  have  been  tremendous  overlap  because,  remem- 
ber, Wachovia  is  really  Prudential-Bache  on  the  retail  broker- 
age side.  So  there  would  have  been  two  different  cultures 
coming  together,  and  I  think  that  was  upsetting  to  a  lot  of 
people  on  the  private -client  side  of  the  business. 

Another  mistake  he  made  was  saying  that  the  mortgage 
mess  wasn't  really  that  bad.  The  next  thing  we  know, 
there's  more  than  an  $8  billion  write-down.  And  this  is  a 
numbers  guy.  How  did  he  miss  this  ? 

I  have  no  idea. 

One  thing  that  keeps  coming  up  when  I'm  interviewing 
people  about  O'Neal  and  Merrill  is  that  he  may  have  been 
playing  a  lot  of  golf  during  the  subprime  meltdown. 
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'FOR  WHATEVER  REASONS,  HE  DECIDED  TO  GET  RID  [l 
A  LOT  OF  LONGEVITY.  A  LOT  OF  MEMORY,  AND  I THINI 
THAT  CAME  BACK  TO  BITE  HIM" 


Oh,  I  don't  know.  A  lot  of  people  criticized  [Bear  Stearns  CI 
Jimmy  Cayne  (page  102)  in  a  recent  article,  and  you  know,  I 
think  we  have  to  be  a  little  careful  about  being  too  critical.  I 
erybody  deserves  to  relax.  You  don't  want  a  CEO  necessaril 
being  overly  consumed  by  work  every  minute  of  the  day.  Bu 
he  was  playing  golf  when  he  should  have  been  at  work  deali 
with  the  issues,  shame  on  him. 

What  about  the  salary?  Did  people  feel  that  his  pay  was 
egregious? 

I  think  there  was  a  widespread  feeling  that  he  paid  himself 
egregiously,  yes.  On  the  other  hand,  he  didn't  really  pay  hin 
self.  He  might  have  influenced  it,  but  the  directors  ultimate 
were  the  ones  who  signed  off  on  the  compensation. 

Well,  that's  another  question.  Why  wasn't  the  board  fin 
aware  of  the  mortgage  problem? 

The  only  person  still  on  the  board  from  when  I  was  at  the  fir. 
only  a  few  years  ago  is  Aulana  Peters.  Everybody  is  new  to 
the  board.  So  again,  there  is  no  institutional  memory.  I  thin 
they're  very  smart,  capable  people,  but  do  they  understand 
the  business,  were  they  able  to  ask  the  probing  questions,  6 
they  have  the  history?  I  think  there's  a  question  mark. 

A  lot  of  people  say  that  for  Merrill  to  take  an  $8.4  bil 
lion  write-down,  there  must  be  more  to  come  in  the  net 
quarter.  What  do  you  think? 

I'm  not  an  insider  any  more,  but  my  guess  is  that  there  is  rr.. 
to  come  here. 

What  needs  to  be  done  now  to  win  back  employees,  invi 
tors,  credibility,  and  confidence? 

I  think  it  really  is  leadership  101.  You  have  to  institute  a  cul . 
ture  of  working  together,  get  rid  of  the  backbiting,  and  buil 
morale.  And  that,  I  think,  is  as  important  as  any  technical  5 
that  someone  may  bring  to  the  party. 

I  got  an  e-mail  from  someone  today  who  said:  "Look,  1 1 
know  you're  talking  to  Win  Smith.  He's  a  good  guy.  Bu  1 
just  know  that  when  Stan  was  chosen,  Win  wanted  the> 
job.  Maybe  that's  why  he's  upset  and  is  coming  out  andi 
talking."  What's  your  reaction? 

Would  I  have  loved  to  have  had  the  job?  Absolutely.  Would 
have  totally  supported  any  of  the  candidates  if  they  had  no 
maligned  Mother  Merrill  and  not  taken  the  firm  in  a  direct 
with  which  I  didn't  agree?  Absolutely.  So  no,  I'm  not  bittei 
just  do  not  agree  with  what  [O'Neal]  did,  and  I  certainly  dc 
agree  with  the  way  he  maligned  a  culture  that  had  worked 
almost  90  years. 

Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 
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getting  to  retirement  is  one  thing.  Having 
enough  money  to  enjoy  it  is  another.  That's  why 
at  The  Principal*  we  offer  many  ways  for  you  to 
maintain  a  steady  income  stream  well  beyond 
your  working  years.  From  IRAs  to  annuities  to 
mutual  fund  investments,  we  can  customize  a 


strategy  to  help  keep  your  nest  egg  growing, 
even  while  you're  tapping  into  it.  After  all,  why 

should  you  Stop  at  Retirement 

.  Investments 

retirement,  when 

Insurance 
you  can  shoot  for  Banking 

much,  much  more.        well  give  you  an  edges 


Financial 
Group 


To  learn  more,  contact  your  financial  professional  or  visit  principal.com 


©2006  Principal  Financial  Services,  Inc.  "The  Principal,"  "Principal  Financial  Group"  and  the  Edge  design  are  registered  service  marks  and  the  illustrated  character 
and  "We'll  Give  You  an  Edge"  are  service  marks  of  Principal  Financial  Services,  Inc.  Insurance  issued  by  Principal  Life  Insurance  Company.  Securities  offered  through 
Princor  Financial  Services  Corporation,  (800)  247-41 23,  member  SIPC,  and/or  independent  broker/dealers.  Securities  sold  by  a  Princor  Registered  Representative  are 
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Ross  EMBA  2005 


Jerry  White  is  a  leader  of  the  International 
Campaign  to  Ban  Landmines,  a  co-recipient  of! 
the  1997  Nobel  Prize  for  Peace.  Jerry  wanted  I 
to  take  his  work  to  the  next  level.  So  he  reachf  , 
for  a  Ross  Executive  MBA  and  applied  what  he 
learned  to  build  Landmine  Survivors  Network. 
Now  he  works  with  over  1,000  organizations  1 1| 
bring  healthcare  and  economic  opportunity  to  i 
survivors  of  armed  conflicts  around  the  world. 

Our  Executive  MBA  and  Executive  Education 
programs  prepare  you  to  lead  globally  diverse  | 
teams  and  build  organizational  cultures  that 
foster  innovation.  We  deliver  relevant,  applicabj 
education  to  high-potential  leaders.  We  call  it  ll 
action-based  learning.  It  works. 


s.  umich.edu/leammore 
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e  subprime  carnage  could  spread 
bond  insurance  firms 


By  Matthew  Goldstein 
An  exotic  form  of  bond  insurance  could 
be  the  next  hidden  hazard  to  blow  up  in 
the  global  credit  minefield.  An  obscure 
company  called  AC  A  Capital  might 
spark  the  explosion. 

The  carnage  on  Wall  Street  has  already 
been  brutal.  On  Oct.  30,  Merrill  Lynch 
ousted  CEO  Stanley  O'Neal  after  the 
bank  took  an  $8.4  billion  hit,  largely  from 
securities  backed  by  risky  home  loans. 
The  same  day,  UBS  cut  earnings  by  $3.6 
billion.  Citigroup,  which  has  suffered  its 
own  $1.6  billion  wound,  may  face  a  fresh 
billion -dollar  disaster  (page  32). 

Now  the  crisis  is  spreading  from  Wall 
Street  -which  has  taken  $35  billion  in 
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subprime  -  related  write  -  downs  and  lost 
more  than  $220  billion  in  stock  value— to 
a  less  well  known  corner  of  the  financial 
world,  that  of  the  bond  insurers.  These 
firms  sell  insurance  to  banks  and  other 
major  investors  for  bonds  backed  by 
mortgages  and  the  complicated  invest- 
ments that  hold  the  bonds,  known  as 
collateralized  debt  obligations  (CDOs). 
The  policies  are  designed  to  protect 
investors  in  case  the  securities  default. 
As  CDOs  grew  into  a  trillion- dollar 
business,  bond  policies  (called  credit  de- 
fault swaps)  became  a  lucrative  source  of 
revenue  for  companies  such  as  American 
International  Group  (AIG),  MBIA,  and 
Ambac  Financial  Group. 

INVESTOR  ANXIETY 

But  a  flurry  of  downgrades  on  mortgage - 
backed  securities  and  CDOs  has  started 
to  affect  insurers'  earnings.  Anxiety  has 
focused  on  ACA  Capital,  a  small  player 
with  big  exposure  to  CDOs. 

A  New  York  company  with  less  than 
$500  million  in  annual  revenue,  ACA 
has  just  $326  million  in  capital  for  po- 
tential payouts  if  the  CDOs  it  insures  go 
bad.  Yet  it  has  sold  coverage  worth  near- 
ly $16  billion,  with  most  policies  written 
for  CDOs  created  in  the  past  couple  of 
years.  Those  are  especially  problematic 
vintages  because  lending  standards 
grew  so  lax  in  2006  and  2007. 

Troubled  ACA  shareholders  have 
pushed  the  stock  price  down  80%  since 
the  start  of  the  year,  to  $3.46.  "The 
worry  is  that  they  are  going  to  get  hit 
with  all  these  losses  and  will  have  dif- 
ficulty making  good  [given  the  low  level 
of  reserves],"  says  Sean  Egan  of  Egan- 
Jones  Rating. 

In  an  e-mail,  ACA  says  its  "financial 
strength  and  capital  adequacy  are  at  the 
strongest  level  in  history.  That  was  rec- 
ognized the  other  day  when  Standard  & 
Poor's  confirmed  ACA's  single -A  rating 
and  Stable  Outlook,  acknowledging  that 
ACA  has  sufficient  capital  to  withstand 
losses  and  higher  capital  charges  on  our 
subprime  related  exposures." 


Exposure  totthe  CDO  market  is  hitting 
insurers*  earnings— and  could  force  one 
small  player  to  go  out  of  business 
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But  many  believe  the  subprime 
debacle  has  yet  to  run  its  course.  "There 
was  a  perception  that  the  worst  was 
over,"  says  Timothy  M.  Ghriskey,  a 
co-founder  of  the  $250  million  Solaris 
Asset  Management  in  Bedford  Hills, 
NY.  "But  there's  no 
question  this  is  going 
to  go  on  for  a  while." 
MBIA,  the  world's 
largest  bond  insurer, 
with  nearly  $3  billion 
in  revenues,  is  at  the 


NE 


O'Neal  was  out 
after  Merrill  took  an 
$8.4  billion  hit,  larger 
from  mortgage- 
backed  securities 


center  of  the  growii 
mess.  In  late  Octobt 
theArmonk(N.Y.)f 
announced  a  $36.6 
million  loss  for  the 
third  quarter.  MBIA 
blamed  markdowns 
CDOs  and  similar  si 
curities,  which  fore 
it  to  cut  the  value  ol 
policies  it  wrote  on 
those  products.  MB 
pointed  out  that  th< 
value  of  those  asset 
could  bounce  back. 
Meanwhile,  MBL 
and  its  rivals  may  h, 
to  set  aside  more  ca 
tal  to  cover  potentL'i 
losses  from  CDOs  0 1 
risk  a  possible  dowi 
grade  on  their  own 
corporate  debt.  On  i 
Oct.  29,  S&P,  which,  like  BusinessW&t 
is  a  unit  of  The  McGraw-Hill  Com- 
panies, announced  that  it  is  "review- 
ing new  data  in  order  to  test  the  bondi 
insurers'  ability  to  withstand  further 
subprime  stress,"  although  so  far  S&E 
sees  no  need  for  more  capital. 

Others  are  more  skeptical.  Kathleei 
Shanley,  an  analyst  at  bond  research." 
vice  Gimme  Credit,  says  it's  likely  the 
MBIA  will  need  to  raise  capital  to  kee]> 
AAA  rating,  given  the  insurer's  positi' 
"on  the  front  lines  of  the  credit  crime 
MBIA's  stock  has  fallen  23%  since  ear 
September,  which  could  make  it  more 
costly  to  raise  money. 

In  an  e-mail,  MBIA  says  it  "has  a  v 
healthy  capital  position  and  does  not 
foresee  the  need  to  raise  capital.  The  j 
company  also  believes  that  if  the  nee 
arises,  it  will  be  able  to  raise  capital." 
It's  difficult  to  assess  the  extent  0: 
the  danger.  Bond  insurers  argue  tha' 
the  worst-case  scenario— mass  CD( 
defaults,  forcing  tens  of  billions  in 
insurance  payouts— is  highly  remott 
given  the  limited  downgrades  to  dat 
Insurers  also  note  that  many  of  thei 
policies  provide  coverage  for  the  hig 
est -rated  slices  of  CDOs,  which  are 
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least  likely  to  default. 

But  those  are  exactly  the  CDO  seg- 
ments that  have  spooked  Wall  Street. 
Many  banks  haven't  been  able  to  sell 
the  securities,  which  are  low-yielding 
and  difficult  to  value.  This  situation 
prompted  the  writedowns  by  Merrill  and 
others  when  the  value  of  the  invest  - 
ments  collapsed. 

Insurance  issues  may  have  contrib- 
uted to  Merrill's  enormous  loss.  AIG 
was  once  one  of  the  biggest  CDO  insur- 
ers, selling  some  $79  billion  in  cover- 
age to  Merrill,  UBS,  and  other  banks. 
But  AIG  left  the  business  in  2005, 
around  the  time  subprime  lending 
standards  began  to  deteriorate.  When 
that  happened,  says  a  person  familiar 
with  Merrill's  insurance,  the  firm  had 
difficulty  finding  coverage  for  the  new 
CDOs  on  its  balance  sheet.  With  little 
insurance,  Merrill  felt  most  of  the  pain 
when  it  marked  down  the  securities. 
Merrill  declined  to  comment. 

AIG's  pullback  provided  ACA  with 
an  opportunity  to  expand  its  insur- 
ance business.  The  prospect  of  the 
tiny  insurer  now  failing  to  live  up  to 
its  promises  could  affect  a  wide  range 
of  banks — and  get  scary.  Banks  that 
bought  its  policies  would  have  to  take 
the  risk  from  CDO  assets  back  on 
their  balance  sheets,  prompting 
further  writedowns. 

ACA  won't  reveal  its  clients,  but  one 
is  Bear  Stearns,  one  of  the  biggest  un- 
derwriters of  C  DOs  and  home  of  the  two 
subprime -related  hedge  funds  that  im- 
ploded this  summer.  Bear  and  ACA  have 
close  ties.  In  2004  the  investment  bank's 
private  equity  arm  invested  $105  million 
in  ACA,  and  Bear  remains  the  company's 
largest  shareholder,  with  some  27%  of 
its  stock.  ACA  Chairman  David  E.  King 
is  a  senior  managing  director  at  Bear  and 
an  executive  vice-president  of  Bear's 
private  equity  group. 

A  recent  regulatory  filing  by  Bear 
reveals  that  in  March  and  again  in  May 
ACA  "entered  into  an  insured  credit 
swap"  with  a  Bear  affiliate.  The  precise 
nature  of  the  deals  couldn't  be  de  - 
termined,  although  a  person  familiar 
with  Bear  says  its  coverage  with  ACA  is 
"minimal."  Depending  on  various  banks' 
level  of  reliance  on  ACA,  the  insurer's 
policyholders  might  now  have  at  least 
some  reason  to  worry.  BWi 
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CITI  MAY  HAVE  A  NEW 
MESS  ON  ITS  HANDS 

Now,  the  bank  could  take  a  billion-dollar  hit  from  bad: 
debt  tied  to  the  CDO  commercial  paper  market 


By  David  Henry  and  Matthew  Goldstein 
One  of  the  most  maddening  aspects  of 
the  current  credit  -  market  crisis  has  been 
trying  to  get  a  handle  on  the  off-balance 
sheet  liabilities  at  Citigroup,  which  has 
already  disclosed  a  $1.6  billion  hit  from 
exotic  debt  investments.  In  this  account- 
ing shadowland,  nothing  is  certain.  Yet 


a  document  analysis  by  BusinessWeek 
suggests  that  Citi  may  face  a  fresh  bil- 
lion-dollar exposure  because  of  finan 
obligations  tied  to  the  commercial  pa] 
market,  a  critical  source  for  short -ter. 
financing. 

At  issue  are  those  wretchedly  nam 
collateralized  debt  obligations  (CDO 
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BONDS  BACKED  BY 

CONVENTIONAL 

MORTGAGES 


entities  that  issue 
securities  often  backed 
by  subprime  mortgages 
pooled  in  tranches  and 
sold  to  investors  based 
on  their  risk  toler- 
ance. These  culprits 
exploded  on  Merrill 
Lynch's  balance  sheet 
and  cost  Stanley  O'Neal 
his  CEO  job.  However, 
the  critical  issue  here  is 
Citi's  exposure  through 
financing  commitments 
to  about  a  dozen  CDOs, 
including  three  man- 
aged by  executives  of 
the  Bear  Stearns  hedge 
funds  that  cratered  this 
summer  amid  the  subprime  meltdown. 
Citi  garnered  fees  from  underwriting 
these  investments,  but  it  also  agreed 
to  cover  nearly  90%  of  the  financing 
backing  for  the  CDOs  if  the  commercial 
paper  market  seized  up — and  the  asset  - 
backed  segment  pretty  much  has. 
Just  to  be  clear:  This  exposure  by  Citi 


A  PROBLEMATIC  PORTFOLIO 

Citigroup  now  holds  debt  used  to  fund  certain 
collateralized  debt  obligations  (CDOs).  Here's 
a  look  inside  one  $5  billion  CDO 


PIECES  OF  — 
OTHER  CDOs 


Data:  June  8  trustee 
report  for  KLIO  II  CDO 


38% 


BONDS  BACKED 
BY  SUBPRIME 
MORTGAGES 
AND  HOME 
EQUITY  LOANS 


OTHER 


financial  products  in  the  news  called 
structured  investment  vehicles,  invest- 
ment pools  that  also  use  short-term 
funding.  Citi  has  a  huge  stake  in  the 
success  of  a  proposed  $80  billion  SIV 
megafund  to  resuscitate  that  market. 
Citi  set  up  many  SIVs,  yet  has  no  clear 
legal  obligation  to  cover  losses. 
However,  this  dozen  or  so  CDOs  in 


question  could  cost  Citi  dearly  in  the 
form  of  writedowns  and  future  earn- 
ings hits.  An  estimate,  based  on  the 
free  fall  in  asset  prices  that  whacked 
Merrill's  CDOs  and  the  hits  some  SI\ 
have  taken,  suggests  Citi  could  face  1 1 
billion  or  so  loss.  That  number  assun  1 
that  the  value  of  securities  backing 
the  $20  billion  has  fallen  15%.  (That': 
conservative,  given  the  20%  and  300, 
declines  reported  by  others.)  Do  the 
math,  and  you  get  a  $3  billion  loss.  C 
commercial  paper  obligations  cover 
most  senior  tranches  of  these  CDOs. 
Citi  is  on  the  hook  for  any  losses  abo 
$2  billion,  leaving  the  potential  $1  bi) 
exposure. 

Citi  declined  to  discuss  its  CDO  ex 
sure.  The  bank  has  yet  to  file  its  comr 
third -quarter  earnings  statement  wi 
the  Securities  &  Exchange  Commissi 
a  disclosure  that  may  shed  more  ligh 
It's  possible  Citi  might  have  hedged 
some  of  the  risk. 

It's  not  the  only  firm  that  may  be 
vulnerable.  A  handful  of  other  banks.: 
including  Barclays,  WestLB,  and  Ban 
of  America,  struck  similar  financing 
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I0W  A  BEAR 
TEARNS  CDO 
OULD  HURT 
ITIGROUP 


ingements.  WestLB  says  its  deal 
blems  are  resolved.  Barclays  and  B 

declined  to  comment.  In  all,  there 
roughly  $100  billion  worth  of  CDOs 

hich  banks  are  on  the  line  for  much 
ie  financing,  according  to  JPMorgan 
irrities —with  Citi  being  the  biggest 
'er.  "All  of  [this  commercial  paper] 
robably  back  on  someone's  balance 
it"  says  Kedran  Garrison  Panageas, 
Morgan  CDO  analyst.  "My  guess 


^^3k    Bear  Stearns 
*£g\     creates  a 
vS-""^      collateralized 

SM        Citigroup 

j^^.     Bear  uses  the 

W9      When  the 

O^     agrees  to 
^^%    provide 

TTJil      proceeds  from 
■ll     that  deal  to 

,^t4_    commercial 

^^r       paper  market 

debt  obligation  (CDO), 

backup  financing  for 

buy  $3.23  billion  worth 

dries  up,  Citi  must  loan 

which  sells  $3.6  billion  in 

the  paper  to  help 

of  high-yielding 

money  to  the  Bear  CDO 

short-term  debt,  or 

reassure  investors  that 

securities  for  the  CDO, 

so  it  can  continue  to  hold 

commercial  paper — 

the  debt  won't  default. 

including  subprime- 

its  investments.  If  the 

mostly  to  money-market 

related  ones  under- 

assets in  the  CDO  falter, 

funds. 

written  by  Bear  and  Citi. 

Citi's  loan  could  take  a  hit. 

is  there's  going  to  be  some  train  wreck 
here,"  adds  J.  Edward  Ketz,  a  Penn  State 
accounting  professor. 

Estimating  the  value  of  CDOs  is 
tricky,  given  that  they  are  complex, 
opaque,  and  rarely  traded.  That's  why 
many  people  judge  them  by  the  credit 
ratings  on  their  assets,  which  for  Citi's 
deals  were  almost  exclusively  AAA  and 
AA.  But  "just  because  a  CDO  portfolio 
hasn't  been  hit  with  a  lot  of  downgrades 
doesn't  mean  it  won't 
in  the  future  "says 
Douglas  J.  Lucas,  head 
of  CDO  research  at 
UBS. 

A  quick  survey  of 
the  structured  finance 


terrain  turns  up  bad  omens  for  Citi.  In 
mid- October  the  Rhinebridge  SIV— part 
of  the  collection  that  prompted  the  res- 
cue fund— reported  a  20%  decline  in  the 
value  of  its  assets  in  three  days,  yet  some 
89%  of  its  holdings  had  a  AAA  rating, 
according  to  S&P.  Meanwhile,  Merrill 
cut  the  value  of  its  AAA-rated  stakes  in 
CDOs  by  an  average  of  30%.  On  Oct.  30, 
Swiss  bank  UBS  increased  its  quarterly 
writedown  by  $700  million  from  what 
it  predicted  four  weeks  prior,  citing  the 
dropping  prices  of  CDOs  and  mortgage 
securities. 

Nonpublic  trustee  reports  reviewed 
by  BusinessWeek  for  two  Citi-backed 
CDOs  also  offer  a  rare  glimpse  into  the 
underlying  assets  of  such  portfolios. 
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A  close  look  at  the  holdings  for  KLIO 
II  Funding  and  KLIO  Ill-two  CDOs 
that  were  run  by  Bear  Stearns— shows 
that  about  40%  of  their  portfolios 
were  invested  in  securities  backed  by 
subprime  mortgages.  These  assets, 
and  KLIO  stakes  in  other  CDOs  such  as 
Knollwood,  Porter  Square  I,  and  Com- 
modore II,  could  be  ripe  for  downgrades 
in  the  future.  Complicating  matters, 
the  two  Bear  Stearn  hedge  funds  traded 
securities  with  at  least  one  of  the  KLIO 
CDOs.  Now,  Citi  may  have  to  fight  with 
creditors  of  the  bankrupt  Bear  hedge 
funds  over  the  CDOs'  assets— just  one 
more  cloud  over  Citi's  holdings. 

The  CDOs  backed  by  Citi  may  have 
a  better  pedigree  than  those  that  hurt 
Merrill.  They  were  assembled  mostly 
in  2004  and  2005,  when  mortgage 
lending  standards  were  stronger. 


Citi  may  have  to  fight  with  creditors  of 
the  bankrupt  Bear  Stearns  hedge  funds 
over  the  CDOs'  assets 


However,  delinquencies  on  mortgages 
from  2005  are  starting  to  climb.  S&P 
recently  cut  the  ratings  on  402  bonds 
backed  by  mortgages  that  were  issued 
in  the  first  nine  months  of  2005.  The 
CDOs  that  own  those  bonds  stand  to  be 
downgraded  next— potentially  setting 
off  a  chain  reaction  that  could  knock 
down  Citi's  CDOs.  For  example,  18% 
of  the  investments  in  Saturn  Ventures 
II  (a  CDO  that  Citi  underwrote  in  2004 
and  one  for  which  the  bank  agreed 
to  provide  backup  financing)  have 
been  downgraded,  according  to  UBS 
Research. 

Citi  earned  substantial  fees  on 
these  structured -finance  products. 
Those  KLIO  deals  that  Citi  underwrote 
brought  in  $22.3  million  in  underwrit  - 
ing  fees.  And  the  bank  also  collected 
fees  of  an  estimated  $40  million  a  year 
for  offering  backup 
funding  on  the  CDOs 
that  are  now  in  doubt. 
Now  it's  payback  time, 
and  this  could  mean  a 
world  of  earnings  pain 
for  Citi.  1 BW 1 


FOR  PRINCE,  TH 
PRESSURE  BUIL 


The  ouster  at  Merrill  is  fu< 
dissent  against  Citi's  chie 


By  Mara  Der  Hovanesian  and  Emily  Tt  I 

Scott  Armiger  has  been  a  patient  Ci 
shareholder.  For  five  years  the  mone1 
ager  at  Christiana  Bank  &  Trust  has 
the  stock,  and  for  five  years  he  has  I 
money.  But  despite  Citi's  massive  wi. 
and  looming  problems  from  exotic  n 
gage-related  securities,  he  won't  du 
holdings.  "If  we  check  out  now,  we  w 
they'll  get  rid  of  [CEO]  Chuck  Prince 
you'll  get  an  instant  20%  pop,"  says 
"We  are  just  waiting." 

The  swift  departure  of  Merrill  Lync< 
Stan  O'Neal  following  the  bank's  $8. 
loss  has  amplified  the  talk  that  Prino 
may  be  numbered.  It's  a  cloud  that  hsi 
over  Prince  for  months  as  Citi's  stod 
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d  to  underperform;  shares  have 
!25%  since  January,  compared 
'o  drop  for  similar  financials. 
;  fate]  indirectly  puts  pressure 
ti  board,"  says  a  financial-ser- 
sran  in  mergers  and  acquisitions, 
dy  thinks  there  is  more  bad  news 
Adds  Richard  D.  Steinberg  of 
)  Global  Asset  Management,  a  Citi 
'I  think  that  the  board  has  shown 
■ence  than  I  would  have  expected." 
dined  interview  requests,  as  did 


Despite  Prince's 
$2.1  billion  cost- 
cutting  program, 
Citi's  stock  has 
tanked 


several  independent  board 
members. 

Even  before  the  credit 
meltdown,  Prince  struggled 
to  kick-start  growth.  Citi's  U.S. 
consumer  banking  unit  lags 
its  peers,  while  the  credit- 
card  group  remains  flat.  At 
the  same  time,  expenses  are 
growing  faster  than  revenues. 

That  situation  has  been  a  sore  point  for 
Citi's  top  shareholder,  Prince  Alwaleed  bin 
Talal  of  Saudi  Arabia,  who  owns  almost  4% 
of  the  company's  shares  and  in  2006  was 
a  vocal  critic  of  Prince.  But  Alwaleed  has 
been  quiet  since  Citi's  move  at  the  start 
of  the  year  to  slash  $2. 1  billion  in  annual 
costs,  an  initiative  the  company  has  said 
recently  is  on  track. 

So  why  has  Prince  kept  his  post  while 
O'Neal  is  out?  In  contrast  to  O'Neal, 


Prince  has  made  some  deft  moves  in 
recent  weeks  that  observers  say  bought 
him  some  time.  For  one,  he  accurately 
forecast  on  Oct  1  that  third-quarter  earn- 
ings would  drop  60%  from  the  previous 
year.  By  comparison,  O'Neal  braced  his 
board  for  a  $4.5  billion  loss  in  Septem- 
ber—billions less  than  the  actual  dam- 
age a  month  later— and  tried  to  shop  the 
company  behind  directors'  backs.  Prince 
also  moved  swiftly  to  make  operational 
changes  after  Citi's  third-quarter  losses. 
On  Oct.  11  he  named  Vikram  S.  Pandit  as 
the  head  of  the  newly  formed  Institutional 
Clients  Group,  which  combines  invest- 
ment banking,  including  the  problematic 
mortgage-backed  securities  business,  and 
alternative  investments.  It's  a  move  that 
further  bolsters  the  prominence  of  Pandit, 
believed  to  be  an  heir  apparent  to  Prince 
since  joining  in  April  as  a  president. 

Despite  Prince's  quick  moves,  the  hasty 
retirement  of  O'Neal  has  emboldened 
some  critics  of  Prince.  Says  Armiger:  "At 
some  point  you  say,  'Maybe  it's  not  the 
players,  it's  the  coach.'"  ibwi 
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SO  MANY  ADS, 
SO  FEW  CLICKS 

Can  more  targeted  pitches  on  Facebook  and  other  sites 
reverse  the  shrinking  response  to  online  ads? 


By  Catherine  Holahan 
In  June,  Luke  Mitchell's  student  mar- 
keting service,  Reach  Students,  ran  a 
series  of  Web  ads  to  promote  an  offer 
from  a  major  parcel  delivery  service. 
The  timing  seemed  perfect:  just  when 
college  students  decide  whether  to  store 
belongings  for  the  summer  or  ship  them 
home .  So  did  the  placement — on  the 
Facebook  social  network,  where  stu- 
dents hang  out  for  hours.  Yet  when  the 
results  rolled  in,  Mitchell  was  stunned: 
Only  0.04%  of  those  people  who  got  the 
ads  on  their  screens  bothered  to  click 
on  them.  He  had  expected  at  least  1%  to 
respond.  "We  had  just  a  handful  of  users 
come  to  the  site,"  he  says. 

The  truth  about  online  ads  is  that 
precious  few  people  actually  click  on 
them.  And  the  percentage  of  people 
who  respond  to  common  "banner  ads," 
the  ubiquitous  inter;  ctive  posters  that 
run  in  fixed  places  on  sites,  is  shrinking 
steadily.  The  so-called  click-through 


rate  for  those  ads  on  major 
Web  destinations  such  as 
Yahoo! ,  Microsoft,  and 
AOL  declined  from  0.75% 
to  0.27%  during  2006,  ac- 
cording to  Eyeblaster,  a  New 
York-based  online  ad  serv- 
ing and  monitoring  firm.  It 
says  that  last  March  the  av- 
erage click  rate  on  standard 
banner  ads  across  the  whole 
Web  was  0.2%.  This  reflects 
a  surge  in  new  ads  and  Web 
pages,  fueled  by  the  rise  in 
social  networks. 

Click- through  rates  have 
been  declining  for  years. 
The  novelty  of  Web  ads  that 
helped  fuel  higher  respons- 
es in  the  beginning  has  worn 
off  as  online  marketing  hit 
the  mainstream.  That  explains  much  of 
the  froth  around  Internet  acquisitions 
these  days.  Google,  Microsoft,  and  oth- 
ers are  spending  billions  to  buy  advertis  - 
ing  networks  and  develop  systems  that 
enhance  their  ability  to  deliver  ads  to  the 
people  who  are  most  likely  to  respond. 


SOMETHING'S 
NOT  CLICKING 

The  rate  at  which  users  click  on  ads 
at  big  Web  portals  is  steadily  falling 


06 1  II 

Data:  Eyeblaster,  eMarketer 
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The  latest  phase  in  such  ad  targetin 
will  begin  on  Nov.  6,  when  Facebook 
is  expected  to  explain  how  it  will  help 
pinpoint  users  who  are  most  likely  to 
be  interested  in  what  marketers  are 
selling.  Facebook  has  revealed  little 
of  its  plans.  But  Erik  Qualman,  head 
of  marketing  for  Travelzoo,  an  online 
travel  outfit  that  sponsors  a  travel 
group  on  Facebook,  thinks  the  site  wi] 
allow  targeting  based  on  demographic 
profiles  and  interests  that  users  reveal 
about  themselves. 

NUMBING  EFFECT 

If  a  user  says  on  his  Facebook  profile 
he  is  interested  in  football  and  attends 
Harvard  Business  School,  he  might  get 
ads  for  New  England  Patriots  tickets. 
"Social  networks  have  great  insights  ii 
their  users,"  says  Mike  Walrath,  CEO 
of  Right  Media,  an  ad  outfit  bought  by 
Yahoo  that  works  with  social  sites.  "Tl 
more  targeting  options  that  are  availat 
to  a  social  network,  the  more  likely  the 
are  to  be  able  to  get  better  prices." 

To  some  extent,  declining  click  rate«' 
reflect  how  Web  users  are  getting  nun  j 
to  the  least  sophisticated  Web  come- 
ons.  That's  bad  news  for  advertisers, 
who  increasingly  pay  based  on  the 
number  of  banner  ads  served  up,  not  t 
clicks  they  draw.  Response  is  especiali 
low  on  sites  with  Web  -  sawier  audi- 
ences, such  as  social  networking  sites 

Of  course,  not  everyone  is  happy  wi 
the  move  toward  targeted  ads.  On 
Nov.  1,  the  Federal  Trade  Commis- 
sion was  to  begin  hearings  related  to 
consumer  privacy  and  online  advertis 
ing.  Consumer  advocacy  groups  hope 
the  FTC  will  restrict  the  amount  of  dcM 
companies  such  as  Google  and  Yahoo 
can  collect  and  use  to  make  ads  more 
relevant.  Web  advertisers  say  they  are 
adopting  ways  to  protect  users'  data. 

But  as  responsiveness  declines,  ad 
targeting  grows  more  attractive.  Mar- 
keters see  increases  of  30%  to  300% 
in  click  rates  when  ads  are  customize! 
based  on  criteria  such  as  the  loca- 
tion, content  of  Web  pages  visited,  or 
information  researched  on  search  en- 
gines. Kevin  Lee,  co-founder  of  searc 
marketing  firm  Didit,  says:  "Targetin 
will  come  in  to  rescue  all  forms  of  dig:  | 
advertising."  1  bw  1 
-With  Robert  D.  Hofin  San  Mateo,  Cc 
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It's  more  than  an  MFP.  It's  a  portal  to  effortless  growth 
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irhe  MX-Series  with  Sharp  OSA™  technology. 

he  MX-Series  is  your  portal  to  a  world  of  information.  Now  you  can  retrieve  documents  from 
-our  network  and  search  the  Internet  right  from  the  MFP,  thanks  to  the  revolutionary  Sharp 
pSA  technology.  Sharp  OSA  enabled  MFPs  customize  to  the  way  you  work,  so  they  grow 
vith  your  business.  No  wonder  Sharp  MFPs  won  BLI's  "Color  Copier  Line  of  the  Year"  and 
IT-friendly"award  in  2006. The  MX-Series  is  more  than  a  multifunction  product,  it's  a  multifunction 
jortal.  To  learn  how  Sharp  MFPs  can  improve  your  productivity,  visit  sharpusa.com/documents 
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AMERICA'S 
ANGRY  PATIENTS 


They  pay  more,  wait  longer  to  be  seen,  and 
suffer  a  higher  rate  of  medical  mistakes 


By  Catherine  Arnst 

Politicians  often  boast  that  the  U.S. 
has  the  best  health -care  system  in  the 
world.  Patients  apparently  disagree. 
According  to  a  new  survey  published 
on  Nov.  l  in  the  journal  Health  Affairs, 
a  third  of  Americans  believe  the  U.S. 
health -care  system  needs  to  be  rebuilt 
completely— double  the  percentage 
who  want  a  dramatic  overhaul  in  the 
six  other  nations  polled.  And  the  U.S. 
ranked  dead  last  out  of  the  seven  coun- 
tries when  residents  were  asked  if  only 
minor  changes  were  needed. 

The  Commonwealth  Fund,  a  non- 
profit that  studies  health-care  issues, 
surveyed  12,000  adults  in  Australia, 
Britain,  Canada,  Germany,  the  Nether- 
lands, New  Zealand,  and  the  U.S.  in  an 
effort  to  get  a  handle  on  actual  patient 
experiences  and  perceptions.  "There 
are  lessons  to  be  learned  from  looking 
abroad,"  says  the  study's  authors.  "This 
survey  shows  that  patients  in  the  U.S. 
are  frustrated  by  high  costs  and  a  com- 


plicated health-care  system." 

All  the  countries  surveyed 
except  the  U.S.  have  universal 
coverage— and  the  other  six 
spend  about  half  as  much  of 
their  GDP  as  the  U.S.  does 
on  health  care .  Americans 
also  pay  more  out  of  pocket 
for  health  care,  with  30% 
of  U.S.  respondents  having 
spent  $1,000  or  more  over  the 
past  year.  The  percentage  of 
patients  laying  out  that  much 
in  the  other  six  nations  ranged 
from  4%  (Britain)  to  19% 
(Australia). 

U.S.  residents  were  about  as  confi- 
dent as  those  of  other  nations  that  they 
would  get  high-quality  care  and  the  best 
drugs  and  medical  technology,  though 
the  Netherlands  scored  highest  in  all 
three  categories.  But  speedy  access  to 
doctors  is  another  matter:  51%  of  U.S. 
patients  said  they  could  not  get  an  ap- 
pointment the  same  day  or  the  next  day 


The  U.S.  also  hi 
the  worst  infan I 
mortality  of  the* 
nations  assess.: 


when  they  were  sick 

The  U.S.  scored 
poorly  on  another 
count.  About  a  third 
of  Americans  surveyed  suffered  medin 
mistakes — the  highest  rate  of  the  seve 
nations.  That  could  be  because  the  U., 
ranked  last  when  it  comes  to  doctors  . 
having  access  to  patients'  medical  re- 
cords at  the  time  of  a  visit.  1 BW 1 


HOW  U.S.  HEALTH  CARE  STACKS  UP 


AUSTRALIA  BRITAIN 


CANADA  GERMANY       NETHERLANDS    NEW  ZEALAND  U.S. 


Health-care  spending 
as  a  percent  of  GDP 

Life  expectancy 
in  years 

Infant  mortality  per  1 ,000 
births 


System  needs  to  be  rebuilt 
completely 

n    Have  experienced  medical 
?    mistakes  in  past  two  years 

S    Appointment  the  same  day 
or  next  day  when  sick 
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Data:  Commonwealth  Fund,  Centers  for  Disease  Control 
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£g|  SCHOOLBUS 


!'  ;>ol  buses  may  still  be  the  best  way  for  our  children  to  get  to  school 
I    day.  But  what  if  these  buses  could  be  healthier  for  everyone  on 
id?  BASF  diesel-emission  control  technologies  provide  proven 
effective  ways  to  retrofit  diesel  buses  and  reduce  harmful  exhaust 
sions.  It's  simply  one  of  the  smartest  things  we  can  do  today  for 
'ilthier  tomorrow.  Learn  more  at  basf.com/stories 
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SOTHEBY'S 
SURPRISING  SIZZLE 

Hedge  fund  collectors  have  taken  a  hit,  but 
international  buyers  are  pouring  into  the  art  market 


By  Jessica  Silver-Greenberg 
When  the  credit  bubble  popped  this 
summer,  many  believed  that  the  art 
bubble  inevitably  would  burst  as  well. 
Premier  auction  house  Sotheby's,  which 
more  than  doubled  its  revenues  from 
$317-3  million  in  2003  to  $664.8  million 
in  2006,  seemed  poised  to  fall. 

But  a  funny  thing  happened  on  the 
way  to  catastrophe:  prosperity.  Since 
mid-August,  Sotheby's  stock  has 
climbed  45%,  to  54.17.  Whatever  rev- 
enues the  auction  house  may  have  lost 
from  Wall  Street  collectors  have  been 
more  than  offset  by  sales  to  interna- 
tional buyers.  Privately  held  archrival 
Christie's  International,  the  other 
globally  dominant  player,  does  not 
report  earnings. 

Heading  into  the  mid-November  New 
York  contemporary  art  auctions-the 


A  good  sign;  SaJesa^London's  fall 
auctions  of  contemporary  art  were  three 
times  higher  tftaj^tesfcyear's 
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bellwether  events  that  attract  the  most 
glamorous  crowds,  the  highest  bids, 
and  the  most  media  attention— the  art 
market  appears  to  be  holding  up.  Sales  at 
the  recently  completed  fall  auctions  for 
photography,  to  take  just  one  example, 
exceeded  the  high  end  of  the  presale  es- 
timate range.  Although  some  hedge  fund 
managers  have  lost  lots  of  money  over 
the  past  few  months,  it  turns  out  that 
this  group  may  not  have  played  as  big  a 
role  in  supporting  the  art  market  as  was 
widely  believed.  "It's  an  entirely  New 
York -centric  view  that  the  hedge  funds 
and  New  York  money  are  driving  this 
market,"  says  George  Sutton,  who  tracks 
Sotheby's  for  Craig-Hallum  Capital. 

Instead,  the  lift  is  being  provided  by 
art  lovers  in  Europe,  Asia,  and  else- 
where. "The  art  market  is  increasingly 
global,"  says  William  Ruprecht,  CEO  of 
Sotheby's.  Recent  fi- 
nancial tremors  "have 
not  had  a  meaningful 
influence  on  Rus- 
sian wealth,  Chinese 
wealth,  or  most  of  our 
principal  customers." 


In  August,  as  fears  escalated 
about  how  the  credit  crunch 
would  affect  the  art  market,  Ru- 
precht commissioned  an  inform 
study  of  Sotheby's  top  500  buye 
over  the  past  five  years.  He  foun> 
that  less  than  10%  were  collecto 
with  financial -services  wealth. 
The  increasingly  global  profil 
of  the  collecting  community 
was  visible  during  Sotheby's 
Oct.  12  auction  in  London— this 
fall's  first  big  contemporary  art  »% 
sale— which  had  been  nervously  ^ 
anticipated  by  auction  house 
executives,  collectors,  gallery    a 
owners,  and  artists.  It  was  a  success:    I 
84%  of  the  works  sold,  and  overall  sale 
were  three  times  higher  than  last  year,  j 
Only  17%  of  the  buyers  were  America 
compared  with  33%  or  more  in  previ- 1 
ous  years,  according  to  Francis  Outred  j 
head  of  evening  contemporary  sales  atj 
Sotheby's.  He  adds  that  38%  of  pur- 
chasers came  from  Continental  Europi 
22%  from  Britain,  6%  from  the  Middle! 
East,  6%  from  Asia,  and  11%  from 
elsewhere.  "While  there's  a  weaknessii 
the  mortgage  market,  there's  an  infinili 
amount  of  demand  from  other  wealth,! 
says  Hallum's  Sutton. 

That's  the  optimistic  case,  coming | 
from  an  analyst  who  thinks  Sotheby's ' 
stock  will  increase  by  an  additional  10 
before  the  end  of  the  year.  But  history- 
gives  cause  for  concern.  Financial  cris 
have  not  immediately  triggered  art 
market  crashes.  In  fact,  the  art  marke 
rose  for  two  years  following  the  1987  " 
stock  market  meltdown,  then  droppei 
precipitously.  During  that  collapse, 
plenty  of  once  trendy  art  could  not  be> 
sold  at  any  price. 

If  such  a  panic  recurred  this  year, 
Sotheby's  would  be  in  trouble.  It  has 
provided  sellers  with  a  record  numbeaj 
of  guarantees ,  which  assure  consign-  j 
ors  of  a  minimum  price  while  giving 
the  auction  house  a  share  of  the  profit  J 
after  that  minimum  is  reached.  Of  then 
contemporary  art  scheduled  to  be  soli' 
in  New  York  in  November,  78%  has  a  1 
minimum  price  guarantee.  But  Rupreii 
professes  not  to  worry:  "I  would  not  1 
say  that  the  laws  of  gravity  have  been!1 
repealed  for  Sotheby's,  but  it's  fair  to  j 
that  the  credit  crunch  in  New  York  hfl 
not  affected  the  market."  IBWI 
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PRISONERS 
OF  DEBT 


By  Robert  Berner 
and  Brian  Grow 


The  fresh  start  promised  by  bankruptcy  is  under  attack 
as  big  lenders  keep  sqeezing  money  out  of  consumers 
whose  debts  were  canceled  by  the  courts 


In  a  financial  version  of  Night  of  the  Living  Dead,  debts  for- 
given by  bankruptcy  courts  are  springing  back  to  life  to  haunt 
consumers.  Fueling  these  miniature  horror  stories  is  an  un- 
likely market  in  which  seemingly  extinguished  debts  are  avidly 
bought  and  sold. 

The  case  of  Van  Rathavongsa  illustrates  how  canceled  debts 
regain  vitality.  The  Raleigh  (N.C.)  factory  worker  pulled  him- 
self out  from  beneath  a  mountain  of  bills  by  means  of  a  bank- 
ruptcy proceeding  that  wrapped  up  in  2002.  One  of  the  debts 
the  judge  canceled,  or  "discharged,"  was  $9,523  Rathavongsa 
owed  to  Capital  One  Financial,  the  big  credit-card  company. 
But  Capital  One  continued  to  report  the  factory  worker's  dis- 
charged debt  to  credit  bureaus  as  a  live  balance,  according  to 
documents  filed  in  U.S.  Bankruptcy  Court  in  Raleigh. 

This  kind  of  failure  by  creditors  to  update  credit  reports 
happens  with  some  frequency,  consumer  lawyers  and  court - 
employed  bankruptcy  trustees  say.  And  it  can  have  conse- 
quences: In  September,  2003,  when  Rathavongsa  tried  to  close 
on  a  $274,650  mortgage  for  a  new  house,  his  would-be  lender, 
Wachovia,  said  he  would  either  have  to  pay  Capital  One  or  show 
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proof  from  the  credit  -  card  company  that  the  debt  had  been  d 
charged.  Despite  several  calls  and  a  letter  from  his  attorney, 
says,  Capital  One  never  revised  the  credit  report.  To  obtain  t 
home  loan,  Rathavongsa  eventually  did  what  many  consume 
in  this  situation  do.  He  gave  in  and  paid  Capital  One  $9,523' 
no  longer  legally  owed. 

'HAPPENS  ALL  THE  TIME,  YOUR  HONOR' 

Because  of  episodes  like  this,  discharged  debts  have  attracl 
the  attention  of  little -known  firms  expert  at  buying  and  se 
ing  a  range  of  delinquent  consumer  obligations.  Back- due  b: 
with  a  face  value  of  billions  of  dollars  change  hands  at  a  ste 
discount  every  year.  Five  of  the  companies  in  this  business  1 
publicly  traded  on  Nasdaq.  Others  have  large  private -mot 
backers.  B-Line,  in  Seattle,  was  acquired  last  year  by  the  D 
las-based  hedge  fund  firm  Lone  Star  Funds.  The  investm* 
bank  Bear  Stearns  owns  two  bankruptcy -debt  buyers:  Max  5 
covery  and  eCast  Settlement. 

The  very  existence  of  this  marketplace  confounds  even  so) 
veterans  in  the  bankruptcy  field.  During  a  preliminary  he; 
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CONVENIENTLY 
NOT  UPDATING? 

A  lawsuit  blames  the  credit  bureaus 


By  Brian  Grow 
One  reason  that  legally 
discharged  debts  re- 
tain some  value  is  that 
credit  bureaus  list  them 
as  live  and  collectible. 
Responsibility  for  this 
situation  is  the  subject  of 
controversy. 

A  pending  lawsuit  filed 
by  debtors  in  federal  court 
in  Santa  Ana,  Calif.,  al- 
leges that  two  of  the  three 
major  credit  bureaus, 
TransUnion  and  Equifax, 
fail  to  update  credit  reports 
to  show  a  debt  has  been 
discharged— a  violation, 
the  plaintiffs  contend,  of 
state  and  federal  credit 
laws.  Federal  law  requires 
the  bureaus  to  assure  the 


"maximum possible  ac- 
curacy" of  their  reports. 

On  Mar.  6,  U.S.  Bank- 
ruptcy Judge  David  Carter 
rejected  a  preliminary 
settlement  in  the  case.  He 
wrote  that  a  December, 
2006,  declaration  from  a 
former  Equifax  employee, 
John  Ulzheimer,  serving  as 
an  expert  witness  for  the 
plaintiffs,  along  with  other 
information,  suggests  that 
"a  jury  could  reasonably 
conclude"  that  Trans  - 
Union  and  Equifax  "acted 
knowingly"  in  not  updat- 
ing bankrupt  accounts. 

Equifax  and  TransUnion 
have  denied  the  plaintiffs' 
allegations  in  the  case  and 
declined  to  comment. 


A  former  credit 
bureau  employee 
asserts  canceled 
debts  were  often 
reported  as 
!   collectible 


We  did  this  became  we  bscntnc  aware  ih«:  relying  on  the  data  furnisher  to  report 
inch  account  u  bang  discharged  as  part  of  the  bankruptcy  was  unreliable  and,  as 
such,  credit  Bin  v  .• , .  copter  7  bankruptcy  having  incorrectly  reported  pre- 
bankruptcy  debts  •  s  |uxj  reoccuring  problem. 


ing  in  New  York  in  March,  U.S.  Bankruptcy  Judge  Robert  Dra 
asked  a  lawyer  for  JPMorgan  Chase  how  the  bank  had  manag 
to  sell  consumer  credit -card  debts  that  had  been  discharge 
"I  don't  know  who  would  buy  a  discharged  account,"  the  pe 
plexed  judge  said. 

"Happens  all  the  time ,  your  honor,"  the  Chase  lawyer,  Thou 
as  E.  Stagg,  responded. 

Drain's  confusion  is  understandable.  Traditionally,  di 
charged  debt  was  seen  as  not  worth  the  paper  it's  written  o 
Once  a  judge  excuses  some  of  a  debtor's  obligations— part  oft 
bankruptcy  system's  goal  of  granting  a  financial  fresh  start 
that  person  has  no  legal  duty  to  pay  them.  In  fact,  bankrupt 
law  prohibits  efforts  to  collect  discharged  debt. 

In  the  1990s,  businesses  adept  at  tracking  and  trading  co: 
sumer  debt  expanded  their  reach  to  dabble  in  accounts  e:< 
meshed  in  bankruptcy.  That  dabbling  has  grown  into  a  robt 
market.  Some  of  the  trade  in  so-called  bankruptcy  paper  t 
volves  debts  that  remain  collectible.  What's  troubling  is  th 
the  market  now  also  includes  billions  in  discharged  debts,  whi 
ought  to  have  no  dollar  value .  Owners  of  canceled  liabilities  c  i 
revive  their  value  in  two  main  ways :  by  directly  pressuring  co . 
sumers  to  cough  up  cash  or  by  gaming  the  credit  system,  as  i 
legedly  happened  in  the  Rathavongsa  case. 

'CAVALIER  ATTITUDE' 

The  Raleigh  man  filed  a  motion  in  bankruptcy  court  in  Nover 
ber,  2003,  asserting  that  Capital  One  had  improperly  fail 
to  update  his  credit  report.  U.S.  Bankruptcy  Judge  A.  Thom 
Small  agreed.  Capital  One,  Small  wrote  in  December,  20C 
"most  likely  received  notice"  of  Rathavongsa's  bankrupt^ 
filing,  as  indicated  by  the  company's  having  ceased  tryi. 
to  collect  the  debt.  Because  Capital  One  never  responded 
Rathavongsa's  motion,  the  judge  wrote,  "the  court  can  assuu 
that  Capital  One  filed  the  erroneous  credit  report  for  the  pr 
pose  of  pressuring  Rathavongsa  to  pay  a  discharged  debt." ' 
February,  2004,  the  judge  ordered  the  company  to  repay  t 
$9,523,  as  well  as  $14,000  in  fines  and  attorney's  fees  for  r : 
"cavalier  attitude  toward  the  debtor's  motion." 

A  Capital  One  spokeswoman,  Tatiana  Stead,  says:  "G( ! 
records  show  we  did  not  receive  proper  notice  regarding  t 
bankruptcy  notice  or  subsequent  discharge  of  Mr.  Rathavornf  W 
sa's  account."  The  company  has  paid  what  the  judge  ordered'1  :j>i 
put  an  end  to  the  matter  and  avoid  the  additional  expenditil ]<!l 
of  resources  that  would  have  been  required  to  appeal  the  judgl;  'tb 
ruling,"  she  says. 

Consumer  lawyers  and  even  some  longtime  players  in  t 
bankruptcy -paper  market  say  they're  worried  that  the  trKl 
ing  of  canceled  debt  encourages  unsavory  efforts  to  collect 
discharged  debt.  "What  you  are  highlighting  is  a  signific; 
abuse  in  the  industry,"  acknowledges  William  Weinstein,  a  fi 
mer  chief  executive  of  B  -  Line  and  a  pioneer  in  the  debt  -  buyi 
business.  Speaking  generally  and  not  about  his  former  coi 
pany,  he  confirms  that  some  lenders  and  debt  buyers  sim] 
hound  consumers  to  pay  debts  that  have  been  canceled,  wb 
others  refrain  from  informing  consumer  credit  bureaus  wb 
debts  are  eliminated.  "The  failure  to  accurately  update  ere 
reporting  has  allowed  unscrupulous  activity  to  prosper,"  Si 
Weinstein.  He  left  B-Line  last  year  after  it  was  purchased 
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Star  for  an  undisclosed  sum,  a  departure  marked  by  now- 
pd  litigation  between  Weinstein  and  his  former  company, 
le's  current  president,  Rui  Pinto-Cardoso,  says  the  firm 
l't  engage  in  the  practices  Weinstein  describes. 


Illeged  trap'  for  debtors 

ftair  of  plaintiffs  whose  case  in  New  York  came  before  Judge 
m  in  March  alleged  they  had  been  hurt  by  credit  reports  that 
l't  been  brought  up  to  date.  Yvette  R.  Torres  and  Ariadna 
■o  had  owed  Chase  a  total  of  $7, 674  on  three  credit  -  card  ac  - 
Its.  Those  debts  were  discharged  years  earlier  during  pro- 
Bngs  under  Chapter  7  of  the  U.S.  Bankruptcy  Code.  Torres 
Mlateo  sued  Chase  because  the  three  accounts  continued 
Aear  on  their  credit  reports,  as  if  they  were  live.  According 
■earing  transcript,  the  judge  said  he  was  suspicious  about 


1  FAILURE  TO  ACCURATELY  UPDATE  CREDIT 


'ORTING  HAS  ALLOWED  UNSCRUPULOUS 


IVITY  TO  PROSPER' 


why  Chase  hadn't  updated  the  reports  when  it  received  routine 
court  notices  of  the  discharges.  Chase,  the  judge  speculated, 
might  have  been  trying  to  use  the  incorrect  credit  reports  as 
a  way  to  pressure  the  debtors  to  pay  off  the  discharged  debt. 
Further,  the  judge  said,  "the  only  reason  Chase  could  sell  it  is 
because  someone  believed  they  could  collect  on  it ." 

On  May  3,  Judge  Drain  denied  Chase's  motion  to  dismiss  the 
central  claim  by  Torres  andMateo.  "The  essence  of  the  plaintiffs' 
allegations  is  that  Chase  has  continued  to  lay  a  trap  for  them 
until  the  eventual  day  that  they  need  an  accurate  credit  report," 
the  judge  said  in  a  written  ruling.  "Such  behavior,  if  proven  at 
trial,  would  be  sufficiently  vexatious  and  oppressive  to  support 
at  least  sanctions  in  the  amount  of  plaintiffs '  costs  and  expenses 
incurred  in  releasing  the  trap."  A  trial  date  hasn't  been  set. 
Denying  any  infraction,  Chase  has  said  in  court  papers  that 
it  didn't  try  to  collect  debts  improperly 
and  that  it  had  no  legal  duty  to  update  the 
credit  reports.  In  a  prepared  statement, 
Chase  spokeswoman  Tanya  Madison 
adds  that  the  lender  generally  "does  not 

attempt  to  collect  a  debt  once  we  learn 

that  the  account  is  included  in  a  bank- 
ruptcy  filing."  Chase  notifies  credit  bu- 
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reaus  that  an  account  is  "subject  to  a  bankruptcy"  within  60 
days  of  the  lender  learning  of  a  bankruptcy  filing,  Madison  says. 
She  declines  to  comment  on  Chase's  sale  of  discharged  debts  or 
on  any  suit. 

Other  judges  warn  that  the  secondary  market  in  bankruptcy 
paper  is  encouraging  improper  collection  tactics,  which  in- 
crease the  potential  value  of  that  debt.  William  R.  Sawyer,  a  U.S. 
bankruptcy  judge  in  Montgomery,  Ala. ,  says  that  in  the  past  two 
years  he  has  seen  a  surge  in  cases  alleging  that  lenders  and  debt 
buyers  have  purposefully  neglected  to  report  the  discharge  of 
debt  to  credit  bureaus.  The  ploy,  he  says,  is  an  "indirect  means" 
of  pushing  consumers  to  pay  debts  they  no  longer  really  owe. 


"Creditors  and  collectors  are  skating  as  close  as  they  can  to  ftnu 
law  and  really  trying  to  diminish  its  value." 

AN  INDUSTRY  TRANSFORMED 

There  aren't  any  reliable  statistics  to  document  this  develi  IV 
ment,  however,  and  the  legal  parameters  remain  murky.  Si  curat 
1986  the  staff  of  the  Federal  Trade  Commission  has  issued  a  lend 
ries  of  formal  "opinion  letters"  saying  that  the  credit  bure 
should  report  when  debts  have  been  discharged.  Clarke 
Brinkerhoff ,  an  FTC  staff  attorney  who  wrote  two  of  the  1 
ters,  says  that  in  the  view  of  the  commission,  creditors  m 
inform  credit  bureaus  that  the  discharged  accounts  have  a  z  iesti£ 


mid 
ieli 


BUSINESSWEEK  I  NOVEMBER  12,  2007 


IN  DEPTH 


Mance.  But  that  obligation  doesn't  appear  in  any  statute, 
i^mbiguities  abound.  Bankruptcy  judges  are  divided  on 
I.ether  a  lender's  failure  to  update  a  credit  report  can  be  con- 
lered  an  improper  attempt  to  collect.  The  Fair  Credit  Report  - 
■  Act  requires  credit  bureaus  to  ensure  "maximum  possible 
fcuracy"  of  their  reports,  but  the  bureaus  are  allowed  to  rely 
■lenders  to  provide  debt  information.  "These  laws  were  not 
■litten  for  the  way  this  industry  has  been  transformed,"  says 
ilnald  J.  Mann,  a  law  professor  at  Columbia  University.  Nev- 
•Iheless,  Representative  JerroldNadler  (D-N.Y.),  a  member  of 
v  House  Judiciary  Committee,  says  the  Justice  Dept.  should 
I  estigate  whether  creditors  and  debt  buyers  are  trying  to  col  - 


WHOSE  SECOND 
CHANCE? 

How  discharged  debts  can  be  revived 
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By  Robert  Berner 

Some  of  the  country's 
largest  financial  firms  have 
been  accused  of  harassing 
consumers  over  debts  that 
courts  have  canceled.  Troy 
Norton,  84,  a  retired  prison 
guard  who  lives  in  Bismarck, 
Ark. ,  claims  in  a  lawsuit  filed 
in  June  in  U.S.  Bankruptcy 
Court  in  Hot  Springs  that 
he  was  a  victim  of  improper 
collection  attempts  by  Bank 
of  America  Corp.  and  two 
collection  agencies.  He  ob- 
tained a  discharge  of  certain 
debts  in  June,  2006,  after 
medical  bills  prompted  him 
to  seek  Chapter  7  protection. 
Court  documents  show  that 
he  received  eight  collection 
letters  from  the  bank  on 
credit-card  debt  of  $4,218 
that  a  judge  had  canceled. 

In  a  July  motion  to  have 
the  case  dismissed,  Bank 
of  America  denied  acting 
unlawfully.  A  spokeswoman 
declined  to  discuss  the  suit, 
which  is  pending. 

Some  debtors  end  up  in 
bankruptcy  a  second  time, 
and  some  creditors  use  this 
as  an  opportunity  to  seek 


payment  on  discharged 
debt.  Rita  Childers,  76, 
thought  she  had  left  behind 
an  $855  bill  owed  to  GE 
Money  Bank,  a  unit  of 
General  Electric 's  finance 
division,  when  the  account 
was  discharged  in  a  Chapter 
7  bankruptcy  she  filed  in 
2005.  The  former  real  estate 
agent  in  Klamath  Falls, 
Ore. ,  had  quit  her  $30,000- 
a-year  job  to  care  for  her 
husband,  who  suffers  from 
Alzheimer's.  Social  Security 
and  his  veteran's  pension 
didn't  cover  their  bills. 

After  the  Chapter  7  case, 
Childers  fell  behind  again 
and  filed  under  Chapter  13, 
which  allows  debtors  to  re- 
pay creditors  over  time.  GE 
Money  had  transferred  the 
account  to  a  debt  collector 
that  filed  new  claims  in  the 
Chapter  13  to  recoup  the 
canceled  $855  debt.  In  April, 
Childers  sued  GE  Money, 
which  then  withdrew  the 
claim,  citing  a  paperwork 
mistake.  In  an  e-mail,  GE 
Money  said  it  tries  "to  avoid 
these  errors  and  fixes  them 
if  they  occur." 


lect  discharged  debts.  "Documented  abuses  have  largely  gone 
unpunished,"  he  says. 

Belinda  Hedge  knows  more  about  bankruptcy  law  than  the  av- 
erage non- lawyer  from  working  as  a  debt  collector  for  a  student 
loan  firm.  She  filed  for  protection  from  creditors  in  November, 
2005,  in  part,  she  says,  because  a  friend-turned-identity-thief 
opened  credit  -  card  accounts  in  Hedge 's  name  and  ran  up  $  12 ,  079 
in  bills .  In  March  ,2006,  most  of  her  debts ,  including  two  credit  - 
card  accounts  with  Capital  One  totaling  $2,414,  were  discharged 
by  the  U.S.  bankruptcy  court  in  Knoxville,  Tenn.  "Once  you  file, 
they're  supposed  to  cease  all  contact,"  says  Hedge. 

But  last  year,  Capital  One  and  two  debt  collectors  it  hired 
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tried  more  than  140  times  by  phone  and 
mail  to  collect  on  one  of  the  discharged 
accounts,  according  to  letters  and  a 
phone  log  the  41-year-old  Hedge  kept. 
She  sent  the  company  and  its  collec- 
tors court  records  from  her  bankruptcy, 
but  the  calls  continued.  Collectors  have 
called  her  mother  and  brother  10  times 
and  threatened  to  contact  her  employer  and  garnish  her  wages, 
Hedge  says.  Stead,  the  Capital  One  spokeswoman,  attributes 
the  collection  attempts  to  the  lender's  failure  to  update  Hedge's 
credit  report  to  reflect  the  discharge,  and  says  that  it  is  correct- 
ing the  error.  Capital  One  doesn't  "conduct  direct  collection  ef- 
forts [on]  accounts  after  they  have  been  discharged,"  she  adds. 

SPREADING  MISBEHAVIOR 

Hedge's  experience  isn't  unusual,  says  Brian  Budsberg,  a  Taco- 
ma  (Wash.)  U.S.  bankruptcy  trustee,  a  court  official  who  over- 
sees bankruptcy  cases.  Budsberg  says  his  impression  is  that  the 
number  of  debtors  alleging  collection  abuse  "is  greater  than  it 
has  ever  been."  Trustees  elsewhere  agree.  Lately,  Budsberg  says, 
he  has  observed  "an  emboldened  attitude  by  the  collection 
arms  of  credit  -card  companies  and  debt  buyers." 

The  market  in  discharged  debt  has  its  roots  in  the  early  1990s, 
when  lenders  began  to  seek  at  least  minimal  returns  from  over- 
due consumer  accounts.  The  stale  debts  included  those  of  cus- 
tomers who  had  filed  under  Chapter  7,  saying  they  couldn't  pay 
their  bills,  and  those  who  filed  under  Chapter  13,  a  provision 
allowing  individuals  with  some  resources  to  set  up  schedules 
to  pay  creditors .  Creditors  are  notified  by  the  court  when  a  con  - 
sumer  files  bankruptcy,  and  again  when  a  discharge  is  granted. 

Some  lawyers  and  bankers  saw  a  business  opportunity  in  the 
bulk  acquisition  of  bankrupt  paper.  "It  was  a  new  niche.  Banks 
didn't  understand  what  it  was  worth,"  says  Charles  Rusbasan,  a 
former  executive  with  Chemical  Bank  before  it  acquired  Chase 
and  adopted  the  Chase  name.  Rusbasan  approached  Bear 
Stearns  in  1992  to  finance  a  debt -buying  operation,  and  that 


DEBT  THAT  WONT  DIE 

A  peculiar  market  has  sprung  up  in  the  trading  of  consumer  debt  that  has  been 
forgiven  in  bankruptcy  proceedings.  Here  are  the  players: 


ONE  LARGE  BANK  IS  PLANNING  A  BULK  SALE  OF 
CHAPTER  7  DEBT  THIS  FALL  WITH  A  FACE  VALUE  OF 
$3  BILLION,  AND  MORE  SALES  ARE  EXPECTED 


DEBTORS 

In  Chapter  7 
bankruptcy 
cases,  judges 
discharge,  or 
cancel,  certain 
debts.  Courts  in- 
form creditors  of 
this  action,  which 
is  supposed  to 
provide  consum- 
ers with  a  fresh 
start 


LENDERS 

They  sell  billions 
of  dollars  of  dis- 
charged debt  into 
a  growing  sec- 
ondary market 
Seemingly  worth- 
less obligations 
can  generate 
income  if  debtors 
feel  pressured  by 
creditors  to  pay. 


DEBT- 
BUYERS 

These  firms  pur- 
chase delinquent 
debts,  including 
discharged  ac- 
counts, hoping 
that  some  will 
result  in  payment 
Some  judges 
and  lawyers  say 
debtors  have 
beer  bullied  into 
paying. 


led  to  the  birth  of  Max  Recovery.  Today  he  is  CEO  of  Max  Reco\ 
ery,  which  is  in  London,  and  its  sister,  eCast  Settlement  in  Ne 
York.  He  is  also  a  senior  managing  director  at  Bear  Stearns. 

Rusbasan  says  that  the  keys  to  success  in  this  esoteric  fie 
are  buying  debt  very  inexpensively— it  can  sell  for  a  fraction  0) 
cent  on  the  dollar — and  employing  proprietary  software  to  trac 
debts  as  they  move  through  the  bankruptcy  process.  He  pla; 
down  his  companies '  trading  in  debt  discharged  under  Chapb 
7,  saying  most  of  his  business  has  focused  on  Chapter  13  det 
which  is  supposed  to  be  repaid.  Bear  Stearns  doesn't  break  1 
the  financial  results  of  its  debt  -buying  units,  but  filings  by  pul 
licly  traded  debt  buyers  show  they  are  highly  profitable.  Norfa 
(Va.)  -based  Portfolio  Recovery  Associates  earned  $44  millici 
in  2006  on  $188  million  in  revenue,  a  margin  of  23%.  PortfoL 
Recovery  said  in  its  2006  annual  report  that  it  had  paid  $55  mil 
lion  to  buy  debts  with  a  face  value  of  $6.3  billion  that  had  go): 
into  bankruptcies  since  2004.  (It  didn't  distinguish  betwe<« 
Chapter  7  and  Chapter  13  cases.) 

Rusbasan  says  that  sales  of  Chapter  7  debt  are  growing.  OiJ 
large  bank,  which  he  won't  name,  is  planning  a  bulk  sale  I 
Chapter  7  debt  this  fall  with  a  face  value  of  $3  billion,  he  sa}a 
He  expects  similar  mass  sales  later  this  year  and  next. 

B-Line's  former  CEO,  Weinstein,  who  started  the  compan 
in  1997,  takes  credit  for  helping  build  the  market  for  ChapteiJ 
debt.  Even  debt  initially  designated  as  discharged  can  bringt| 
gitimate  returns,  he  says.  In  some  cases,  bankruptcy  courts  di.1 
cover  that  Chapter  7  debtors  have  additional  assets,  which  a 
then  divided  among  creditors.  Other  Chapter  7  cases  are  mov- 
to  Chapter  13  or  dismissed  altogether,  making  debts  potential  * 
collectible.  In  a  tiny  fraction  of  casr  f 
people  repay  discharged  debts  out  ol  « 
sense  of  moral  duty. 

Increased  competition  recently  in  t 
bankruptcy-paper  market  has  drivnte 
up  the  price  of  discharged  debt— fra 
i/20th  of  a  cent  on  the  dollar  to  3/201I' 
or  higher-  and  that  has  helped  spur  mcv  iei 
aggressive  collection  tactics,  Weinste 
says.  He  says  he  hasn't  participated 
any  improper  conduct. 


CREDIT 
BUREAUS 

They  sometimes 
report  discharged 
debts  as  collect- 
ible. Consumer 
lawyers  allege 
that  some  lend- 
ers and  debt 
buyers  purposely 
fail  to  inform 
credit  bureaus 
when  debts  are 
canceled. 


SECOND  THOUGHTS 

Raymond  P.  Bell  Jr.  sees  worrisome  i 
forts  to  collect  on  discharged  debts  frc 
his  perch  as  vice-president  of  the  ban 
ruptcy  and  probate  division  of  Creditc 
Interchange  in  Abington,  Pa.  His  unitci  Ji 
lects  on  a  variety  of  bankruptcy  paper) 
banks  and  debt  buyers,  clients  Bell  woi 
name.  A  veteran  of  43  years  in  the  field,  k 
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Bell  of  Creditors 
Interchange 
admits  the  market 
has  attracted 
"cowboys" 


§:es  that  intensifying  competition  has  led  some  "cowboys" 
my  to  collect  on  discharged  debts.  In  early  2005,  an  analysis 
jfeveral  hundred  accounts  from  one  client  showed  that  85% 
14  been  discharged  in  bankruptcy.  Rather  than  try  to  squeeze 
■ley  from  those  accounts,  Bell  says  he  dropped  the  client. 
l|ne  company  that  plays  a  middle  -  man  role  in  the  bankrupt  - 
:yoaper  market  has  had  second  thoughts.  Online  marketplace 
KitMax,  based  in  West  Palm  Beach,  Fl2 . ,  says  it  has  brokered 
a  e  than  $1.2  billion  in  bad  loans.  That  includes  25  to  30  bulk 
k  of  Chapter  7  credit-card  debt,  each  with  $1  million  to  $10 
■ion  of  face  value,  to  two  major  buyers.  But  in  response  to 
■5tions  from  BusinessWeek,  CreditMax  said  on  Aug.  21  that 
would  stop  selling  Chapter  7  debt.  In  an  e-mail,  company 
■ider  Stephen  Kass  called  the  move  "socially  responsible," 
mout  further  explanation. 

■here's  no  evidence  of  a  rush  to  imitate  CreditMax.  A  rival, 
■tConnection.com,  posted  on  June  20  an  offer  to  sell  a  batch 
Hhapter  7  bankruptcy  accounts  with  a  face  value  of  $200 
■ion.  The  sale  was  on  behalf  of  Collect  America,  one  of  the 
■bn's  largest  debt  buyers  and  collectors.  The  posting  said  the 
■pruptcy  cases  had  an  average  filing  date  of  April,  2006.  Most 
■bter  7  cases  are  resolved  within  about  six  months,  which 


L 


means  many  of  the  accounts  would  have  been 
discharged  by  the  time  they  were  sold  into  the 
secondary  market.  John  Curry,  a  senior  vice- 
president  at  Collect  America,  declines  to  dis- 
cuss the  June  20  sale.  But  discharged  debts, 
he  says,  are  finding  eager  purchasers.  "There 
are  companies— that  is  all  they  buy,"  he  says. 
Manny  Newburger,  a  name  partner  with  Aus- 
tin (Tex.)  law  firm  Barron,  Newburger,  Sinsley 
&  Weir,  which  represents  Collect  America,  says 
that  his  client  isn't  aware  of  abuse  by  buyers  of 
such  debts. 

But  at  the  same  law  firm,  another  attorney 
for  lenders  and  debt  buyers  frets  that  the  heat- 
ing up  of  the  bankruptcy-paper  market  por- 
tends misuse  of  tools  like  the  credit  report. 
"There  is  a  sense  that  people  are  using  it  as  a 
weapon,"  says  Barbara  M.  Barron,  the  firm's 
managing  member.  After  Chapter  7  cases, 
"debtors  expect  their  credit  is  going  to  be- 
come pristine,"  she  notes.  "But  now  you  have 
people  who  buy  the  debts,  even  bankruptcy 
debts,  and  all  of  a  sudden,  new  people  are  sup- 
plying information  to  the  credit  bureaus."  She 
adds:  "The  way  the  system  is  working  now,  it 
doesn't  give  [debtors]  that  fresh  start." 

SOLD  AND  THEN  RESOLD 

The  case  of  John  Pfister,  in  which  Barron  New- 
burger has  no  role,  provides  one  illustration. 
Pfister,  63 ,  a  retired  AT&T  technical  supervisor 
in  Denton,  Tex. ,  received  a  Chapter  7  discharge 
in  2001.  Then,  last  January,  while  applying  for 
a  mortgage,  he  learned  that  two  discharged 
credit-card  debts,  a  Discover  Card  balance  of 
$6,306  and  a  former  Chase  account  for  $2,683, 
were  showing  up  on  his  credit  reports.  Lenders  turned  him  away 
because  of  what  appeared  to  be  unpaid  obligations,  he  says. 

The  Chase  loan  has  been  sold  twice  and  is  now  owned  by  a 
debt  buyer  called  Pinnacle  Credit  Services,  according  to  Pfister 's 
reports  from  credit  bureaus  TransUnion  and  Experian.  Pinnacle 
reported  to  those  credit  bureaus  as  recently  as  May— six  years 
after  the  bankruptcy  discharge— that  the  debt  is  still  subject  to 
collection.  In  addition,  Pinnacle  has  given  the  former  Chase 
debt  a  new  account  number.  Pfister 's  lawyer,  James  J.  Manchee, 
says  that  creating  a  new  account  number  is  a  strategy  some  debt 
buyers  use  to  make  it  more  difficult  to  tie  accounts  back  to  dis  - 
charged  debts,  and  therefore  make  the  debts  appear  collectible. 
Pinnacle  declined  to  comment.  In  June,  Quicken  Loans  became 
the  12th  mortgage  lender  to  reject  Pfister. 

Exacerbating  Pfister 's  frustration,  collectors  for  Discover 
were  still  leaning  on  him  as  recently  as  late  August,  despite  his 
having  faxed  them  a  copy  of  his  bankruptcy  papers.  On  Sept. 
20,  he  sued  Discover  in  U.S.  Bankruptcy  Court  in  Dallas.  Con- 
tacted by  BusinessWeek,  a  Discover  spokeswoman  blamed  the 
collection  attempts  on  administrative  error  and  said  Pfister 's 
credit  report  has  now  been  corrected.  She  declined  to  discuss 
the  lawsuit,  ibwi 
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By  Jack  Ewing 

Illustration  by  Scott  Menchln 

Sovereign  funds  totaling  $2.8  trillion  from 
China,  the  Mideast,  and  elsewhere  are 
redrawing  the  global  investment  map 
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TRILLIONS  OF  DOLLARS 


en  in  the  financial  world,  Gao  Xiqing  isn't  a  household 
me.  Yet  the  54-year-old  civil  servant  in  Beijing  oversees  a 
e  of  cash  that  would  make  any  hedge  fund  manager  swoon. 

0  is  general  manager  of  the  $200  billion  China  Investment 
rp.,  created  this  year  to  invest  the  mainland's  foreign  cur- 
lcy  reserves  in  global  capital  markets.  Don't  mistake  him 

some  faceless  Chinese  bureaucrat,  though.  He  graduated 
m  Duke  University  School  of  Law  in  1986,  spent  two  years 
th  a  big  New  York  law  firm,  and  then  went  home  to  help 
ft  China's  securities  regulations, 
-lere  's  a  combination  the  global  finan  - 

1  Establishment  better  get  used  to:  a 
mingly  limitless  pool  of  capital  over- 
nby  Western-trained  managers.  U.S. 
.rials  have  been  fretting  about  China 
estment  and  other  so-called  sover- 
n  wealth  funds,  calling  on  such  out- 

to  provide  greater  insight  into  their 

orations.  But  there's  little  the  West 

1  do.  Russia,  the  Persian  Gulf  states, 

ina,  and  others  have  amassed  for- 

ies  from  exports  of  gas,  oil,  or  manu- 

iured  goods,  and  now  they're  looking 

•upercharge  the  returns  they're  get- 
s' from  that  money.  All  told,  these 

ds  today  control  more  cash  than  the 

Id's  hedge  funds  combined:  $2.8tril- 

I  vs.  $1.7  trillion,  according  to  Morgan  Stanley.  By  2011  that 

ire  may  hit  $8  trillion  or  more. 

or  Americans  and  Europeans,  the  big  worry  is  what  sov- 
rtign  fund  managers  plan  to  do  with  their  huge  pots  of  cash. 
B  ause  their  interests  don't  always  match  those  of  the  West, 
■  looming  question  is  whether  they'll  simply  go  for  maxi- 
■m  profit,  or  also  pursue  more  ominous  political  goals, 
r :  increasing  economic  clout  of  undemocratic  govern - 
■fits  could  mean  that  "our  markets  will  be  less  transparent, 
ft  yielding  to  outside  law  enforcement,"  Christopher  Cox, 


REALLY  SERIOUS  BUCKS 


ASSETS  MANAGED 
BY  SOVEREIGN 
WEALTH  FUNDS 


Data:  Merrill  Lynch 


chairman  of  the  Securities  &  Exchange  Commission,  said  in  a 
speech  at  Harvard  University  on  Oct.  24. 

While  few  funds  so  far  have  thrown  their  weight  around  for 
political  and  strategic  ends,  state  -controlled  companies  from 
the  same  countries  have  done  so,  and  many  fear  the  funds 
will  follow  in  their  footsteps.  Russia's  state -owned  energy 
giant  Gazprom,  for  instance,  cut  off  gas  supplies  to  Ukraine 
last  year  after  relations  between  the  two  countries  cooled. 
In  October,  Industrial  &  Commercial  Bank  of  China  paid 
$5.6  billion  for  20%  of  South  Africa's  largest  bank,  and  last 
year  state -owned  oil  company  CNOOC 
bought  into  a  Nigerian  oil  field  for  $2.3 
billion.  Dubai  funds,  meanwhile,  have 
sought  to  bolster  their  hometown's  rep- 
utation as  a  world  financial  capital  by 
taking  stakes  in  Nasdaq  and  the  London 
Stock  Exchange. 

If  Western  officials  are  worried  about 
the  funds,  they  have  only  themselves  to 
blame.  The  insatiable  appetite  of  Amer- 
icans and  Europeans  for  oil  and  cheap 
manufactured  goods  has  flooded  devel- 
oping countries  with  foreign  currency. 
Western  policymakers  have  spent  years 
pushing  to  open  global  capital  markets, 
creating  the  conditions  that  allow  sov- 
ereign wealth  funds  to  thrive.  And  as 
U.S.  credit  markets  limp  through  the  subprime  mortgage  cri- 
sis, the  sovereigns  may  be  the  best  place  to  go  for  financing. 
"The  U.S.  is  going  to  have  to  import  large  amounts  of  capital 
from  the  rest  of  the  world  as  long  as  there's  a  big  imbalance 
between  what  we  save  and  what  we  spend,"  says  Robert  D. 
Hormats,  vice-chairman  of  Goldman  Sachs  (International). 
Saudi  Arabia,  China,  and  other  countries  have  tradition- 
ally plowed  their  reserves  into  U.S.  government  bonds  earn- 
ing perhaps  5%  annually,  but  they're  no  longer  satisfied 
with  such  paltry  returns.  During  the  past  year,  investment 
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Abu  Dhabi 


operations  controlled  by  the  emirate  of  Dubai  have  bought 
New  York  high-end  clothing  retailer  Barney's  and  Ger- 
man industrial-packaging  maker  Mauser,  and  have  taken 
3%  stakes  in  both  Airbus  parent  EADS  and  ICICI,  India's 
No. 2  bank.  Singapore's  Government  Investment  Corp. 
owns  some  $8o  billion  worth  of  real  estate  assets  world- 
wide, including  such  trophies  as  the  6o-story  AT&T  Cor- 
porate Center  in  Chicago,  Shiodome  City  Center  in  Tokyo, 
and  Merrill  Lynch's  European  headquarters  in  London.  And 
Gao's  China  Investment  Corp.  in  May  agreed  to  pay  $3  bil- 
lion for  a  9.9%  stake  in  private  equity  firm  Blackstone  Group 
(although  the  shares  have  lost  18%  of  their  value). 

The  funds  are  already  becoming  the  go  -  to  guys  for  financial 
heavyweights  the  world  over.  In  July,  for  instance,  London's 
Barclays  bank  needed  billions  in  fast  cash  to  bolster  its  bid  for 
.  Dutch  rival  ABN  Amro,  but  the  subprime  crisis  was  raging  and 
the  usual  sources  of  credit  were  in  lockdown  mode.  Barclays 
President  Bob  Diamond  hopped  an  overnight  flight  to  Singa- 
pore for  an  audience  at  the  art  deco  headquarters  of  another  of 
the  city-state's  sovereign  funds,  Temasek  Holdings.  Within 
hours,  Temasek  pledged  $5  billion.  The  Barclays  bid  ultimate- 
ly failed,  but  the  transaction  left  Temasek  with  a  2%  stake  in 
the  bank.  And  in  September,  Temasek  scored  an  mergers  and 
acquisitions  victory  when  the  fund  teamed  up  with  its  sub- 
sidiary Singapore  Airlines  to  take  a  24%  stake  in  China  East- 
ern Airlines,  acing  out  Hong  Kong's  Cathay  Pacific. 

Temasek  has  a  track  record  that  any  of  the  newcomers 
might  envy.  Founded  in  1974  to  invest  Singapore's  budget 
surpluses,  Temasek  has  averaged  a  return  of  18%  annually 
and  now  holds  assets  worth  $110  billion.  Its  diverse  port- 
folio includes  25%  of  Indian  broadcaster  INX  Media,  8% 
of  Austrian  vaccine-maker  Intercell,  and  a  slew  of  Asian 
banks  including  5%  of  Bank  of  China.  Temasek  is  run  by  the 
wife  of  Prime  Minister  Lee  Hsien  Loong,  Ho  Ching,  who 
holds  a  master's  degree  from  Stanford  University.  And  the 
fund  includes  foreign  talent,  such  as  second-in-command 
Simon  Israel,  a  New  Zealander  who  previously  headed  the 


FEAR  FACTOR 

While  some  say  the  funds  are  good  for  markets,  others  fret  about  their  growing  clout 


SUPERSIZED  SOVEREIGNS 

Value  of  major  national  investment  funds,  in  billions* 


s 


875 


Singapore 

'438 

Norway 

'367 

Kuwait 

'213 

China 

'200 

Russia 

Qatar 

'50 

Australia 

'49 

Alaska 

'40 

Brunei 

'30 

"Highest  estimate;  some  countries  have  more  than  one  fund 
Data:  Peterson  Institute  for  International  Economics 


The  Positives 
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The  funds  could  help  stabilize 
markets  because  they  invest 
long-term  and  don't  need  to  cater 
to  panicky  clients 


Cm  Some,  such  as  Norway's  fund, 
have  aggressively  pushed  for 
better  corporate  governance 


k 


% 


O  The  funds  typically  have  a 
strong  appetite  for  risk,  helping 
shore  up  new  ventures  and 
emerging  markets 
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The  Negatives 

1 

I  Most  are  notoriously  secretive 

about  their  activities,  making  other 
investors  guess  what  they're  up  to 


Cm  By  buying  into  strategic 
companies  abroad,  the  funds 
may  give  governments  undue 
influence  over  industry 


\3  If  too  many  of  the  funds  show 
a  strong  preference  for 
emerging  markets,  the  dollar 
could  tumble 


Asian  operations  of  French  food  giant  Danone. 

Investment  banks  and  asset  managers  love  the  sovereign 
While  such  funds  are  still  only  about  an  eighth  the  total  si:; 
of  the  world's  pension  funds  (which  have  $21.6  trillion  in  a:i 
sets),  they're  becoming  increasingly  important  customet 
for  investment  banks.  Bankers  from  the  world  over  have  sc 
up  shop  in  Dubai,  aiming  to  serve  the  Gulf  region's  sovereij* 
funds  and  other  deep -pocketed  investors.  Norway  uses  moo 
than  50  outside  firms  to  help  manage  its  $367  billion  fun 
handing  out  $73  million  in  performance  bonuses  last  year  r 
the  likes  of  Lehman  Brothers  and  Morgan  Stanley.  All  told,  ■ 
sovereigns  are  likely  to  fork  over  fees  of  $4  billion  to  $8  biiliu 
to  asset  managers  worldwide  over  the  next  five  years,  Met  1 
rill  Lynch  estimates.  "The  big  investment  banks  are  saliva 
ing  at  the  prospect  of  [doing  business  with]  these  funds,"  sa; 
Kenneth  S.  Rogoff,  a  professor  at  Harvard  and  former  ch: 
economist  at  the  International  Monetary  Fund. 

Many  economists  argue  that  the  sovereigns  make  glob: 
capital  markets  safer.  The  funds  don't  have  to  worry  abc 
panicky  investors  withdrawing  monr 
when  markets  tank,  and  most  don't  h£ 
to  make  regular  payments  the  way  pe 
sion  funds  do.  That  means  they  can  t£ 
the  long  view,  helping  stabilize  the  prir 
es  of  stocks  and  bonds  they  own.  9 
are  able  to  hold  on  to  our  positions 
times  of  turmoil,"  says  Martin  Skane 
director  general  of  the  Asset  Manag; 
ment  Dept.  in  the  Norwegian  Finar 
Ministry,  which  oversees  the  countr 
Government  Pension  Fund.  (Desp 
its  name,  the  agency  doesn't  actus 
pay  pensions  and  is  instead  designee 
build  a  national  nest  egg  for  the  day  wl 
Norway's  oil  reserves  run  dry.)  Sov 
eign  wealth  funds  may  also  take  a  m 
gentle  approach  to  acquisitions  tr 
private  equity  or  hedge  fund  investc 
whose  aggressive  restructuring  of 
provokes  public  ire.  When  Dubai  Int 
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ational  Capital  bought  British  theme  park  operator  Madame 
ussauds  in  2005,  for  instance,  it  left  management  in  place. 
We  don't  have  the  resources  to  manage  companies  or  spend 
lonths  finding  replacement  management  teams,"  says  Sa- 
leer  AlAnsari,  CEO  of  Dubai  International. 
Western  policymakers  fret  that ,  as  with  hedge  funds,  no  one 
aows  for  sure  what  most  sovereign  funds  are  up  to.  Without 
'liable  information  about  their  investment  strategies  and 
oldings,  rumormongering  takes  over,  which  can  create  tur- 
loil  in  the  markets.  While  Norway  issues  a  detailed  annual 
;port,  the  Abu  Dhabi  Investment  Authority,  with  holdings 
stimated  at  as  much  as  $875  billion,  discloses  almost  no 
lformation.  Its  Web  site  consists  of  a  single  page,  offering 
aly  an  address  and  a  phone  number.  Analysts  assume  most 
I  the  Abu  Dhabi  money  is  in  ultrasafe  U.S.  Treasury  bills,  but 
Recent  Citigroup  report  said  the  fund  also  has  extensive  in- 
bstments  in  Middle  East  banks  as  well  as  two  cement  com- 
Inies  in  the  region.  Through  its  Mubadala  Fund,  with  a  value 
;timated  at  $10  billion,  the  government  of  the  United  Arab 
pirates  is  also  experimenting  with  riskier  investments.  In 
pptember  it  paid  $1.35  billion  for  a  7.5%  stake  in  private  eq- 
ity  firm  Carlyle  Group. 

To  counter  concerns  over  the  funds'  lack  of  transparency, 
>S.  and  European  officials  are  pressing  the  sovereigns  to 
isclose  more  about  their  activities.  Leaders  of  the  Group  of 
•ven  nations,  meeting  in  Washington  in  October,  asked  the 
[ternational  Monetary  Fund  to  examine  the  issue — although 
is  unclear  what  the  IMF  might  be  able  to  do.  The  goal  is  to 

(ad  off  potentially  harsher  measures  by  American  or  Euro- 
an  policymakers  that  might  hurt  the  U.S.  economy  and  its 
mmercial  interests  abroad.  "We  are  worried  about  an  over- 

THE  FROZEN  CHOSEN 

Thanks  to  its  pipeline  payoff,  Alaska 
has  $40  billion  stashed  away 


reaction  leading  to  protectionism,  putting  up  barriers  in  the 
U.S.  to  legitimate  investment,"  says  Clay  Lowery,  Assistant 
Secretary  for  International  Affairs  at  the  Treasury  Dept.  In 
any  event,  it  may  be  hard  for  Western  policymakers  to  argue 
that  the  sovereigns  should  be  more  open  without  imposing 
similar  rules  on  hedge  funds  or  private  equity,  which  are  gen- 
erally no  more  transparent.  The  best  hope  is  that  sovereign 
funds  decide  it's  in  their  interest  to  open  up. 

One  of  the  biggest  victims  of  the  rising  power  of  the  sover- 
eigns could  well  be  the  dollar.  As  the  funds  shift  their  enor- 
mous assets  away  from  U.S.  Treasury  bills,  for  instance,  one 
of  the  greenback's  biggest  pillars  of  support  could  start  to 
crumble.  And  with  the  funds  showing  a  strong  preference  for 
emerging  markets,  the  dollar  could  suffer  even  more.  "Why 
would  you  want  assets  denominated  in  a  declining  curren- 
cy?" asks  Merrill  Lynch  economist  Alex  Patelis. 

So  far,  the  sovereign  funds'  track  record  suggests  they  will 
move  carefully  to  avoid  provoking  major  opposition.  When 
Dubai  was  ready  to  seal  its  deal  with  Nasdaq,  for  instance, 
it  spent  big  money  on  Washington  lobbyists  and  carefully 
briefed  key  legislators.  "It's  not  our  country,"  says  Soud 
Ba'alawy,  executive  chairman  of  Dubai  Group,  an  investment 
fund  controlled  by  the  emirate's  ruler.  "Whether  we  like  it  or 
not,  we  have  to  adapt."  1  bw  1 

-  With  Chi  -  Chu  Tschang  in  Beijing,  AssifShameen  in  Singa  - 
pore,  Stanley  Reed  in  London,  Jane  Sasseen  and  Emily  Thorn- 
ton in  New  York,  and  Jason  Bush  in  Moscow 
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By  Eamon  Javers 

The  huge  wealth  of  sovereign  funds  has 
sparked  lots  of  anxiety  in  Washington. 
3ut  one  similar  outfit  is  100%  American 
and  headquartered  in  Juneau,  Alaska. 

Since  1976, 25%  of  the  state's 
mineral  and  oil  revenue  has  gone  into 
;he  Alaska  Permanent  Fund.  Now  worth 
£40  billion,  its  goal  is  twofold:  to  gener- 
ate dividends  tor  residents,  and  to  build 
jp  funds  for  the  day  when  the  oil  runs 
)ut.  In  recent  years,  a  small  amount  has 
ilso  gone  to  pay  for  capital  projects 
iround  the  state.  This  year,  the  604,000 
Maskans  each  got  $1 ,654.  "For  a  place 
ike  Alaska,  this  is  an  extreme  amount 
)f  money,"  says  Michael  J.  Bums,  chief 


executive  of  the  Permanent  Fund's 
management  corporation. 

Burns  runs  the  outfit  much  like  a 
public  pension  fund  in  the  Lower  48. 
Early  on,  it  primarily  invested  in  Treasury 
bills  and  corporate  debt,  but  managers 
have  gradually  embraced  greater  risk. 
That  shift  allowed  the  Alaskans  to  dive 
into  venture  capital  and  hedge  funds, 
including  a  $40  million  investment  in 
Blackstone  Capital  Partners  in  2005. 
Now,  publicly  traded  stocks  make  up 
53%  of  the  fund,  bonds  29%,  real 
estate  10%,  and  alternative  assets,  such 
as  hedge  funds,  8%.  Alaska's  voters 
own,  among  other  things,  more  than  7 
million  shares  of  General  Electric,  an 


apartment  building  on  East  87th  Street 
in  Manhattan,  and  stakes  in  four  dozen 
private  equity  funds.  All  the  details  are 
publicly  disclosed. 

Although  oil  production  in  Alaska  is 
declining,  the  state  contributed  about 
$575  million  in  new  petrodollars  to  the 
Permanent  Fund  this  year.  But  that  was 
dwarfed  by  the  fund's  $5.4  billion  in 
investment  returns.  The  hefty  payoff  is 
a  sign  that  the  fund— if  not  the  state— is 
already  weaning  itself  from  oil.  Burns 
points  out  that  many  sovereign  funds 
around  the  globe  face  a  common 
problem.  "When  you're  in  the  extraction 
business,"  he  says,  "you  know  there's  an 
end  to  what  you  can  get  from  the  earth." 
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THE  BEST 

SPARE-TIME 

B-SCHOOLS 


By  Jane  Porter  &  Geoff  Gloeckler 

Illustration  by  Jeffrey  DeCoster 

Three  programs— at  UCLA,  Harvard, 
and  Northwestern— outshine  the  rest 
for  busy  people  who  are  on  the  rise 

Anyone  who  has  considered  a  full-time  MBA 
program  already  knows  about  the  ugly  econom- 
ics. Tuition  and  living  expenses  can  set  you  back 
more  than  a  year's  salary,  and  taking  two  years  off 
adds  another  two— in  all,  more  than  300  large  for 
a  top  program. 

That's  why  many  managers  opt  for  one  of  three 
basic  alternatives:  an  executive  MBA  program,  typ- 
ically offered  on  weekends  and  designed  for  senior 
managers;  apart-time  degree  program,  designed 
for  mid -level  managers  and  offered  in  a  nights - 
and-weekends  format;  and  executive  education, 
shorter  nondegree  courses  that  in  many  cases  are 
created  for  specific  corporate  clients.  Business- 
Week has  been  ranking  executive  MBA  and  execu- 
tive education  programs  since  the  1990s,  and  this 
year  we  are  launching  a  new  ranking  of  part-time 
MBA  programs  as  well. 

To  find  out  what  it  takes  to  create  an  extraordi- 
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nary  program,  we  decided  to  delve  deeply 
into  three  of  our  top-ranked  schools.  In 
their  own  unique  ways,  all  are  attempting 
to  give  part-time  students  something 
akin  to  a  full-time  MBA  experience  by 
being  global,  hands-on,  and  academi- 
cally rigorous. 

At  the  University  of  California  at  Los 
Angeles'  Anderson  School  of  Manage- 
ment-our  top  part-time  MBA  program 
nationally— we  discovered  a  school  that 
challenges  students  to  apply  everything 
they  have  learned  in  a  final  project  that 
takes  them  well  outside  their  comfort 
zones.  At  Harvard  Business  School,  one  of 
the  top  executive  education  programs  in 
the  open  enrollment  category,  we  found 
an  already  successful  program  in  the 
midst  of  a  game  -  changing  overhaul,  with 
a  new  array  of  programs  targeting  every 
level  of  the  corporate  hierarchy.  And  over 
at  Northwestern  University's  Kellogg 
School  of  Management,  our  longtime 
No.  1  executive  MBA  program,  we  found  a 
program  where  the  customer  is  king  and 
teamwork  is  part  of  the  school's  DNA. 


UCLA 


This  year,  UCLA  Anderson  received  a  re- 
cord number  of  applications  for  its  part- 
time  MBA  program— 740,  up  from  452  in 
2004.  Not  only  are  more  people  recog- 
nizing the  benefits  of  a  part-time  pro- 
gram, they  also  expect  a  more  rigorous 
experience.  No  longer  is  it  enough  to  offer  evening  classes  with 
light  workloads  taught  by  whichever  professors  are  willing  to 
cover  the  night  shift.  Students  are  looking  for  all  the  trimmings 
of  a  full-time  MBA  program— better  networking  opportunities, 
global  exposure,  and  the  best  professors.  Says  Gonzalo  Freixes, 
the  school's  associate  dean  for  Professional  MBA  Programs: 
"MBA  education  has  woken  up  and  said,  'Whoa,  this  is  what 
our  population  is  clamoring  for.' " 

No  part-time  program  can  match  the  depth  and  breadth  of  a 
full-time  MBA,  of  course,  but  Anderson  has  designed  its  curric  - 
ulumto  be  as  close  to  the  real  deal  as  possible.  Most  schools  give 
part-timers  up  to  six  years  to  complete  what  is  traditionally  a 
two-year  degree.  Students  at  UCLA's  Fully  Employed  MBA  Pro- 
gram take  three.  Attendees  are  required  to  complete  two  courses 
a  quarter,  for  a  total  of  10  core  classes  and  eight  electives  on  top  of 
a  six-month-long  project.  Unlike  many  programs  where  stu- 
dents rarely  have  classes  with  the  same  people,  Anderson  groups 
students  into  "cohorts"  of  65  that  complete  all  of  their  core 
classes  together  so  they  can  network.  "It  has  been  great  to  have  a 
group  to  bounce  ideas  off  of,"  says  third -year  student  VanAn 
Tranchi,  a  manager  at  the  Los  Angeles  County  Museum  of  Art. 
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Anderson's  part-time  program  has  made  several  improves 
ments  that  helped  put  it  at  the  top  of  the  ranking.  One  longil 
standing  complaint  from  part-time  students  is  that  they  go 
little  in  the  way  of  career  services.  Anderson  has  made  two  a 
reer  counselors  available  exclusively  to  its  part-time  student' 
The  school  also  added  an  Executive  Career  Night  that  brings  2 
companies  to  campus  expressly  for  its  working  students.  "Tl 
companies  are  very  excited  about  that  prospect,"  says  Freixe 
because  part-timers  often  have  more  work  experience  thai 
their  full-time  counterparts. 

Most  schools  put  a  premium  on  international  experience 
Anderson  believes  its  Global  Access  Program  is  a  step  aboi 
what's  out  there.  Robert  F.  Foster,  who  runs  it,  says  othi' 
schools  offer  the  "look-see  international  experience,"  whe; 
students  "visit  the  Toyota  factory  and  write  a  10-page  pape)< 
At  Anderson,  students  work  in  groups  for  six  months  and  d< 
velop  a  business  plan  for  a  small  business  in  another  countr 
That  involves  intense  industry  research  and  providing  strateg 
advice  for  executives. 

Tranchi  has  been  working  with  a  family- owned  machil 
manufacturer  in  Italy.  So  far  the  project  has  involved  a  trip' 
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Germany  for  a  trade  show,  weekly  7  a.m.  conference  calls,  and 
parsing  the  company's  organizational  structure  for  flaws.  By  the 
time  she  makes  her  presentation  to  the  company's  executives  in 
December,  Tranchi  will  have  put  500  hours  into  the  project. 

She  acknowledges  the  pace  is  grueling.  But  as  far  as  UCLA 
Anderson  is  concerned,  that's  what  Tranchi  and  her  colleagues 
asked  for.  "We  have  exactly  the  same  expectations  whether 
you're  in  the  full-time  or  part- time  program,"  says  the  school's 
dean,  Judy  D.  Olian.  "We  make  no  excuses." 


HARVARD 


For  decades,  Harvard  Business  School  was  the  king  of  execu- 
tive education.  Particularly  popular  in  management  circles 
was  HBS's  noncredit  "open  enrollment"  program.  If  a  manager 
needed  a  quick  refresher  on  a  single,  focused  topic  in,  say,  eth- 
ics, HBS  was  the  first  choice.  And  if  an  executive  needed  more 
than  a  crash  course,  the  school  offered  a  longer,  more  com- 


prehensive option  focused  on  management  development  a: 
aimed  at  mid-  to  high-level  employees  without  MBAs.  The  fc 
mat  served  the  school  well  for  half  a  century. 

But  the  B  -  school  began  to  hear  rumblings  from  corporate  c 
ents  about  what  they  deemed  serious  flaws  in  the  program's  d 
sign.  First,  the  8  to  12  weeks  participants  spent  on  campus  w 
too  long  for  them  to  be  away  from  their  jobs.  Second,  the  schc 
didn't  attract  enough  applicants  who  were  on  the  corpon 
fast  track— the  kind  of  people  who  would  make  good  networ 
ing  and  brainstorming  candidates.  "There  was  a  gap  in  what" 
were  offering,"  says  W.  Earl  Sasser,  a  veteran  HBS  manageme' 
professor.  So  Sasser  and  his  team  rebuilt  the  program. 

The  result  is  called  the  Program  for  Leadership  Developnw 
(PLD).  It  was  designed  to  provide  the  best  HBS  has  to  offer-t 
professors,  lots  of  case  studies,  and  plenty  of  networking  oppc 
tunities— without  being  too  onerous  for  full-time  employees. 

For  starters,  the  school  toughened  admissions  criteria  to  e 
sure  that  classes  include  a  range  of  talented  and  experieno 
people.  Now  attendees  have  as  much  as  15  years'  working  e 
perience  and  many  already  hold  MBAs. 
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WEST 


1 


UCLA  (Anderson) 

Los  Angeles 


$NA 


34% 


Career 
Advancers 


Students  rave  about  international  field  study,  which  involves 
ing  a  business  plan  for  a  tech  company. 


USC  (Marshall) 

Los  Angeles 


1,217 


41 


Career 
Advancers 


Challenging  curriculum  includes  well-regarded  study-abroS' 
program,  but  career  services  needs  work. 


Loyola  Marymount 

Los  Angeles 


982 


37 


Job  Changers 


Diverse  student  body  and  top-notch  entrepreneurship  prog* 
win  high  marks.  Career  services,  not  so  much. 


16 


Washington  (Foster) 

Seattle 


689 


25 


Job  Changers 


Faculty  and  responsive  staff  make  the  grade,  but  recruiting  rj 
challenge. 


17 


Nevada 
Reno 


176 


45 


Career 
Advancers 


Flexible  and  affordable,  with  an  experienced  faculty,  but  clai 
mates  with  no  work  experience  irksome. 


SOUTH- 
WEST 


Denver 
Denver 


873 


30 


Job  Changers 


With  17  concentrations,  DU  offers  something  for  everyone,!:  j 
courses  are  hit-or-miss. 


13 


SMU(Cox) 

Dallas 


1,425 


37 


Career 

Switchers 


Entrepreneurship  program  gets  high  marks.  Career  center)' 
on  full-time  students  doesn't. 


26 


Texas 

San  Antonio 


192 


23 


Job  Changers 


Experienced  classmates  and  faculty  were  pluses,  but  facult 
unavailable  on  part-timers'  schedule. 


->7 


Houston  (Bauer) 

Houston 


352 


36 


Career 
Switchers 


Low  cost,  great  electives,  and  top  execs  in  the  classroom. ! 
students  lack  work  experience. 


30 


Texas  (McCombs) 

Austin 


1,523 


52 


Career 
Switchers 


Students  love  consulting  jobs  with  local  companies  and  ao. 
rigor  on  par  with  full-time  program. 


SOUTH 


Emory  (Goizueta) 

Atlanta 


1,250 


40 


Career 
Switchers 


Part-timers  get  the  star  treatment:  challenging  classes,  evew  ; 

office  hours,  even  food. 

i^_ 


12 


Elon  (Love) 

Elon,  N.C. 


440 


28 


Career 
Switchers 


Small  classes,  engaging  faculty,  and  tight-knit  community  c 
uted  to  a  high  satisfaction  rating. 


19 


Georgia  State  (Robinson) 

Atlanta 


214 


42 


Job  Changers 


Teachers  with  an  affinity  for  practice  over  theory  make  class  :| 
ful,  but  poor-quality  classmates  detract. 


22 


Wake  Forest  (Babcock) 

Winston-Salem 


1,104 


34 


Career 
Switchers 


Students  find  the  program  challenging— almost  to  a  fault— I 
wouldn't  have  it  any  other  way. 


23 


Rollins  (Crummer) 

Winter  Park,  Fla. 


756 


32 


Career 

Switchers 


Accessible  faculty,  grounded  in  the  real  world,  wins  acclain 
the  job  hunt  frustrated  many. 


Methodology  Note:  Rankings  are  based  on  three  measures.  A  student  survey,  sent  to  9,274  part-time  MBA  students  at  81  programs  by  Cambria  Consulting  Inc.  and    n* 
completed  by  3,209  (35%),  measures  general  student  satisfaction.  An  academic  quality  score  consists  of  six  equally  weighted  measures:  average  GMAT  score,  avei 
work  experience,  the  percentage  of  all  teachers  in  the  part-time  MBA  program  who  are  tenured  faculty,  average  class  size  in  core  business  classes,  the  number  of 
business  electives  available  to  part-time  MBA  students,  and  the  program's  completion  rate.  A  third  measure  of  post-MBA  outcomes  is  based  on  the  percentage  of 
survey  respondents  who  say  their  program  was  "completely"  responsible  for  them  achieving  their  goals.  For  this,  we  averaged  the  percentages  for  three  categories  o    : 
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Then  Sasser  &  Co.  ex- 
panded the  length  of  the 
program,  from  12  weeks 
to  six  months,  while  min- 
imizing time  on  campus. 
Instead  of  three  months 
in  the  classroom,  PLD 
participants  spend  a  pair 
of  two-week  sessions  in 
Cambridge.  Of  course, 
reducing  the  amount  of 
time  spent  on  campus 
means  the  classroom  in- 
tensity goes  up  several 
orders  of  magnitude.  In 
their  first  two  weeks  on 
campus,  PLD  students 
cover  19  case  studies.  "We 
give  the  MBAs  four  times 
as  long  to  cover  the  same 


amount  of  material,"  says  Das  Narayandas,  the  program's  co- 
chief.  "It's  like  trying  to  drink  from  a  fire  hose."  To  make  the  load 
more  manageable,  the  school  has  designed  the  curriculum  so 
each  professor's  teaching  builds  on  classes  that  came  before. 

Before  comingto  campus,  participants  complete  Web-based 
tutorials  to  develop  basic  skills  in  areas  like  accounting  and  fi- 
nance. After  their  first  two  weeks  on  campus,  they  return  home 
and  engage  in  an  intense  business  simulation  that  unfolds  over 
six  weeks.  Each  team  of  six  or  seven  students  launches  a  vir- 
tual company  in  one  industry.  The  teams  compete  against  each 
other  for  market  share  and  revenue,  and  are  asked  to  analyze 
all  aspects  of  the  business,  from  marketing  and  accounting  to 
strategy  and  product  assortment— all  topics  covered  in  their 
studies.  Each  of  the  six  weeks  represents  one  year  in  the  com- 
pany's life.  After  each  week,  the  group  must  decide  how  their 
company  will  proceed  into  the  next  year  and  so  on. 

HBS  says  its  new  program  has  much  more  in  common  with 
full-time  MBA  programs  than  with  anything  currently  bear- 
ing the  "executive  education"  label,  both  in  design  and  class 
makeup.  The  school  has  put  increasing  emphasis  on  network- 
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increase 
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9 

1 

Worcester  Polytechnic 

Worcester,  Mass. 

$1,042 

46% 

Job  Changers 

Flexible  combination  of  in-class/online  courses,  relevant  curriculum,  and 
top-notch  faculty  win  raves. 

115 

2 

Boston  University 

Boston 

1,092 

40 

Job  Changers 

Top-quality  profs,  high-caliber  classmates  drew  praise,  but  focus  on 
teamwork  was  a  bit  much  for  some. 

25 

3 

NYU  (Stern) 

New  York 

1,440 

38 

Career 
Switchers 

Terrific  finance  faculty  and  study-abroad  program  make  NYU  a  top 
choice.  But  recruiting  is  tough  for  part-timers. 

28 

Boston  College  (Carroll) 

Boston 

1,126 

40 

Career 
Advancers 

Study-abroad  programs  in  Europe  and  Asia,  strong  finance  focus,  and 
tight-knit  community  impress  many. 

29 

5 

Massachusetts  (Isenberg) 

Amherst 

600 

36 

Job  Changers 

Program  can  be  completed  in  2+  years,  and  online  courses  add  flex- 
ibility. Accessible  faculty  a  plus. 

7 

1 

Chicago 

Chicago 

NA 

42 

Job  Changers 

Quant-heavy  curriculum  has  student  devotees,  and  on-campus  recruit- 
ing is  available  for  part-timers. 

8 

2 

Loyola 

Chicago 

1,047 

33 

Job  Changers 

Marketing  and  accounting  get  high  marks,  and  ethics  is  a  priority.  But 
some  were  critical  of  career  services. 

18 

3 

Indiana  University  Southeast 

New  Albany,  Ind. 

270 

44 

Career 
Switchers 

Profs  have  a  flair  for  making  subjects  relevant,  but  choice  of  electives 
was  slim. 

20 

4 

Washington  University  (Oiin) 

St.  Louis 

1,150 

42 

Job  Changers/ 
Career  Switchers 

Faculty's  real-world  knowhow  made  concepts  applicable  at  work.  But 
variety  in  electives  was  lacking. 

21 

5 

Ohio  State  (Fisher) 

Columbus 

702 

39 

Career 
Switchers 

Academically  rigorous  program  challenges  students.  High  cost  and  few 
online  options  irked  some. 

5 

1 

Lehigh 

Bethlehem,  Pa. 

630 

32 

Career 
Switchers 

Accessible  profs  and  program  flexibility  were  big  pluses.  But  not  every- 
one was  challenged  by  the  coursework. 

10 

2 

Drexel  (LeBow) 

Philadelphia 

835 

32 

Job  Changers 

Fast-paced  LEAD  MBA  won  raves  for  high-caliber  students  and 
classes.  Professional  MBA  deemed  unimpressive. 

11 

3 

Villanova 

Villanova,  Pa. 

885 

25 

Career 
Switchers 

Close-knit  community  enriched  learning  experience  but  profs  lacked 
practical  wisdom. 

14 

4 

Richmond  (Robins) 

Richmond,  Va. 

770 

51 

Career 
Switchers 

Small  classes,  personal  attention  by  profs  won  raves,  but  classmates 
lacking  business  experience  hampered  debate. 

24 

i        5 

Carnegie  Mellon  (Tepper) 

Pittsburgh 

1,508 

39 

Career 
Switchers 

The  highly  quantitative  program  challenges  students,  but  the  high  cost 
and  limited  course  availability  are  a  problem. 

■eer  advancers,"  who  are  looking  for  a  promotion  with  their  current  employer;  "job  changers,"  who  are  looking  to  advance  their  careers  with  a  new  employer;  and 
lers"  who  want  to  change  industries,  functional  areas,  or  both.  The  student  survey  contributed  40%  of  the  final  ranking,  with  the  academic  quality  and  post-MBA 
asures  contributing  30%  each.  Data  on  program  cost  provided  by  the  schools.  Average  salary  increase  based  on  respondents  to  student  survey.  NA=not  available, 
information  on  our  methodology  visit  our  FAQ  online  at  www.businessweek.com/bschools/faq/index.html.  Data:  Cambria  Consulting  Inc.,  BusinessWeek. 
Geoff  Gloeckler,  Jane  Porter,  Louis  Lavelle. 
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ing.  While  on  campus  for  their  two  weeks,  students  stay  in 
small,  single  dorm  rooms  that  are  linked  by  a  common  den -like 
gathering  space  to  encourage  socialization  and  teamwork.  As  a 
result,  the  school  says,  participants  build  relationships  typically 
found  in  full-time  MBA  programs,  bouncing  around  ideas  and 
concepts,  and  carrying  their  discussions  off-campus. 

J.  Patrick  Bewley,  who  works  full-time  at  a  small  San  Ramos 
(Calif.)  marketing  firm,  says  he  has  been  putting  in  18 -hour  days 
since  starting  the  program  in  mid-October.  "I  learn  as  much 
from  my  classmates  as  I  do  the  professors,"  he  says.  A  telling 
statement,  since  the  program  has  mustered  some  of  Harvard's 
top  professors,  among  them  Robert  S.  Kaplan  and  Clay  Chris  - 
tensen.  "The  Harvard  program  was  everything  I  was  looking 
for,"  says  Bewley,  32. 


NORTHWESTERN 


Executive  MBA  programs  have  the  daunting  task  of  giving  sea- 
soned managers  the  extra  oomph  required  to  become  CEO  ma- 
terial. But  teaching  people  how  to  become  an  effective  leader 
isn't  accomplished  simply  with  a  lineup  of  relevant  courses.  It 
comes  from  creating  an  atmosphere  where  executives  can  in- 
teract with  each  other  and  step  in  and  out  of  leadership  roles  in 
a  safe  learning  environment. 

The  Kellogg  School  of  Management  at  Northwestern  Univer- 
sity has  attempted  to  deliver  the  kind  of  learning  atmosphere 
where  leadership  isn't  simply  taught  in  the  classroom;  it's 
woven— through  group  work  and  the  premium  placed  on  net- 
working-into  every  aspect  of  the  curriculum.  "This  whole  idea 
of  collaboration  and  cooperation,"  says  Dean  Dipak  C.  Jain,  "is 
what  made  us  what  we  are  today." 

While  many  EMBA  programs  flaunt  their  emphasis  on  team  - 
work,  few  schools  get  students  working  together  quite  the  way 
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Kellogg  does.  Students  are  divide 
into  groups  of  six  that  stick  togethi 
and  work  on  projects  for  two  years 
uncommon  at  most  schools.  As 
result,  participants  grow  extreme 
close ,  learning  each  others  strengtl 
and  weaknesses,  and  growing  con 
fortable  sharing  anecdotes  fro 
their  working  lives. 

To  avoid  making  the  experiem 
too  insular,  Kellogg  brings  in  sti 
dents  from  partner  schools  in  Hoi 
Kong,  Israel,  Germany,  Toront 
and  the  Latin  America  program 
Miami.  For  one  week,  these  execi 
fives  take  classes  and  work  on  groi 
projects  with  students,  giving  the 
international  exposure.  They  th( 
have  a  chance  to  reconnect  by  tal 
ing  week-long  electives  at  par 
ner  schools— a  new  addition  to  til 
program.  Microsoft  manager  Bry; 
Trussel  says  he  reached  beyond  h 
limited  Seattle  tech  circle,  thanks  to  the  emphasis  on  networl 
ing.  "The  peer  group  is  a  huge  part  of  the  experience,"  he  say} 
Thanks  to  a  reputation  for  producing  strong  leaders,  Ke 
logg  attracts  seasoned  executives.  Students  average  12  yea 
of  management  experience,  vs.  9  years  for  the  top  25  prograr 
overall.  And  these  people  often  provide  telling  anecdotes  th 
the  professors  can't  hope  to  duplicate.  During  a  recent  sessii 
of  professor  Edward  J.  Zajac's  Strategic  Alliances  course,  tl 
professor  raised  the  topic  of  small  companies  playing  up  th< 
relationships  with  larger  firms.  One  Intel  manager  raised  1 
hand  to  candidly  share:  "We  don't  allow  companies  to  say  thi 
do  business  with  us  unless  we  get  something  in  return." 

When  students  are  on-campus  — every  other  weekend  ai 
during  live -in  weeks— Kellogg  takes  extreme  measures  to  fo 
ter  a  sense  of  community.  Bedrooms,  while  stocked  with  towt 
and  toiletries,  have  no  TVs,  so  students  "don't  just  scurry  ba, 
to  their  rooms,"  says  Program  Director  Bernadette  A.  Birt.  I: 
stead,  a  downstairs  bar  opens  every  evening  at  six.  The  15  -mi: 
ute  coffee  breaks  students  have  between  lectures  are  schedul 
simultaneously  for  all  classes  so  they  can  socialize  with  as  ma 
executives  as  possible.  "They  build  both  a  business  network  a 
a  social  network,"  says  Birt  of  the  EMBA  students.  "We  try  a 
set  up  everything  around  that  mentality." 

And  while  most  top  EMBA  programs  give  their  student!' 
place  to  stay  and  three  square  meals  a  day,  the  school  has  go 
out  of  its  way  to  make  life  easy  for  busy  people.  Books  are  pr 
bought;  there's  on-site  dry  cleaning;  break  rooms  are  laid  c 
with  finger  foods  all  day;  and  the  salad  bar  is  upscale.  Say  Bi 
"They  get  here  and  they  can  focus  on  being  students."  1  bw  i 


BUSINESSWEEK.COM  Dig  deeper  online.  STATS:  In-depth  profiles 
1  part-time,  executive,  and  distance  MBA  pro- 
grams, and  nondegree  exec  ed  programs.  TOOLS:  Expanded  interacts* 
tables  tor  all  three  rankings,  plus  tools  for  finding  the  perfect  program. 
PLUS:  Slide  shows,  virtual  school  tours,  forums,  blogs,  and  more. 


HEARD  ON  BROADWAY 
MONDAY  2:29  PM 

Guy  with  PDA:  I  love  it.  How  soon  can  we 
get  this  into  stores? 

Short  guy:  Six  months,  maybe  seven. 

Guy  with  PDA:  What  can  we  do  in  six  weeks? 

Short  guy:  Change  the  color? 

While  other  people  talk  about  getting  to  market  faster,  we 
can  help  you  get  to  market  faster.  IBM  worked  with  Clarion 
Malaysia  to  speed  product  innovation,  reducing  design 
cycle  time  by  half.  See  how  at  ibm. com/do/electronics 


STOP  TALKING 
START  DOING 


'^}fM  '°9°  and  ibm  com  are  registered  trademarks  or  trademarks  of  International  Business  Machines  CorporaU 
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INDEP-| 

TOP  EXECUTIVE  MBA  PROGRAMS 

2007/ 
2005 
Rank 

School 

Total 
Tuition 

Grads'  Yrs. 
Of  Mgmt 
Exp. 

Teaching 

Support 

Comments 

1 

1 

Northwestern  (Kellogg) 

Evanston,  III. 

$135,000 

12 

A 

A 

Still  the  best  after  all  these  years:  A  focus  on  teamwork,  engaging  and  ac- 
cessible faculty,  and  a  cherry-picked  class. 

2 

2 

Pennsylvania  (Wharton) 

Philadelphia 

142,440 

8 

A 

A+ 

Few  programs  can  top  the  faculty,  top-of-the-heap  student  body,  and  the 
door-opening  magic  of  the  Wharton  brand. 

3 

3 

Chicago 
Chicago 

120,000 

11 

A+ 

C 

Analytical  skills  are  Chicago's  bread  and  butter.  Students  are  taught  by 
full-time  program's  prize-winning  faculty. 

4 

4 

Michigan  (Ross) 

Ann  Arbor 

1  20,000 

10 

A+ 

A 

Smart  and  ambitious  students,  and  profs  who  know  how  to  leverage 
student  experience  into  a  world-class  education. 

5 

8 

USC  (Marshall) 

Los  Angeles 

84,850 

10 

A 

A 

Designed  for  CEOs  in  waiting,  this  program  gets  high  marks  for  finance, 
strategy,  international  business,  and  entrepreneurship. 

6 

NR 

Columbia 
New  York 

133,200 

7 

A+ 

A+ 

The  problems  that  knocked  Columbia  off  its  perch  in  2005— inexperience 
classmates  and  limited  course  offerings— are  gone. 

7 
6 

Emory  (Goizueta) 

Atlanta 

88,000 

8 

A+ 

A+ 

Profs  with  vast  research  and  consulting  experience,  and  top-of-the-line 
staff,  but  visiting  execs  were  scarce. 

8 

14 

UCLA  (Anderson) 

Los  Angeles 

95,116 

10 

A+ 

A 

A  demanding  program  with  a  highly  qualified  student  body  to  match. 
Finance,  marketing,  and  entrepreneurship  get  high  marks. 

9 

9 

Duke  (Fuqua-Global) 

Durham,  N.C. 

123,500 

12 

A+ 

A+ 

Large  online  component  supplies  flexibility;  three  international  trips  provicA 
global  focus.  But  not  everyone  is  up  to  the  challenge. 

10 

5 

UNC(Kenan-Flagler) 

Chapel  Hill,  N.C. 

67,200 

7 

B 

A+ 

Decline  in  student  satisfaction  brought  program  down  a  notch.  Students  1 
cited  teaching  quality  and  career  services  as  sore  points. 

11 

16 

SMU(Cox) 

Dallas 

84,135 

10 

A 

B 

Students  rave  about  talented  faculty,  experienced  students,  cohort  systei  • 
similar  to  full-time  program,  and  new  learning  facility. 

12 

10 

Georgetown  (McDonough) 

Washington 

93,935 

8 

A 

B 

A  truly  global  program,  students  especially  like  the  two  international  resi- 
dencies. Technology  deemed  "abysmal." 

13 

17 

Cornell  (Johnson) 
Ithaca,  N.Y. 

122,400 

7 

A+ 

A+ 

Profs  made  challenging  curriculum  manageable.  Career  services  needs  • 
work  and  off-campus  location  limits  course  variety. 

14 

13 

Ohio  State  (Fisher) 

Columbus 

64,900 

10 

A 

B 

Solid  faculty  and  experienced  classmates  were  pluses.  Some  found  sup^i 
port  staff  unhelpful. 

15 

NR 

Instituto  De  Empresa 

Madrid 

63,500 

9 

B 

B 

Intensive  1 3-month  program  and  diverse  classmates  result  in  a  unique 
experience.  Inattentive  staff  irked  some. 

16 

7 

IMD,  Lausanne, 
Switzerland 

101,000 

11 

B 

A 

Global  experience  and  strategy  focus  suit  many.  But  some  say  program  i 
needs  more  rigor,  theory,  and  class  time. 

17 

15 

IESE(Univ.  Of  Navarra) 

Barcelona 

126,244 

11 

A+ 

B 

Students  applaud  global  focus,  world-class  faculty,  and  residencies  in 
Barcelona,  Madrid,  Shanghai,  and  Silicon  Valley. 

18 

NR 

INSEAD 

France/Singapore 

1 10,000 

9 

A 

B 

Highly  qualified  faculty,  diverse  classmates,  and  monthly  class  meetings) 
win  raves.  But  1 4-month  program  is  too  short  for  some. 

19 

19 

New  York  (Stern) 

New  York 

128,000 

8 

B 

B 

Two  global  study  tours  and  an  optional  finance  specialization  are  pluses. 
Limited  access  to  career  services  is  an  issue. 

20 

25 

London  Business  School 

London 

85,000 

7 

B 

B 

Global  consulting  assignments  were  a  favorite,  but  schedule  made  com- 1 
muting  difficult. 

21 

NR 

ESADE 

Barcelona 

66,690 

7 

B 

B 

Well-balanced  curriculum,  top-flight  faculty,  and  international  exchange  l 
programs  are  liked  by  many. 

22 

NR 

Thunderbird 

Glendale,  Ariz. 

67,000 

10 

A 

A 

Relentlessly  international  focus,  experienced  profs,  and  attentive  staff 
make  T-bird  a  top  choice  for  would-be  global  managers. 

23 

21 

Queen's 

Kingston,  Ont. 

69,000 

10 

A 

A 

A  learning  model  using  videoconferencing  and  a  teamwork-heavy  currici  j 
lum  won  raves.  Cost  was  an  issue  for  some. 

24 

NR 

Washington  (Olin) 
St.  Louis 

83,900 

10 

A 

A 

Approachable  faculty,  attentive  staff  made  for  user-friendly  program.  But 
career  services  could  be  better. 

25 

NR 

Villanova 

Philadelphia 

85,000 

9 

B 

A+ 

Accessible  faculty  and  courses  that  tackle  complex  problems  from  every 
angle  win  raves,  but  recruiting  opportunities  are  limited. 

Methodology  Note:  Rankings  are  based  on  a  survey  of  EMBA  graduates  and  a  survey  of  EMBA  program  directors.  The  graduate  poll  was  sent  to  4,544  students,  and  2,693 
responded  (59%);  the  director  poll  was  sent  to  89  directors,  and  51  responded  (57%).  The  graduate  survey  consists  of  about  50  questions  on  teaching  quality,  career  services 
and  curriculum,  among  other  things.  Using  the  average  answer  to  each  question,  and  each  question's  standard  deviation,  we  calculate  a  2007  student  survey  score  for  each  sd 
The  2007  score  is  combined  with  two  previous  student  survey  scores  (2005  and  2003)  for  a  total  student  survey  score  which  contributes  65%  of  the  final  ranking.  The  survey  t 
EMBA  program  directors  asks  them  to  list  their  top  10  programs.  No.  1  rankings  are  assigned  10  points,  No.  2  nine  points,  etc.  The  point  totals  for  each  program  contribute  35c 
the  final  ranking.  Letter  grades  are  based  on  the  average  of  all  responses  in  each  of  the  categories,  which  represent  only  a  portion  of  the  total  graduate  survey.  The  top  20%  ear 
an  A+,  the  next  25%  received  As,  the  next  35%  were  awarded  B's,  and  the  bottom  20%  got  C's.  Both  surveys  were  administered  by  Cambria  Consulting  Inc.  Tuition  data  prov 
by  the  schools.  Out-of-state  tuition  used  where  appropriate.  Grads'  years  of  management  experience  is  an  average  based  on  student  survey.  NR=not  ranked.  For  more  on  our 
methodology  visit  our  FAQ  online  at  businessweek.com/bschools/faq/index.html.  Data:  Cambria  Consulting,  BusinessWeek.  Research  by  Geoff  Gloeckler,  Louis  Lavelle 
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HEARD  ON  RED-EYE  TO  FRANKFURT 
WEDNESDAY  6:15  AM 

Pink  argyles:  How  are  we  doing  on  the 
global  collaboration  plan? 

Barefoot:  We're  having  trouble  getting 
buy-in  from  the  local  offices. 


You've  heard  everyone  talk  about  innovative  business 
models,  but  IBM  has  the  experience  to  help  you  actually 
get  it  done.  Download  our  white  paper  "The  Power  of  Many' 
at  ibm. com/do/leaders 


STOP  TALKING 


^ElBMIogo  and  ibm.com  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  Other  company,  product 
iJtvice  names  may  be  trademarks  or  service  marks  of  others.  ©  Copyright  IBM  Corporation  2007.  All  rights  reserved. 
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TOP  NONDEGREE  EXECUTIVE  EDUCATION  PROGRAMS 

OPEN  ENROLLMENT 

CUSTOMIZED  CURRICULUM 

2007/ 
2005 
Rank 

Provider/Location 

Open 

Programs 

Offered 

Innovation 

Leadership 

Strategy 

2007/ 
2005 
Rank 

Provider/Location 

No.  of  cllen 
served 

1 

1 

Harvard 

Boston 

113 

A+ 

A+ 

A+ 

1 

1 

Duke  Corporate  Education 
Durham,  N.C. 

68 

2 

2 

INSEAD 

France/Singapore 

341 

B 

A  + 

A+ 

2 

2 

IMD 

Lausanne,  Switzerland 

100 

3 

3 

IMD 

Lausanne,  Switzerland 

132 

A+ 

A+ 

A+ 

3 

3 

INSEAD 

France/Singapore 

112 

4 

4 

Stanford 

Stanford,  Calif. 

42 

A+ 

A+ 

A+ 

4 
7 

Harvard 

Boston 

39  4 

5 

7 

Columbia 

New  York 

73 

B 

A+ 

A+ 

5 

6 

London  Business  School 

London 

41 

6 

5 

London  Business  School, 

London 

108 

A 

A+ 

A+ 

6 

NR 

Western  Ontario  (Ivey) 

London,  Ont. 

39  J 

7 

6 

Michigan  (Ross) 
Ann  Arbor 

96 

B 

A 

A+ 

7 

20 

Columbia 

New  York 

22  2 

8 

8 

Pennsylvania  (Wharton) 

Philadelphia 

147 

C 

A 

A 

8 

NR 

Center  for  Creative  Leadership 

Greensboro,  N.C. 

2361 

9 

18 

Chicago 

Chicago 

51 

B 

A 

A+ 

9 

15 

Thunderbird 

Glendale,  Ariz. 

185! 

10 

12 

Virginia  (Darden) 

Charlottesville 

64 

B 

A+ 

A 

10 

16 

ESADE 

Barcelona 

74 

11 

13 

Duke  (Fuqua) 
Durham,  N.C 

12 

B 

B 

B 

11 

11 

Pennsylvania  (Wharton) 

Philadelphia 

91 

12 

11 

IESE 

Barcelona 

141 

A 

A+ 

A+ 

12 

12 

IESE 

Barcelona 

52 

13 

15 

MIT  (Sloan) 

Cambridge,  Mass. 

39 

A+ 

B 

A 

13 

19 

Instituto  de  Empresa 

Madrid 

74' 

14 

NR 

ESADE 

Barcelona 

37 

A+ 

A+ 

A+ 

14 

9 

Stanford 

Stanford,  Calif. 

11 

15 

14 

Western  Ontario  (Ivey) 
London,  Ont. 

130 

A+ 

A+ 

A+ 

15 

NR 

Notre  Dame  (Mendoza) 
South  Bend,  Ind. 

15 

16 

NR 

Instituto  de  Empresa 

Madrid 

232 

A 

A 

A+ 

16 

NR 

MIT  (Sloan) 

Cambridge,  Mass. 

19 

17 

16 

Thunderbird 
Glendale,  Ariz. 

163 

C 

A 

A 

17 

NR 

Chicago 

Chicago 

22 

18 

9 

Northwestern  (Kellogg) 

Evanston,  III. 

87 

C 

B 

A 

18 

5 

Michigan  (Ross) 

Ann  Arbor 

29 

19 

NR 

Cornell  (Johnson) 
Ithaca,  N.Y. 

NA 

C 

C 

C 

19 

NR 

Ohio  State  (Fisher) 

Columbus 

22 

20 

NR 

Carnegie  Mellon  (Tepper) 
Pittsburgh 

21 

C 

B 

B 

20 

17 

UNC  (Kenan-Flag ler) 
Chapel-Hill,  N.C. 

33 

Methodology  Note:  Rankings  were  determined  by  the  results  of  an  online  survey  8us/nessvVee/c  sent  to  41 5  companies;  1 50  responded  (36%).  Companies  indicated 
familiarity  with  both  university  and  private-sector  providers  and  ranked  them  in  order  of  best  programs  overall  for  both  custom  programs,  designed  for  specific  clients,  and 
open  enrollment  programs,  which  are  open  to  all  companies.  A  No.  1  ranking  was  assigned  10  points,  No.  2  nine  points,  etc.  To  compute  the  ranking,  the  total  score  for  a 
school/provider  was  multiplied  by  the  number  of  companies  ranking  it  and  divided  by  the  number  of  companies  that  indicated  familiarity.  Letter  grades  are  based  on  the 
average  of  all  responses  in  each  of  the  categories,  which  represent  only  a  portion  of  the  total  survey.  The  top  20%  earned  an  A+,  the  next  25%  received  A's,  the  next  35% 
were  awarded  B's,  and  the  bottom  20%  got  C's.  Schools/providers  ranked  too  infrequently  were  disqualified.  The  survey  was  administered  and  rankings  were  tabulated  by 
Cambria  Consulting  Inc.  NR=not  ranked.  NA=not  available.  For  additional  information  on  our  methodology  visit  our  FAQ  online  at  www.businessweek.com/bschools/faq/ 
index.html.  Data:  Cambria  Consulting  Inc.,  Bus/nessVVee/t.  Research  by:  Geoff  Gloeckler,  Louis  Lavelle,  Dan  Macsai,  John  Peabody,  and  Sonal  Rupani. 
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You'll  also  call  it  amazing.  In  our  Execut 
MBA  program,  your  coursework  is  mi 
more  than  a  means  to  an  impress 
credential.  It's  an  exhilarating  immers 
into  a  free  market  of  business  ideas.  1 
world  will  look  very  different  when  you 
done.  And  isn't  that  everyone's  idea  of  fif 


Triumph  in  your  moment  of  truth. 


THE  UNIVERSITY  OF  CHIC  GRADUATE  SCHOOL  OF  BUSINESS     CHICAGO  LONDON   SINGAPORE    CHICAGOGSB.EDU/EXEC 
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WHAT'S  NEXT 


UBLIC  RELATIONS 


rhe  Bad  Boy  of  Buzz 
Vnd  His  PR  Problem 

pnn  Torossian's  5W  represents  rappers  and 
/angelicals,  but  blue-chip  clients  are  more  elusive 


By  Diane  Brady 

What  do  Anheuser-Busch,  The  Ameri- 
can Bible  Society,  Snoop  Dogg,  and  the 
folks  who  brought  you  the  Girls  Gone 
Wild  soft-porn  videos  have  in  com- 
mon? The  same  public -relations  guy: 
Ronn  D.  Torossian. 

Even  in  an  industry  fueled  by  hype, 
Torossian  stands  out.  He  claims  to 
have  evangelist  Pat  Robertson  and 
Israel's  Prime  Minister  on  speed  dial. 
He  carouses  with  celebrities.  He  courts 
controversy— sliming  rivals,  scrap- 
ping with  journalists,  lobbing  public 
insults  on  behalf  of  clients.  And,  at  33, 
he  has  built  his  New  York-based  5W 
Public  Relations  into  one  of  America's 
fastest -growing  independent  agencies. 
"It's  easy  to  hire  [firms  like]  Burson- 
Marsteller  or  Edelman,"  Torossian 
brags.  "It  takes  guts  to  hire  5W." 

Torossian  has  anointed  himself  the 
brash  new  face  of  PR.  And  it's  true  that 
few  seem  better  equipped  to  navigate  a 
celebrity- obsessed  culture.  One  of  his 
biggest  coups  was  getting  a  newborn 
Shiloh  Nouvel  Jolie  -  Pitt  photographed 
in  a  T-  shirt  sold  by  a  Denver  retailer, 
5W's  client  Belly;  the  photo  then  made 
the  cover  of  People  magazine.  Toros- 
sian—loud,  crass,  buzz-obsessed— also 
echoes  the  raw,  unvarnished  discourse 
of  the  blogosphere,  which  he  claims  to 
understand  better  than  anyone.  Brian 
Connolly,  who  founded  the  irreverent 
PR  blog  Strumpette,  says  Torossian  rep- 
resents "what  the  industry  has  become." 

Perhaps,  but  Torossian  and  his  85- 
person  agency  face  a  conundrum.  The 
tactical  provocations  may  cut  through 
the  media  noise.  They  also  could 
sabotage  an  agency  that  has  worked 
with  the  likes  of  McDonald's  and  Coca- 
Cola  but  failed  to  sign  many  blue  -  chip 
companies  (though 
Torossian  says  there 
are  several  he  can't 
name).  Torossian's 
rivals  quietly  suggest 


Torossian's  trash- 
talking  tactics 
create  buzz— 
and  controversy— 
1    for  clients 
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he  is  more  fad  than  change  agent  and 
that  modern  PR  is  less  about  generating 
buzz  than  backroom  strategy.  Not  that 
Torossian,  a  guy  who  has  been  known 
to  issue  press  releases  about  himself, 
expresses  any  self-doubt.  "One  of  the 
reasons  I've  grown  so  quickly  is  that  I'm 
bright,"  he  says.  "Another  is  that  my 
competitors  are  not  so  bright." 

Torossian  started  5W— who,  what, 
where,  when,  why— in  early  2003  and 
soon  caused  a  stir  with  his  choice  of 
clients.  As  he's  a  rap  fan  with  hip-hop 
connections,  it  was  no  surprise  that  he 
began  representing  the  likes  of  Sean 
John  Combs.  But  the  Christian  Coali- 
tion? As  always,  he  has  a  press  release- 
ready  explanation,  paraphrased  here: 
Both  religious  groups  and  hip -hop 
artists  have  been  mischaracterized  as 
extremists  when,  in  fact,  they  are  warm 
family  people  who  want  only  to  win. 
(Torossian  says  he  no  longer  represents 
the  Christian  Coalition  but  still  pro- 
vides consultation.  The  group  did  not 
return  calls  for  comment.) 

As  the  business  grew,  a  handful  of 


corporate  clients 
signed  on.  The  agency 
is  a  minnow  next  to  an 
Edelman  (revenues: 
about  $375  milhon). 
But  Jack  O'Dwyer,  whose  industry 
newsletter  produces  an  annual  rank- 
ing of  PR  agencies,  this  year  put  5W  at 


5W's  clients 
include  hip-hop 
artist  Snoop  Dogg 
and  Robertson's 
ventures 


No.  22  out  of  140  indie  firms  surveyed  t 
and  says  2006  billings  surged  85%,  toe 
$9.3  milhon. 

Almost  from  the  start,  Torossian 
has  made  a  point  of  taunting  his  rivals|| 
calling  them  "dinosaurs,"  "old  men  i 
suspenders,"  and  "brain-dead."  He  hi 
taken  regular  jabs  at  New  York  PR  kini| 


"During  12  months  ending  June  2007. 
<  2007  Visa  Inc. 
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|rard  Rubenstein.  And  in  an  e-mail  to 
ostein's  son  Richard,  he  called  him 
addy's  boy,"  though  Richard,  42,  has 
had  his  own  firm.  "He's  posturing 
streetfighter,"  says  the  younger  Ru- 
itein.  Another  rival  points  out  that 
l-talking  the  competition  can  build 
but  eventually  could  backfire. 
;se  tactics  are  great  for  your  first  $5 
on,"  says  this  person.  "It  starts  to 
you  during  the  second  $5  million." 
rossian  brings  similar  combat - 
;ss  to  client  crises.  When  Trinity 
dcasting  Network  President  Paul 
:ch  was  battling  allegations  of  a  ho - 
scual  tryst  with  a  former  employee 
had  earlier  received  a  settlement), 
ssian  publicly  told  Crouch's  accuser 
tould  keep  his  mouth  shut.  And 
1  a  Florida  judge  ordered  Girls  Gone 


rossian  has  made  a  point  of  taunting  his 
j/als,  calling  them  "dinosaurs,"  "old  men  in 
iispenders,"  and  "brain-dead" 


Wild  boss  foe  Francis  to  surrender  to 
U.S.  marshals  earlier  this  year  on  con- 
tempt charges  (he's  now  in  a  Nevada  jail, 
awaiting  trial  on  tax  evasion  charges), 
Torossian  was  quoted  calling  the  order 
an  example  of  "judges  gone  wild." 

Torossian 's  admirers  say  his  bombast 
serves  clients  in  an  era  when  celebrities 
and  bloggers  can  have  more  sway  than 
journalists.  "Of  all  the  people  I  inter- 
viewed, he  had  unlimited  energy,"  says 
Morton  A.  Klein,  president  of  the  Zionist 
Organization  of  America,  a  fringe  activ- 
ist group.  "And  he  got  me  an  article  in 
The  New  York  Times ! "  Torossian  also 
earns  praise  from  Jeff  Caswell,  who  runs 
marketing  for  Evian  North  America. 
"He  has  a  different  way  of  looking  at 
public  relations,"  says  Caswell.  That 
means  anything  from  "seeding  products 
with  celebri- 
ties" to  knowing 
which  blogs  are 
influential. 

Still,  it  can't  be 
easy  juggling  such 
an  eclectic  roster. 


Torossian  risks  alienating  corporate  cli- 
ents by  continuing  with  Girls  Gone  Wild. 
And  one  can  only  imagine  how  Regent 
University,  founded  by  Pat  Robertson 
to  infuse  education  with  "God's  glory," 
feels  about  sharing  billing  on  5 W's  Web 
site  with  LifeStyle  Condoms  and  Pamela 
Anderson.  When  asked,  Regent  put  the 
query  to  Torossian,  who  told  Business  - 
Week:  "Clearly,  many  of  our  clients  have 
nothing  to  do  with  one  another." 

Yet  some  of  5W's  listed  clients  seem 
anxious  to  distance  themselves.  "They 
are  not  currently  representing  us,"  says  a 
McDonald's  spokeswoman.  Anheuser- 
Busch  declined  to  comment.  One  ex- 
client  says:  "I  saw  more  press  releases  on 
him  than  any  work  for  my  firm."  Toros  - 
sian  seems  aware  he  may  have,  well,  a 
PR  problem.  Days  after  saying  "I've  met 
every  major  hip-hop  artist,"  he  has  a 
new  angle :  "Ninety -  seven  percent  of  my 
revenue  comes  from  corporate  clients. 
In  two  years  of  representing  Ice  Cube, 
I've  met  him  twice  for  12  seconds....  We 
are  not  a  celebrity  agency."  Could  PR's 
enfant  terrible  be  growing  up?  1 BW 1 
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$394  billion  in  global  volume*  for  Visa  Commercial  products  means  we've 

got  the  expertise  to  make  sure  your  payments  are  handled  efficiently  and 

accurately,  allowing  you  to  focus  more  on  your  bottom  line. 

Visa  Commercial.  Because  numbers  matter. 
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Ask  your 
doctor 


FLOMAX 

could  make  a 

1  -week 

difference 

for  you. 

See  our  ad  on  the 
adjacent  page 

and  visit 

4FL0MAX. 

com 


FLOMAX 

TAMSULOSIN  H0CAMUimMMO 
The  1 -week  difference. 


MANAGING 


Shirking  Working: 
The  War  on  Hooky 

Save  your  sniffles  and  scratchy- voiced  e-mails  — 
employers  have  slick  new  tools  to  fight  absenteeisn 
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By  Michelle  Conlin 

When  it  comes  to  your  underlings,  do 
you  look  the  other  way  when  the  poor 
souls  fake  a  sick  day  so  they  can  loll 
about  ?  Such  a  luxury  may  soon  be  a 
relic  of  the  analog  past.  The  corporate 
cost  slashers  have  a  fresh  target  in  their 
sights:  the  absent  employee.  Some 
companies  are  instituting  tough  policies 
to  combat  hooky.  Others  are  limiting  the 
amount  of  time  you  can  take  off  before 
unpaid  leave  kicks  in.  And  then  there  are 
those  using  brawny  human  resources 
software  that  mines  worker  data  and 
analyzes  no -shows— from  the  hourly 
scut  worker  straight  up  to  the  middle 
ranks  of  the  salaried  class. 

Employers  have  long  been  clueless 
about  the  magnitude  of  the  absentee 
problem.  Now,  though,  armed  with  new 
research  about  absenteeism's  produc- 
tivity costs  (an  estimated  $74  billion 
lost  annually),  sophisticated  track- 
ing software  from  companies  such  as 
Kronos,  and  stern  directives  from  CFOs, 
more  human  resources  departments  are 
starting  to  confront  the  problem. 


I 


Consider  that  85%  of  labor  costs 
pay  for  actual  work.  The  rest  goes  to  I 
what  HR  wonks  call  "nonproductive 
time"  and  what  the  rest  of  us  call  vao 
tion,  caring  for  a  sick  child,  or  nursini 
a  hangov— ahem— cold.  Legitimate 
absences  are  one  thing.  But  absence 
abuse— what  HR  consultants  like  to 
portray  as  a  stealthy,  bottom -line 
killer— is  on  the  rise,  with  employees 
collecting  disability,  vacation,  health 
insurance  benefits,  or  personal  days'* ,. 
which  they  aren't  entitled.  Rising  obi 
ty  rates  also  are  swelling  the  ranks  ot  y| 
absentees,  with  overweight  employe 
gone  13  days  more,  on  average,  than 
healthy- weight  workers.  And  as  con 
panies  push  workers  harder,  workers 
pushing  back —by  taking  advantage  < 
every  last  moment  of  time  off. 

The  new  climate  was  evident  last 
year  when  word  came  of  Wal-Mart's 
vamped  absence  policy.  It  mandates 
workers  will  have  to  call  an  automate 
1-800  number  instead  of  notifying  tl 
managers,  who  can  be  subjective.  It 
also  doles  out  demerits  for  leaving  w 
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Guys,  want  to  take  fewer  trips 
to  the  bathroom  at  night? 

LOMAX  may  improve  male  urinary  symptoms  due  to  BPH  in  1  WEEK. 


Waking  up  to  go? 

Stopping  and  starting? 

Going  often? 

Straining? 

Going  urgently? 

Weak  stream? 


i 


Talk  to  your  doctor.  For  many  men,  FLOMAX  may  help  in  one  week. 

DMAX  is  approved  to  treat  male  urinary  symptoms  due  to  BPH,  also  called  enlarged  prostate, 
ly  your  doctor  can  tell  if  your  symptoms  are  due  to  BPH  and  not  another  condition  such  as 
>state  cancer.  Common  side  effects  are  runny  nose,  dizziness  and  decrease  in  semen, 
udden  decrease  in  blood  pressure  may  occur  upon  standing,  rarely  resulting  in  fainting, 
avoid  situations  where  injury  could  result.  If  considering  cataract  surgery,  tell  your  eye 
geon  you've  taken  FLOMAX.  To  learn  more,  call  866-432-9734  or  visit  4FLOMAX.com. 

If  you  can't  afford  FLOMAX,  our  Patient  Assistance  Program  may  help.  Call  800-556-83 1 7. 


FLOMAX 

TAMSULOSIN  HO0"*™0"*0 
The  1-week  difference, 


3tase  see  Patient  Information  on  adjacent  page. 
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FLOMAX 


TAMSULOSINH 


CAPSULES  0.4  MG 


IMPORTANT  PATIENT  INFORMATION 


What  is  FLOMAX? 

FLOMAX  is  a  prescription  medication  that  is 
specifically  designed  to  help  relieve  the  signs  and 
symptoms  of  benign  prostatic  hyperplasia  (BPH),  a 
condition  your  physician  may  refer  to  as  an  enlarged 
prostate.  FLOMAX  works  by  relaxing  the  prostate 
muscles  around  the  urethra,  allowing  urine  to  flow 
more  freely  out  of  the  bladder.  FLOMAX  is  NOT 
indicated  for  the  treatment  of  high  blood  pressure. 

Who  should  not  use  FLOMAX? 

You  should  not  take  FLOMAX  if  you  are  allergic  to 
tamsulosin  hydrochloride  or  any  other  component  of 
FLOMAX. 

What  should  I  be  aware  of  before  taking 
FLOMAX? 

o  An  enlarged  prostate  (BPH)  and  cancer  of  the 
prostate  cause  many  of  the  same  symptoms.  It  is 
important  that  you  see  your  doctor  first  to  rule 
out  prostate  cancer. 

o  Though  extremely  rare,  FLOMAX  and  other 
drugs  in  this  class  (alpha- 1  blockers)  have  been 
associated  with  prolonged  painful  erection 
(priapism),  which  is  unrelieved  by  sex.  If  this 
occurs,  seek  immediate  medical  attention,  since 
this  condition  can  lead  to  permanent  inability  to 
have  an  erection,  if  left  untreated. 

o  During  cataract  surgery,  a  condition  known  as 
intraoperative  floppy  iris  syndrome  (IFIS)  has 
been  observed  in  patients  treated  with  drugs  in 
this  class.  When  considering  cataract  surgery, 
inform  your  surgeon  if  you  are  taking  or  have 
taken  FLOMAX  and/or  other  drugs  in  this  class. 

o  If  you  have  had  a  serious  reaction  to  sulfa,  be 
sure  to  tell  your  doctor  before  taking  FLOMAX. 

o  FLOMAX  should  NOT  be  used  in  combination 
with  other  drugs  in  its  class  since  interactions 
may  be  expected. 

o  FLOMAX  should  be  used  with  caution  in 
combination  with  cimetidine  or  with  warfarin  (a 
drug  often  prescribed  under  the  brand  name 
Coumadin®  [Bristol-Myers  Squibb  Company]). 

Are  there  any  warnings  associated  with  the 
use  of  FLOMAX? 

FLOMAX  may  cause  a  sudden  drop  in  blood 
pressure,  especially  following  the  first  dose  or  when 
changing  doses.  Although  rare,  this  drop  in  blood 
pressure  may  be  associated  with  fainting, 
lightheadedness  or  dizziness.   Caution   should  be 


exercised  when  driving,  operating  machinery,  or 
performing  hazardous  tasks,  since  injury  could  result. 

What  are  the  most  common  side  effects  of 
FLOMAX? 

The  most  common  side  effects  are  dizziness,  runny 
nose,  and  a  decrease  in  semen.  Other  side  effects 
include  headache  and  tiredness. 

How  should  I  take  FLOMAX? 

FLOMAX  0.4  mg  capsules  are  taken  once  daily. 
FLOMAX  should  be  taken  approximately  one-half 
hour  after  the  same  meal  each  day.  If  you  stop  or 
forget  to  take  FLOMAX  for  several  days,  start  again 
with  the  0.4  mg  once-daily  dose.  If  you  were 
previously  on  a  higher  dose,  contact  your  doctor 
before  returning  to  the  higher  dose. 

Do  not  crush,  chew,  or  open  FLOMAX  capsules. 

What  about  overdosing  with  FLOMAX? 

You  should  always  take  your  medications  according 
to  the  directions  given  by  your  doctor.  If  you  think 
you  have  taken  an  overdosage  of  FLOMAX  capsules, 
contact  your  doctor  immediately. 

Still  have  questions? 

For  more  information,  ask  your  doctor  or  pharmacist,  call  1 
1-866-432-9734,  and/or  visit  www.4FLOMAX.com. 
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WHAT'S  NEXT 


ICK  (OR  NOT)  DAYS 

tile  34%  of  employees  call  in  sick 
e  to  illness,  66%  are  taking  time 
for  other  reasons 


v.  CCH  in  its  2007  Unscheduled  Absence  Survey 

or  arriving  for  work  10  minutes 
-barring  something  as  extreme  as 
rorist  attack  or  a  co-worker's  fu- 
I  Four  unauthorized  absences,  and 
plinary  actions  begin.  Wal-Mart 
ined  to  comment. 

ELLIAN  OVERTONES 
e  the  chance  to  save  money  is 
ome  to  CFOs,  to  some  employ- 
tie  new  crackdown  smacks  of  Big 
ler.  After  he  was  out  sick  for  two 
a  Delphi  laborer  in  Rochester,  N.Y. , 
;d  Stanley  Straughter  was  asked 
;n  a  waiver  releasing  his  medical 
mationto  the  company.  Straugh- 
iting  privacy  concerns,  refused  and 
Ired,  he  claims.  The  Equal  Employ - 
Opportunity  Commission,  which 
such  requests  for  medical  informa- 
or  absent  employees  are  standard 
Iphi,  has  since  filed  suit  against 
Iitomotive  supplier  on  Straughter's 
If.  Delphi  declined  to  comment, 
■hough  theirs  may  be  among  the 
Ijdraconian  measures,  Wal-Mart 
Pelphi  are  not  the  only  ones  put  - 
Bvorker  whereabouts  under  the 
wscope.  Dell,  Georgia-Pacific,  and 
•lwest  Airlines  are  just  a  few  of  the 
■  anies  availing  themselves  of  the 
dies  of  a  growing  group  of  consul - 
nfwho  are  rebranding  "lost  time" 
tclie  new  science  of  "absence  man- 
e^nt."  Southwest  says  new  software 
■racks  the  under-the-wing  crew 
thready  saved  the  company  $2  mil- 
•winually  in  reduced  administrative 
'Sialone.  The  carrier  plans  to  roll  out 
wiated  absence  tracking  for  head- 
ifbrs  staff  next  year. 


Analyzing  absenteeism  isn't  just 
leading  the  corporate  cops  to  malinger- 
ers and  chronic  Mondays -off  types. 
Workforce  intelligence  is  also  provid- 
ing insights  into  undetected  manage- 
ment problems.  At  one  manufacturing 
company,  a  group  of  employees  loathed 
their  manager's  style.  The  sentiment 
went  unnoticed  by  the  C- suite  until  a 
software  program  created  by  Conver- 
gys  started  scouring  the  department's 
data  and  found  it  had  a  high  absence 
rate  compared  with  other  units.  At 
that  point,  Convergys  performed  an 
"intervention"  with  the  manager's 
employees:  confidential  focus  groups 
where  the  workers  could  vent.  Once 
the  company  attended  to  the  problems, 
attendance  rose. 

When  it  comes  to  the  creative  class, 
though,  some  companies  are  doing 
away  with  the  notion  of  tracking  the 
global  work  clock.  At  IBM,  workers 
take  as  much  or  as  little  time  off  as 
they  want.  "Tracking  time  is  passe;  we 
could  never  go  back,"  says  Dan  Pelino, 
who  heads  the  company's  health-care 
business.  At  Best  Buy,  the  electronics 
retailer's  results-only  work  environ- 
ment means  employees  are  evaluated 
on  their  output,  not  their  hours.  Show 
up  as  much — or  as  little — as  you  like . 
Yes,  some  abuse  the  policy.  They  get  one 
warning— and  then  they're  out.  ibwi 


LINKS 


The  Cost  of  Absenteeism 

A  Marsh/Mercer  Health  & 
Benefits  study  found  that  more 
than  half  of  companies  report 
that  unscheduled  absences 
result  in  reduced  production. 
Nearly  40%  report  lower  levels 
of  customer  service  and  sales. 
To  fight  back,  companies  are 
tightening  controls  by  requiring 
doctor's  notes  after  a  predeter- 
mined number  of  days  (56%); 
tracking  unscheduled  absences 
and  including  them  in  perfor- 
mance reviews  (48%); 
centralizing  reporting  systems 
with  tracking  software  (41  %); 
offering  paid-time-off  banks 
instead  of  vacation  (39%);  and 
limiting  the  number  of 
acceptable,  unscheduled 
absences  (20%). 
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Global  Executive  MBA  1 


Accelerate  your  career  without 
interrupting  it.  lESE's  Global  Executive 
MBA  will  equip  you  with  the  skills  and 
tools  to  successfully  lead  and  inspire 
others  in  today's  global  environment. 

Structured  around  intensive  modules  that 
take  place  in  the  world's  most  dynamic 
locations:  Barcelona,  Shanghai,  Silicon 
Valley,  Madrid,  India  and  New  York. 


Speak  to  an  admissions  mentor  today 


globalemba@iese.edu 
or  +34  93  253  4248 
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08034  Barcelona.  Spain 
+34  93  253  42  00 
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COMPLIANCE 


Steering  Clear  of  Foreign  Snafus 
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In  New  Delhi: 
Wrage  helps 
companies  obey 
anti-bribery 
statutes 
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NONCOMPETE  CLAUSES 


Bribing  foreign  officials  is 
getting  riskier.  More  than  30 
countries  have  passed  anti- 
bribery  laws  in  recent  years, 
and  U.S.  officials  have  stepped 
up  enforcement  of  the  Foreign 
Corrupt  Practices  Act  (FCPA). 
The  number  of  open  FCPA 
investigations  is  at  an  all-time 
high,  and  penalties  are  up. 

This  has  proved  a  boon  to 
Trace  International,  an  An- 
napolis (Md.)  outfit  devoted  to 
helping  companies  cope  with 
the  complexities  of  the  FCPA. 
Trace  was  founded  in  2001 
by  Alexandra  Wrage,  a  lawyer 


who  used  to  travel  the  globe  to 
conduct  FCPA  due  diligence 
for  Northrop  Grumman.  She 
concluded  that  one  organization 
could  do  the  same  job  for  a  multi- 
tude of  companies. 

Trace  now  has  more  than  100 
multinationals  as  members, 
including  ExxonMobil  and  Dow 
Chemical.  They  pay  annual  dues 
of  $15,000  to  $35,000  to  get 
employee  training  and  reports 
on  prospective  foreign  partners. 
Wrage  has  also  benefited:  Her  sal- 
ary as  president  of  Trace,  run  as  a 
nonprofit,  is  $330,000,  up  from 
$121,000  in  2004.  -Eamonjavers 


INVESTIGATIONS 


Off  the  Hook?  The  SEC  Will  Send  a  Letter 

One  maddening  aspect  about  being  investigated  by  the  Securities  & 
Exchange  Commission  has  been  that  if  the  agency  decided  not  to  file 
charges,  there  was  no  easy  way  to  find  out  that  the  probe  had  ended. 
That  has  changed  in  recent  months. 

SEC  staffers  now  send  letters  to  anyone  who  might  have  been  given 
cause  for  concern,  once  a  decision  has  been  made  not  to  pursue  regu- 
latory action.  "It's  really  not  fair  to  leave  people  who  are  being  sort 
of  punished  in  a  sense  by  having  that  hanging  over  their  head,"  says 
Walter  Ricciardi,  deputy  director  of  enforcement,  who  set  the  new 
policy.  "If  there  has  been  a  conclusion  that  it's  over,  it's  only  fair  to  let 
people  know  that  they  can  rest  easier  at  night." 


How  You  Mop 

Could  Be  a  Trade  Secret 

Noncompete  agreements  used  to  be  limited  to 
employees  with  valuable  customer  lists,  such  as 
stockbrokers  and  insurance  salespeople.  But  nov 
"they're  all  over  creation,"  says  Neil  Mullin,  a 
Montclair  (N.J.)  lawyer  who  represents  workers. 
"They've  become  away  of  life." 

The  reason:  More  than  ever  before,  informa- 
tion is  what  gives  businesses  their  competitive 
edge,  and  they  want  to  make  sure  that  inside 
dope  on  products  and  services  doesn't  walk 
out  the  door.  In  recent  years,  efforts  have  been 
made  to  prevent  such  people  as  tax  preparers, 
ad  executives,  car  salesmen,  event  planners, 
hairdressers,  flower  arrangers,  exterminators, 
and  even  housecleaners  from  jumping  to  rival 
companies.  "We're  seeing  [noncompetes]  spreai 
further  and  further  out  into  so  many  industries 
now  that  you  would  just  never  have  thought  of," 
says  Christopher  P.  Stief,  a  Radnor  (Pa.) 
attorney.  His  firm,  Fisher  &  Phillips,  has  10 
lawyers  in  its  newly  named  Employee  Defection 
&  Trade  Secrets  Practice  Group. 

California,  home  to  businesses  chock-full  of  tj 
proprietary  information,  doesn't  allow  non- 
competes. And  in  a  number  of  states,  courts 
frown  on  the  agreements  and  often  won't 
enforce  them  or  will  substantially  limit  their 
provisions.  But  employment  lawyers  say  some 
companies  have  recently  begun  to  find  a  way 
around  this  by  having  the  noncompete  docu- 
ment say  that  it  will  be  governed  by  the  law  of  a 
state  that  tends  to  uphold  such  restrictions. 
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HEALTH 


Getting  Hip 
To  the  Boomers 

Stryker's  new  orthopedic  technology  gives  aging 
patients  an  alternative  to  full  joint  replacement 


BW50 


By  Arlene  Weintraub 
The  hips  and  knees  of 
77  million  baby  boom- 
ers are  rapidly  wearing 
out,  but  the  people  to  whom  those  joints 
belong  aren't  retreating  to  their  beds 
and  sofas.  They  plan  to  keep  right  on 
skiing,  surfing,  and  running,  and  they 
want  replacement  parts  that  can  keep 
up  with  them.  That  demand  has  sparked 
a  marketing  war  among  device -makers 
Stryker,  Zimmer,  and  Smith  &  Nephew, 
which  have  introduced  all  manner  of 
customizable  joints,  from  knees  de- 
signed for  women  to  hips  that  are  more 
flexible  than  the  one  Grandpa  got. 

The  latest  land  grab  in  the  market  for 
replacement  joints  comes  courtesy  of 
Stryker.  The  Kalamazoo  (Mich.)  device 
maker  is  now  entering  the  nascent  U.S. 
market  for  hip  resurfacing,  a  procedure 
in  which  the  top  of  the  femur  is  re  - 
shaped  and  capped,  preserving  most  of 
the  patient's  own  bone.  The  idea  is  not 
new:  Hip  resurfacing  was  invented  in 
the  1970s  but  fell  out  of  favor  when  the 
plastic  parts  used  in  the  devices  wore 
out  quickly.  Today's  systems  are  made  of 
durable  metal  and  are  aimed  at  patients 
who  want  maximum  mobility. 

LADIES' CHOICE 

Despite  the  technological  improve- 
ments, Stryker  is  fighting  residual 
skepticism  from  the  '70s  flops.  It's 
also  playing  catch -up  with  rival  Smith 
&  Nephew,  which  introduced  its  hip 
resurfacing  system  in  the  U.S.  a  year 
ago.  Smith  &  Nephew  is  averaging  a 
20%  rise  in  sales  growth  each  month, 
reports  Robert  Cripe,  vice-president 
for  such  products.  Stryker's  entry  could 


benefit  patients  by  driving  prices  down, 
but  could  also  sow  confusion  as  the  two 
companies  joust  over  fine  points  such  as 
the  quality  of  the  data  each  presented  to 
the  Food  &  Drug  Administration. 

Hip  resurfacing  is  just  one  example 
of  how  device  makers  are  targeting  their 
wares  at  thinner  and  thinner  slices  of 
the  boomer  market.  Because  the  proce- 
dure is  safe  only  for  patients  who  have 
relatively  large  bones,  it's  mostly  being 
marketed  to  men  in  their  40s  and  up 
who  are  physically  active.  But  women 
also  get  special  attention.  Zimmer, 
based  in  Warsaw,  Ind. ,  was  a  pioneer, 
in  2006,  with  its  Gender  Solutions 
knee  for  women.  Now  it's  working  on 
a  female  hip.  And  earlier  this  year,  the 
FDA  gave  Smith  &  Nephew  a  green  light 
to  market  three  of  its  knees  to  women, 
including  one  it  says  is  ideal  for  athletes. 


Stryker  resisted  gender  branding, 
but  it  did  recently  showcase  its  smalle 
knee  as  ideal  for  women.  Smart  move: 
Its  sales  of  orthopedic  implants  rose 
14%  in  the  first  nine  months  of  2007, 
to  $2.6  billion,  thanks  largely  to  knees 
Analysts  see  total  sales  growing  at  lea I 
10%  this  year,  to  $5.9  billion,  and  prof 
could  rise  25%,  to  $976  million. 

Some  experts  gripe  that  all  this 
growth  is  more  about  marketing  than: 
medical  need.  There  is  no  evidence 
gender-  specific  knees  lessen  pain  or 
improve  mobility,  says  Dr.  Thomas 
C.  Barber,  a  board  member  for  the 
American  Academy  of  Orthopaedic 
Surgeons  from  Oakland,  Calif.  Andtfc 
new  technology  costs  more:  Female 
knees  go  for  around  $7,000,  Barber 
estimates,  as  opposed  to  $5,000  for 
regular  knees.  Hip  resurfacing  system 
cost  up  to  $  1 0 ,  o  0  0 — twice  as  much  as 
total  hip  replacements.  Barber  predict 
that  without  data  fa  I 
show  these  devices 
improve  outcomes,: 
health  insurers 
might  stop  paying 

»v|      r      for  them.  "Whenev: 
^B     V     you  have  expensive 
V  ■!     technologies  that  a 
jjC       not  proven,  you  get 
W^^^    problems,"  he  says.*" 
ft       ^        Some  companies 
T  including  Stryker, 

[ I    have  launched  regk 

tries  to  track  patiet 
over  the  long  run.  As  for  the  continut 
ing  segmentation  of  the  aging  boomei 
market,  they  make  no  apologies.  Sayi 
Mike  Mogul,  president  of  Stryker's 
orthopedic  division:  "We  think  of  tM 
as  personalizing  surgery."  1 BW 1 


Stryker's  hip 
resurfacing  (left) 
retains  more  bone 
than  replacement 
(below) 


LINKS 


An  article  in  the  October  issue  of 
the  Journal  of  Arthroplasty  warns 
that  patients  who  have  their  arthritic 
hips  resurfaced  are  likely  to  need 
further  surgery  down  the  road. 
That's  because  the  patients  tend  to 
be  relatively  young  and  active,  and 
they  feel  so  much  better  afterward 
that  they  often  return  to  high  activity 
levels  at  work  and  at  play. 
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E0R0PEAN  HOT  GROWTH 


The  Continent's  Hottest 
Small  Companies 

Northern  European  countries  are  catching  up  as 
havens  for  small  businesses  on  the  march 


By  Kerry  Capell 

The  Nordic  region  boasts  some  of  the 
world's  leading  brands:  Ericsson,  Ikea, 
Lego,  Nokia.  Over  the  years,  those 
companies  thrived  in  a  climate  that 
favored  big  government  and  big  busi- 
ness—a model  that  spurred  the  global 
giants  to  greatness  but  was  tough  on  less 
established  players.  But  now,  thanks  to 
a  slew  of  reforms,  the  region's  small  fry 
are  starting  to  prosper  as  well. 

While  Britain,  Germany,  and  France 
have  long  dominated  BusinessWeek's 
European  Hot  Growth  ranking  of  small 
companies,  the  Continent's  northern- 
most reaches  are  becoming  increasingly 
hospitable  to  small  business.  Sure,  the 
three  stalwarts  occupied  186  of  the  500 
companies  on  this  year's  list,  includ- 
ing No.  1  Webhelp,  a  French  call  center 
operator.  But  the  Nordics— Sweden, 
Finland,  Denmark,  Norway,  and  Ice- 
land—are home  to  162  companies  on  the 
list,  up  from  just  37  last  year.  The  list, 


compiled  by  Brussels -based  advocacy 
group  Europe's  500 -Entrepreneurs  for 
Growth,  ranks  companies  on  their  job- 
creating  power  over  the  past  three  years. 
Just  as  surprising,  many  of  these  Nor- 
dic growth  champions  are  in  traditional 
industries.  They  range  from  Swed- 
ish pharmaceutical 
maker  Meda  (No.  8) 
to  Danish  timber 
giant  Dalhoff  Larsen 
&  Horneman  (No.  25) 
to  Finnish  heavy 
equipment  rental  firm 
Cramo(No.43)-allof 
whom  have  ben- 
efited as  growth  in  the 
region  has  picked  up. 
"The  Scandinavian 
model  was  in  disre- 
pute 15-20  years  ago," 
says  Klas  Eklund, 
an  economist  with 
Stockholm  -  based 


V 


bank  SEB.  "But  in  the  past  decade  thei 
has  been  an  economic  revival." 

Ask  Anders  Althin.  When  he  started 
his  first  company,  in  1985,  Sweden  had 
top  marginal  income  tax  bracket  of  87' 
and  one  of  Europe's  least  flexible  labor 
markets.  Now  Althin  is  chairman  of  Es 
alp  Invest  (No.  36),  with  interests  in  re 
estate,  prefab  homes,  medical  devices, 
and  financial  services.  Esalp  has  a  wor 
force  of  331,  up  from  just  16  three  years 
ago— growth  that  Althin  says  was  help 
by  lower  taxes  and  a  society  that's  moi 
open  to  entrepreneurship.  "Today  it's 
acceptable  to  strike  out  on  your  own, 
fail,  and  start  again,"  he  says. 

THE  GREAT  BEYOND 

With  relatively  small  domestic  markel 
Nordic  companies  have  long  sought 
growth  abroad.  Now  global  expansion) 
isn't  limited  to  big  players.  In  less  than 
five  years,  Sweden's  Meda  has  turned  1 
from  a  primarily  Nordic  outfit  into  a    I 
global  one  through  acquisitions,  such 
the  July  takeover  of  U.S.  rival  Medpoir 
for  $520  million.  Finnish  mobile -phoi 
charger  maker  Salcomp  (No.  10)  has  hi 
factories  in  Brazil,  China,  and  India.  A 
Finland's  PKC  Group  (No.  46),  a  make 
of  wiring  harnesses  and  cabling,  start! 
manufacturing  in  Russia  and  Estonia,! 
in  the  early  1990s  and  has  since  added 
plants  in  Brazil,  Mexico,  and  China.  Si 
PKC  President  Mika  Kari:  "We've  hack 
follow  our  customers."  1  bw  1 
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THE  TOP  10 

*? 

1        WEBHELP 

France 

Call  centers 

2       GCI  MANAGEMENT 

Germany 

Private  equity 

3       EVN 

Austria 

Electricity,  gas,  water. 

4       PERLOS 

Finland 

Mobile-phone  casing; 

5       GAMELOFT 

France 

Mobile-phone  games 

6       TRYKKOMPAGNIET 

Denmark 

Printing 

7       PHARMEXX 

Germany 

Drug  distributor 

8       MEDA 

Sweden 

Pharmaceuticals 

9       LUPUS  CAPITAL 

Britain 

Investment  managem 

10     SALCOMP 

Finland 

Mobile-phone  charge  ■ 

Data:  Europe's  500-Entrepreneurs  for  Growth 
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What's  in  a  Name? 
Fatter  Profits 

Largely  unknown  Taiwan  contract  manufacturers  are 
trying  to  reposition  themselves  as  consumer  brands 


By  Bruce  Einhorn 

Thinking  of  buying  Sprint  Nextel's  new 
Touch  touchscreen  phone?  Or  AT&T's 
Tilt  or  the  Shadow  from  T- Mobile? 
Peter  Chou  has  one  request:  Make  sure 
to  flip  these  ultra -sleek  phones  over 
and  look  at  the  back.  That's  where  High 
Tech  Computer  (HTC),  the  Taiwanese 
company  that  makes  those  handsets 
for  the  big  phone  companies,  now  puts 
its  logo.  Like  many  other  Taiwanese 


electronics  manufacturers,  HTC  "used 
to  be  very  discreet,"  says  CEO  Chou, 
producing  phones  anonymously  for 
customers  to  sell  under  their  own  brand 
names.  "We  were  just  a  supplier." 

No  more .  Under  pressure  from  low- 
wage  competitors  based  on  mainland 
China,  more  Taiwanese  electronics 
companies  are  exploring  ways  to  win 
acceptance  as  global  consumer  brands. 
HTC  is  a  prime  example.  Last  year, 


Chou  hired  an  Italian  design  firm  to 
come  up  with  a  new,  snazzier  logo.  M 
launched  its  first-ever  advertising  can 
paign  to  promote  products  such  as  iti 
Touch  phone,  which  Chou  boasts  call 
out  before  Apple  unveiled  its  touch-] 
screen  iPhone.  HTC  also  has  cut  deal 
with  cellular  operators  in  the  U.S.,  El 
rope,  and  Japan  to  co- brand  its  phont: 
Most  have  agreed— though  many  insii 
on  putting  their  names  on  the  front.  1 
now,  Chou  is  willing  to  go  along:  "  Yoi 
have  to  offer  some  value  to  your  partt 
We  are  perfectly  happy  having  HTC 
on  the.back." 

Such  marketing  forays  are  just 
one  tactic  Taiwanese  tech  giants  are  • 
employing  as  they  move  away  from 
their  manufacturing  roots.  Taiwanes 
engineers  are  coming  up  with  innova 
five  products  that  carry  names  of  loo 
companies  such  as  PC  maker  AsusteJ 
Computer  or  Wi-Fi  equipment  make 
D  -  Link  rather  than  multinationals  li 
Hewlett  -  Packard  or  Cisco.  Some  Tai 
wanese  companies  are  investing  in  d 
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sign.  And  the  most  prominent  of  them, 
Acer,  is  buying  its  way  into  the  U.S. 

On  Oct.  17,  Acer  announced  it  had 
completed  a  $710  million  acquisition  of 
Irvine  (Calif.)  computer  maker  Gateway. 
Acer  is  the  fourth -largest  PC  maker 
worldwide,  with  profits  last  year  of 
$315  million  on  revenues  of  $7.3  billion; 
Gateway  is  tenth-largest  globally  but 
No.  5  in  the  U.S.  Acer  has  shed  its  manu- 
facturing arm  and  now  focuses  exclu- 
sively on  name -brand  products.  Acer 
has  been  strong  in  Europe  and  parts  of 
Asia.  It  also  sells  two  lines  in  the  U.S., 
but  Chief  Executive  J.T.  Wang  admits 
Acer  still  has  low  awareness  there. 

That's  why  he's  banking  on  Gate- 
way. Acer  is  likely  to  keep  the  Gateway 
brand  in  the  U.  S. ,  as  well  as  most  of  the 
company's  1,000  American  workers. 
"Building  a  brand  is  very  different  in 
the  U.S.,"  says  Wang.  "The  investment 
at  the  initial  stage  has  to  be  very  big — 
otherwise  there  is  almost  no  impact." 

Acer's  biggest  Taiwanese  rival,  Asus- 
tek,  also  is  spinning  off  its  low-margin 
manufacturing  business.  CEO  Jonney 
Shih  and  other  executives  will  focus  on 


the  more  lucrative  brand  business.  One 
of  the  world's  top  producers  of  PC  com- 
ponents, Asustek  enjoyed  a  418%  jump 
in  sales  from  2003  to  2006— but  with 
only  a  66%  rise  in  profits.  That  reflects 
the  shrinking  margins  in  PC  manu- 
facturing as  Dell,  HP,  and  others  have 
pushed  suppliers  to  hold  down  prices. 
In  October,  Asustek  began  selling  its 
low-cost  Eee  PC,  a  mini-laptop  mod- 
eled on  the  ClassMate  PC  that  Intel  de- 
signed for  kids  in  developing  countries. 


HOW  THE  WIDGET 
WASWON 

Asian  rivals  have  U.S.  manufacturers  scrambling  for  niches 


By  Louise  Lee 

The  decline  of  the  North  American 
contract -manufacturing  sector  was 
driven  home  on  Oct.  1,  when  Singa- 
pore's Flextronics  International  closed 
its  $3.6  billion  purchase  of  Solectron, 
the  onetime  largest  U.S.  electron- 
ics manufacturer,  based  in  Milpitas, 
Calif.  Like  other  companies  that 
sprang  up  in  the  1990s  to  build  PCs, 
telecom  equipment,  and  other  gear  for 
brand-name  companies,  Solectron  got 
clobbered  by  Asian  competitors,  such 
as  Flextronics  and  Taiwan's  Hon  Hai 
Precision  Industry,  which  have  lower 
costs  for  labor,  electricity,  and  land. 
Between  2000,  just  before  the  dot  - 


com  crash,  and  2006  Solectron's  sales 
fell  from  $14.1  billion  to  $10.6  billion. 
Hon  Hai,  with  the  bulk  of  its  factories 
in  mainland  China,  has  posted  annual 
revenue  increases  of  50%  in  recent 
years,  reaching  $40  billion  in  2006. 

Several  of  the  remaining  U.S. 
manufacturers  are  losing  money.  Now 
their  hopes  rest  on  industries  that 
haven't  yet  farmed  out  their  factories, 
such  as  medical  devices,  aerospace 
parts,  and  auto  components.  While 
about  60%  of  PC  and  telecom  manu- 
facturing is  contracted  out,  only  7.8% 
of  auto -components  work  is,  says 
researcher  iSuppli. 

Already,  Sanmina-  SCI  of  San  Jose 


A  Touch 
phone  with 
HTC's  name 
where  the 
company 
prefers  it 


The  Eee  PC  sells  for  as 
little  as  $250  and  goes  uj 
to  $430  for  a  deluxe  rrux 
Shih  figures  Asustek  car 
make  money  by  market- 
ing the  Eee  PC  in  Taiwai 
the  U.S.,  and  other  rich  countries  as  J 
an  easy-to-use  machine  with  superii  j 
design.  But  Asustek  is  also  selling  mj 
expensive  notebooks  in  500  Best  Buj 
stores  nationwide,  and  Shih  says  his 
computers  typically  cost  "10%  to  15* 
more"  than  Acer's  or  other  lower-co 
brands.  "We  don't  try  to  grab  market 
share  quickly  by  competing  on  price  1 
Shih  says.  "That's  not  a  long-term, 
sustainable  growth  strategy." 

SO  FAR,  SO  GOOD 

Investors  seem  supportive  of  the  TaiJr 
wanese  brand  push.  On  Oct.  29,  Ace^l 
Taipei-traded  shares  rose  to  a  52-we  f 
high  after  the  company  said  earnings , 
for  the  third  quarter  jumped  58%,  tc 
$90  million.  Asustek 's  share  price  h 
risen  34%  this  year,  and  it  reported  I 
21%  increase  in  its  most  recent  quaru 
profit,  to  $230  million.  That's  an  all- 
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gets  about  16%  of  its  $10.4  bt  "' 
lion  in  revenues  making  goon  0 
for  the  likes  of  Royal  Philips  > 
Electronics'  medical  unit  an  rr 
auto  supplier  Valeo.  That's  \im 
from  13%  the  prior  year. 

But  expanding  into  new    W 
lines  isn't  as  easy  as  flipping  ;jijin 
switch.  To  serve  new  medic.  1  . 
and  aeronautics  customers, 
Celestica,  an  $8.8  billion  manufac- 
turing and  design  company  based  ir  I 
Toronto,  had  to  redesign  factory  linn 
and  workers  learned  to  handle  many 
new  parts  and  materials.  Because 
orders  might  call  for  just  a  few  hun^ 
dred  Or  even  a  few  dozen  of  a  produi. 
instead  of  thousands,  factories  have 
cope  with  frequent  stopping,  startr 
and  retooling,  says  Peter  Lindgren, 
senior  vice-president  at  Celestica. 
Even  as  U.S.  companies  branch  0 
the  Asians  aren't  far  behind.  Flex- 
tronics also  is  buying  Avail  Medical 
Products,  a  small  Fort  Worth  (Tex.) 
contractor  specializing  in  surgical 


blades,  biopsy  needles,  and  cathete 


> 
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VEST  IN  MACEDONIA 

New  Business  Heaven  in  Europe 


F 

estment  Incentives 

the  FEZs  and  Technology  Parks 

No  corporate  tax  for  1 0  years, 
10%  thereafter 

5%  personal  income  tax  for  5  years, 
10%  thereafter 

No  VAT  and  customs  duties  for  export 
production 

Free  connection  to  piped  natural  gas, 
electricity,  water  and  sewage 

mmediate  access  to  main 
international  airport,  railroad  and 
vital  road  corridors 

Special  incentives  for  leading 
multinational  companies  to  include 
training  costs  and  up  to  €500.000 
towards  building  costs 

.and  lease  for  up  to  75  years  at 
attractive  concessionary  rates 

tenefit  package  for  eligible 
nvestors  will  be  approved 
within  10  business  days 


4th  REFORMER  IN  THE  WORLD 

World  Bank's  Doing  Business  2008  Report 


Advantages  For  Investing 
Outside  FEZs  and  Technology  Parks 

10%  corporate  tax* 

1 0%  personal  income  tax* 

0%  tax  on  reinvested  profit 

Free  access  to  large  market  -  650**  million 

customers 

Abundant  and  competitive  labour  with 

€370/month  average  gross  salary 

Fast  company  registration  -  4  hours 

Macroeconomic  stability  -  average  yearly 

inflation  below  2%  over  the  last  5  years 

Excellent  infrastructure 

EU  &  NATO  candidate  country 


Austria-  1000km 
Italy-  1200km 
Germany-  1500km 
France-  1700km 


Bulgarian  coast  line  -  700km 
Turkey  -  650km 


Albanian'coast 
line-  150km 


Greek  coast  line  -  1 00km 


Greek  coast  line  -  1 00km 

FREE  ECONOMY  ZONES  -  FEZ 


©TIDZ-  Skopje 
O  TIDZ  -  Skopje  2 
O  TIDZ -Tetovo 
©TIDZ-Stip 


Skopje -TIDZ  Skopje  ~  10km 
Skopje  -TIDZ  Skopje  2  ~  10km 
Skopje  -TIDZ  Tetovo  ~  35km 
Skopje  -TIDZ  Stip  ~  75km 


)08. 1 2%  in  2007.  **Free  Trade  Agreements  with  27  E'J  and  1 3  other  European  countries. 
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i  Invest 

MACEDONIA 


For  more  information  visit:  www.investinmacedonia.com 
or  contact  us  at:  ++389  2  3 1 00  1 1 1 ;  fax  ++389  2  3 1 00  1 1 0 
e-mail:  fdi@investinmacedonia.com 


WHAT'S  ne; 


You  haven't 
skipped  a  1 

software  upgrade 
i  decade. 


hen  was  the 
last  time  you- 
upgraded 
your  career-ware  r 


New  York's  Columbia  Business  School  offers  16  Executive  Education 

programs  to  help  you  succeed  in  a  rapidly  changing  world,  including: 

THE  COLUMBIA  SENIOR  EXECUTIVE  PROGRAM, 

APR.  27-MAY  23  or  OCT.  19-NOV.  14,  2008: 

Our  premier  4-week  program  for  senior  executives,  focused  on 

providing  the  tools,  insights,  and  skills  to  maximize  your  potential. 

EXECUTIVE  DEVELOPMENT  PROGRAM:  TRANSITION  TO  GENERAL 

MANAGEMENT,  APR.  27-MAY  9  or  OCT.  26-NOV.  7,  2008: 

For  upper-level  specialists  seeking  to  develop  the  skills  needed  as 

a  cross-functional  general  manager. 

COLUMBIA  ESSENTIALS  OF  MANAGEMENT,  APR.  6-18  or 

SEPT.  14-26,  2008: 

For  high-potential  managers  who  seek  to  further  their  leadership 

development  and  enhance  their  business  acumen. 

Go  to  UPGRADEYOURCAREERWARE.COM  or  call  212.854.3395 


± 


Columbia  Business  School 

EXECUTIVE  EDUCATION 


time  high  and  in  large  part  reflects  sales 
of  the  company's  branded  products, 
which  Asustek  predicts  will  continue 
to  increase. 

Still,  Taiwanese  companies  don't 
have  the  best  track  record  for  reinven- 
tion. The  most  notorious  example: 
BenQ,  once  one  of  the  island's  top 
consumer-electronics  brands.  In  2005 
management  bought  the  money-losing 
cellular  division  of  giant  Siemens  and 
paired  the  BenQ  and  Siemens  names  on 
phones.  The  company  went  so  far  as  to 
sign  on  as  a  sponsor  for  Real  Madrid, 
the  star-packed  Spanish  soccer  team. 
The  plan  flopped,  the  German  subsid- 
iary was  liquidated,  and  now  BenQ., 
renamed  Qisda,  focuses  on  contract 
manufacturing. 

Taiwanese  executives  say  they've 
learned  from  BenQ's  mistakes,  but  som 
observers  are  waiting  to  see  results.  "A! 
lot  of  it  is  also  driven  by  pride,"  says 
Sarena  Lin,  a  managing  partner  at 
McKinsey  &  Co.'s  Taipei  office.  "This  is 
the  best  way  to  leave  a  legacy:  having  a, 
brand  everyone  knows  rather  than  beir 
an  unknown  supplier  hiding  behind  a 
big  brand."  ibwi 


LINKS 


Cheap  Tricks 

Taiwan  manufacturers  are 
tapping  into  the  up-and-coming 
market  for  ultra-cheap  laptops.  On 
Oct.  27,  Britain's  Telegraph 
newspaper  reviewed  Asustek's 
Eee  PC  (photo)  and  found  it  useful 
as  a  cheap,  lightweight  second  PC 
to  "open  and  edit  documents,  surf 
the  net,  and  write  emails  on  the  go." 
Set  to  retail  for  $250  to  $430,  the 
Eee  PC  is  extremely  light  (under 
two  pounds)  and  compact  (with 
just  a  seven-inch  display).  It  is 
modeled  on  the  Intel  ClassMate 
PC  and  is  similar  in  concept  to  the 
$200  XO  laptop  from  One  Laptop 
Per  Child,  founded  by  MIT 
professor  Nicholas  Negroponte. 
It  cuts  costs  by  eliminating  a  hard 
drive  and  using  the  Linux  operating 
system  instead  of  the  pricier 
Windows.  Yet  it  comes  with  Wi-Fi 
capability  and  the  Firefox  Web 
browser.  The  drawbacks?  It  has  a 
tiny  keyboard  and  no  ability  to 
download  additional  software. 
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Special   Advertising   Section 


The  Fall  2007 

BusinessWeek 

Executive  Education  & 

MBA  Directory 


Professionals  who  are  serious  about 

moving  ahead  in  their  careers  know 

that  advanced  education  is  the  key  to 

opening  new  doors. 

The  BusinessWeek  Executive 

Education  &  MBA  Directory  offers 

valuable  information  on  leading 

institutions  and  educational  programs. 

For  information  on  advertising 

in  The  Spring  2008  BusinessWeek 

Executive  Education  &  MBA  Directory 

please  call  1-312-464-0500  or 

mail  patrice_serret@businessweek.com. 
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IMMON 

i  Education  and  MBA 

Educating  women  for  power  and  principled  leadership 


Executive  Education  Programs 

•  iysto  Ask:  Negotiating  for  Leadership  Success 
November  12-13,  2007  •  March  18-19,  2008 


bur  Leadership  Brand 


April  10,  2008 


today  and  save  V 
.simmons.edu  /'"' 

imotion  Code:  fL', 


The  Simmons  MBA 

•  Only  MBA  program  designed  for  women 

>    Flexible  programs  including  a  1-year  option 

•  Top  ranked  Erttrepreneurship  program 


ba.simmons.edu 


SIMMONS 


Discount  applies  to  Executive  Education  programs 


How  far  w 
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EXECUTIVE  MBA 


Far  enough  hi  become  a  global  business  leader 
by  choosing  a  world-class,  top-ranked  International! 
Executive  MBA  Program? 

>  Internationally  renowned  faculty 

>  Experienced  participants  from  all  over  the  globe 

>  Case  study-oriented  program 

>  Residencies  in  5  different  countries  (including  China)  | 

>  Obtain  an  American  and  a  European  MBA 

>  No  career  disruption 

www.mosrinremaHonalmba.com 

^Sness  TiosNimbos  PURDUE  p 
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Transform  ideas  into  impact. 


Stanford  ExecutiveEducationoffcrsscniorexecutivesthechance  to  learnfrom  world  leadersin  business 
research  in  an  environment  unrivaled  for  openness  and  collaboration.  Transform  today. 


•  Executing  Strategic  Change  in  Dynamic  Environments 

•  Interpersonal  Dynamics  for  High-Performance  Executives 

•  Corporate  Social  Responsibility:  Strategic  Integration  &  Competitiveness 

( in  partnership  with  ESADE  Business  School) 

•  Executive  Program  for  Women  Leaders 


March  23 -26,2008 
March  24 -29, 2008 

March  26  -  28,  2008  in  Barcelona 

May  12-16,2008 


STANFORD 


EXECUTIVE    EDUCATION 

www.gsb.stanford.edu/execl 


GRADUATE  SCHOOL  OF  BUSINESS 

Change  Lives.  Change  Organizations.  Change  the  \\  orld. 
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lobal  Leadership 

EMBA  (GLEMB 


Blended  classroom  and  online  delivery 
5  weekend  sessions  in  23  months 

International  business  specialization 
Distinguished  international  faculty 

January,  April  and  August  admission 
Credit  for  previous  graduate  courses 


ool  of  iVIariagerfierir 


http.7/glemba.utdallas. 


The  University  of  Texas  at  Dallas  is  an  affirmative  aclion'eqna!  oepominrty  university 


Several  Learning  Options. 
One  Choice— CHANGE. 


Change  the  Way  You  Think, 
hprove  the  Way  You  Do  Business. 


World 
V 


Learn  online  with  executives  from  around  the  globe 
with  the  NEW  eMM  from  Bellevue  University. 

Only  mid-  to  senior-level  managers  with  direct  P&L  responsibility 
can  enroll  in  this  leading-edge  executive  MBA  program.  And  you  go 
through  the  program  together.  That  means  you  interact  with  others  at 
your  level,  share  and  learn  more  about  real  world 
management  concepts,  and  get  a  valuable 
networking  experience. 

All  in  18  months  -  all  ONIINE. 

Call  to  enroll  today. 

800-756-7920 

unjuuj.bellevue.edu 


Real  Learning  for  Real  Life 


AoraiilKi  by  The  Higher  Learning  tiommission  of  llir  No*  Ontrai  .tarnation  nf  I  foil  as  and  yl„„h  Tin  Hellene  li 

Business  also  is  accredited  by  the  International  taiiiM,.  |,,r  i  ,,ll,-,,,i,  busings  Wucation  I  iai.Isi-  I  [vlleun-  |imve(Ml\  d,. 

the  basis  of  age.  race,  color,  religion,  sex,  national  ongin, ., nVahilin  in  ov  nj„  .u™  ,1  ,,„,H  „,„  ,UI,|  aanfc 
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PARPEN  DELIVERS: 

•  Open-Enrollment  Programs 

Improve  specific  skills  in  general  management, 
leadership  and  change,  marketing  and  sales, 
finance,  and  strategy. 

•  Custom  Program  Partnerships 

Develop  multiple  business  units  through 
learning  that  delivers  measurable  results 
and  impacts  your  bottom  line. 

•  Corporate  Learning  &  Development  Centers 

Transform  your  entire  firm  by  empowering  all 
levels  of  your  talent  pool. 


contact  us 

434.924.3000  Worldwide 
877.833.3974  U.S./Canada 
Darden_Exed@Darden.Virginia.edu 
www.darden.virginia.edu/exed 


._  University 
I!  ^Virginia 

darden  School  of  Business 

EXECUTIVE     UIUCATION 
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Our  AMBA  accredited  MBA  is  a  very  attractive  qualification.  Especially  to  employers, 
who  find  our  international  reputation  for  developing  great  business  leaders  particularly 
alluring.  Making  us  one  of  the  top  business  schools  where  most  students  find  employment 
within  3  months  of  graduation.  To  find  out  more  call  +44  (0)  191  334  5533,  email 
pg.bus@durham.ac.uk  or  visit  www.durham.ac.uk/dbs. 


V  Durban 

Business  Scho< 


iu  iiness  Ida 
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Imagine 

Yourself.. 

INSPIRING  OTHERS.  J 

INCREASING  YOUR  EARNING  POTENTIAL. 

GETTING  THE  CORNER  OFFICE. 


UNIVERSITY  OF  ROCHESTER 


The  team  concept  at  Simon. 
1 00  potential  start-ups  every  year. 

Building  trust. 

Leveraging  diverse  talents  and  experiences. 

Debating  ideas.  Reaching  consensus. 

No  wonder  some  teams 
even  go  on  to  become  companies. 

SIMON 

GRADUATE  SCHOOL  OF  BUSINESS 

University  of  Rochester 

Where  thinkers  become  leaders 

www.  si  mon  leaders .  rochester.  ed  u 
585-275-3533 


RANKED  IN  THE  TOP  30  MBA  PROGRAMS  BY 
BUSINESSWEEK  AND  U.S.  NEWS  &  WORLD  REPORT 


Fully  Employed  MBA  |  For  upwardly  mobile 
professionals  and  managers  with  an  average 
of  6  years  work  experience. 

Executive  MBA  |   For  seasoned  managers, 
executives  and  entrepreneurs  with  an 
average  of  14  years  work  experience. 

Health  Care  Executive  MBA  |   For  professionals 
from  the  intersecting  worlds  of  biotech,  medical 
device,  pharmaceutical,  managed  care,  insurance, 
.  healthcare  services,  and  healthcare  policy. 

Contact  us  at  949.824.4565  or 
www.merage.uci.edu 


JfTrn  rrxTr-     The  Paul  Merag 
'VvJJKViNjb  I  School  of  E 

for  Pxomsuxais  and  i 


ONN    MBA    -Z 


TAKE    YOU 


mm 


Our  nationally-ranked  MBA  Program 
places  us  in  the  top  5%  of  business  schools 
worldwide.  That  puts  you  in  the  company  of 
distinguished  faculty  and  experienced  peers 


-  offering  the  best  in  business  education. 
Where  do  you  want  your  MBA  to  take  you? 

Traditional  FULL-TIME  MBA  Program 
Flexible  PART-TIME  MBA  Program 
20-Month  EXECUTIVE  MBA  Program  (EMBA) 


AACS8  Accredited 

866-MBA-UCONN 

mha.business.uconn.edu 


t$* 


University  of  Connecticut 
SCHOOL  OF  BUSINESS 


M  -power  your  leaders 

M.  J    ACTION-BASED    LEARNING   FOR   HIGH-POTENTIAL 


EXECUTIVES 


Executive  MBA 

/  Results-Oriented  Curriculum 
/  Learn  with  Outstanding  Peers 
/  On-Campus  Monthly  Format 

www.emba.bus.umich.edu 

email:  emba@umich.edu 


LEADING  IN  THOUGHT  AND  ACTION 


Aim  higher. 
Achieve  more. 

University  of  Washington 

Executive  MBA 

Classes  meet  once  a  month  in  Seattle! 


"I  chose  a  program  outside  of  my 

community  so  that  I  could  be  exposed 
to  higher  quality  professors  and 
curriculum." 

CHRIS  COOK -CFO 

Norton  Sound  Economic  Development  Corp 

Anchorage.  AK  •  EMBA  Class  of  2006 


ATTEND  AN  INFORMATION  RECEPTION  NEAR  YOU. 


Anchorage,  Jan.  22  •  Boise,  Feb.  19  •  Kirkland,  Jan.  29  &  Mar.  25 

Las  Vegas,  Nov.  13  &  Mar.  18  •  Portland,  Nov.  14  &  Feb.  12 

San  Francisco,  Mar.  19  •  Seattle,  Jan.  30  &  Mar.  26 

Spokane,  Feb.  20  •  Vancouver  BC,  Jan.  23 

RSVP  today! 

Call  1.888.622.3932  or  visit 

www.foster.washington.edu/emba 

UW  Business  School  is  now  the  Michael  C.  Foster  School  of  Business. 


UW  tils  Business  School 


Executive  Education 

/  Real-World  Approach 
/  Rich  Portfolio  of  Services 
/  Global  Commitment 

www.execed.bus.umich.edu 

email:  um.exec.ed@umich.edu 
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□  MICHIGAN 

ROSS  SCHOOL  OF  BUSINES 


Can't  make  class  on  campus? 

Doesn't  matter. 
We  deliver  the  class  to  you. 

Join  Colorado  State's 
Distance  MBA  Program 


For  30  years,  Colorado  State  University's  Distance  MBA  Program  has 
offered  a  comprehensive  program  that  brings  the  on-campus  classroom 
experience  to  students  around  (he  world.  Known  for  its 

2  or  4  year  program  format 

No  residency  requirement 
Lectures  delivered  via  DVD  mixed-media 


New  Corporate  and  Government  Tuition  Reduction  Program 


Flexible  and  convenient?  Yes. 


AACSB  accredited?  Absolutely!    %M 


University 


800-4914622 


DISTANCE   IV1B/X 


www.CSUdistanceMBA.com 


Special     Advertising     Section 


Technology 
Entrepreneurship 


The  21st  century  way 

to  create  wealth 
in  the  global  economy 

master's  degree  in 

science  and  technology 

commercialization 

One  year,  27  weekends 
Online  &  In  Class  for  the  last  decade 

www.ic2.utexas.edu/msstc 


•  Master  of  Science 

1  Science  &  Technology  Commercialization 


"four  Dreams... 

Your  MBA 

Creighton  University's  innovative  new 
MBA  curriculum  allows  you  to  customize 
your  classes  to  best  fit  your  skills,  your 
competencies  and  your  career  goals. 

•  Tailored  course  schedules  developed  for  your 
particular  academic  strengths  and  business 
experiences  —  designed  to  prepare  you  for  your 
intended  career  path 

•  Advanced  courses  for  students  with  extensive 
business  backgrounds 

•  Concentrations  in  key  business  areas,  such  as 
investments,  information  technology,  accounting, 
business  development  and  leadership 

•  Professional  core  classes  taught  by  leading 
business  practitioners 


Creighton 

UNIVERSITY 


2500  California  Plaza 

Omaha,  Nebraska  68 1 78 

(402)  280-2829 


www.creighton.edu/business 


The  Whitman  MBA  Programs  at  Syracuse  University 


A  rigorous,  experiential,  and  flexible  MBA  with  nationally  ranked 
programs  in  accounting,  entrepreneurship,  and  supply  chain 


The  Full-time  MBA 

Traditional  and  accelerated  options 

TheiMBA 

The  flexible  executive  MBA 


AA7Tl  1  "flTl  51  Tl       The  Defense  Professional  MBA 

V  V  111  Lllldll  A  customized  MBA/EMPA 

SCHOOL  of  MANAGEMENT 


SYRACUSE  UNIVERSITY 


whitman.syr.edu 
whitad@syr.edu 


>^  Zicklin 
Executive  Programs 
prepare  managers 
to  excel  in  only  one 
environment. 

The  real  world. 


Executive  MBA  (2  years) 
Executive  MS  in  Finance  (1  year) 

Baruch  College.  55  Lexington  Avenue.  NY,  NY 
646-312-3100  or  e-mail  ExProgBus@baruch.cuny.edu 

Web:  http://zicklin.baruch.cuny.edu 


Great  Minds 

THINK 

KOGOD 


Graduate  busint  . 

Want  to  inspire  your  career? 
education  where  y 


THINK  KOGOD. 

Visit  us  at  kogod.atnerican.edu/tKink 


BaruchcoLLEGE 


e  City  UniveM.ty  of  New  York 


ZICKLIN  SCHOOL  OF  BUSINESS 


MBA  •  MSA  •  MST  • 


AMERICAN  UNIVERSITY'S  KOGOD  SCHOOL  OF  BUSINESS 
i  MASSACHUSETTS  AVENUE,  NW  •  WASHINGTON,  DC  •  202-885-19 


THE    AMERICAN    DREAM    STILL    WORKS 


EO/AA  UNIVERSITY  AND  EMPLOYER 


uftttWct  ammrrstm 

Iftelleu  J&cljooi  of  business 


The  prestige  of  a  top  20  business  school,  (online) 

Find  out  more.  Call  us  today  at  1-877-785-4713  for  a  free 
brochure,  or  visit  www.kd.iu.edu  for  more  information. 


<P 


KELLEY  SCHOOL  OF  BUSINESS 


INDIANA  UNIVERSITY 


One  school.  Endless  possibilities. 


W'Wliz  flJJI::,!:* 
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he  Darden  MBA  for  Executives.  From  the  school  ranked 
;tth  in  the  country  by  Forbes  magazine  for  return  on 
ivestment.  Darden's  unique  learning  process  focuses 
m  highly-interactive  classroom  discussions,  an 
•nterprise-wide  perspective  and  is  led  by  our 
op-ranked  faculty -all  in  an  ■ 

xecutive-friendly  format. 


fow  accepting  applications  for 
le  class  beginning  June  of  2008. 


Enlii 


RGINIA 


Darken  School  ofBusiness 


Learn  more  at  ►►►  darden.virginia.edu/MBAExec 


HE  UNIVERSITY  OF  TEXAS  MBA 

JOIN  A   

EADERSHIP  TRADITION  SINCE  1883 


ONLY  ONE  MBA 
DEGREE  IS  BACKED 
BY  THE  HISTORY, 
RIGOR  AND 
REPUTATION  OF 
THE  UNIVERSITY  OF 
TEXAS  AT  AUSTIN. 
PREPARE  TO  BE 
CHALLENGED,  INSPIRED 
AND  POSITIONED 
FOR  LEADERSHIP 
AT  A  "UNIVERSITY 
OF  THE  FIRST  CLASS." 

www.mccombs.utexas.edu 
or  call  512-471-5893 


Any  business  school  can 
change  your  career. 

What  about  one  that 
changes  your  life? 


w  ^ 


Laura  Libman,  Class  of  2005 

President 

The  Tia  Foundation.  Rural  Mexico 


Jim  Ailing.  Class  of  1985 

President 

Starbucks  Coffee  International 


At  Thunderbird,  we  combine  global 

education  with  global  experiences  to 

help  future  leaders  like  you  make  a 

positive  difference  in  the  world 

and  in  your  life. 

Full-time  and  Distance  Learning  MBA 
Distance  Learning  MBA  -  Latin  America 

Executive  MBA  -  Arizona  and  Europe 

Master  of  Science  in  Global  Management 

Master  of  Arts  in  Global  Affairs  and  Management 

Executive  Education 

Custom  Programs 

Consulting  and  Research 

Ranked  #1  in  the  world* 

"1  —  International  Business.  The  Wall  Street  Journal/Hams  Interactive 

2007  Business  School  Survey 

"1  —  International  Programs,  US  News  and  World  Report  2008 

*1  —  "Bes'  in  International  Business"  Full-time  MBA.  Financial  Times  2QOJ 
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THUNDERBIRD 

SCHOOL  OF  GLOBAL  MANAGEMENT 
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V  J  McCOMBS  SCHOOL  OF  BUSINESS 


Special  Advertising  Section 


The  Fall  2007 
BusinessWeek  Executive  Educatio 

&c  MBA  Directory 

SCHOOL        INFORMATION 

For  more  information  on  the  schools  in  this  directory,  you  can  select  from  the  two  easy  options  listed  below  through  BizLink. 
Schools  will  be  found  in  the  November  1 2,  2007  issue. 


•  •   • 


BizLink 

www.businessweek.com/BizLink 


Internet    You  can  request  information  and/or  link  directly  to  school 
websites  through  our  electronic  reader  service  program 
@  www.businessweek.com/BizLink 

Mail  Fill  out  the  attached  postage-paid  reader  service  card  and 
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y  iPod,  My  Cell, 
y  Insulin  Pump 

dical  device  makers  are  taking  cues  from 
r-friendly  tech  gadgets 


ena  Jana 

Baldwin,  a  43-year-old  flight 
dant,  wears  two  sleek  gadgets 
ped  to  his  belt.  One  is  an  iPhone 
me  other  is  a  compact  insulin  pump 
lucose  monitor  called  the  Para- 
Real -Time  (PRT)  System  made 
dical  device  giant  Medtronic.  It 
res  user-friendly  control  buttons 
screen  that  displays  Baldwin's 
se  levels,  measured  up  to  288 
a  day,  from  a  fine  needle  lodged 
skin  of  his  abdomen.  "I  used  to 
f- conscious  about  taking  insulin 
or  using  my  pump,"  says  Bald- 
Jut  the  device,  which 
ars  day  and  night  and 
es  with  fresh  insulin 
three  days,  rarely  draws 
as  stares.  It  "looks  like  a 
,"  he  says. 

in  effort  to  provide  bet  - 
e  for  the  world's  surg- 
pulation  of  diabetics, 
al  device  makers  are  teaming  up 
ndustrial  designers  and  seek- 
spiration  in  popular  consumer 
cts  such  as  MP3  players  and  cell 
s.  The  goal  is  to  come  up  with 
intuitive  user  interfaces  and  de- 
ourishes  that  will  prompt  patients 
hage  their  diseases  more  effec- 
j-and  win  more  customer  loyalty, 
ti  has  become  a  "primary  focus," 
[r.  Alan  Marcus,  global  director 
iical  affairs  at  Medtronic.  "We're 
ly  moving  in  that  direction." 
ent  research  bears  out  Baldwin's 
ion  that  design  can  influence  how 
snt  deals  with  his  disease.  At  a 
ig  of  the  European  Association 
;  Study  of  Diabetes  in  Amsterdam, 


The  GlucoPhone 
does  double 
duty  as  a  phone 
and  glucose- 
monitoring 
device;  the  pen- 
shaped  C-Cap 
reminds  users  to 
inject  their  insulin 


Italian  researchers  said  they  looked  at 
quality -of- life  issues  for  1,341  patients 
with  type  l  diabetes.  They  found  people 
who  used  pumps  such  as  the  PRT 
System  experienced  70%  less  therapy- 
related  dissatisfaction  than  those  who 
repeatedly  inject  themselves. 

Demand  for  these  well-designed 
tools  is  growing.  Frost  &  Sullivan,  a 
research  and  consulting  firm  based  in 
Palo  Alto,  Calif.,  estimates  the  U.S. 
market  for  blood -testing  equipment 
and  other  products  to  monitor  diabe- 
tes tallied  $3.5  billion  last  year,  up  12% 
from  2005.  MonaliPatel,  director  of  the 
firm's  health-care  research  department, 
acknowledges  there  may  be  a  "satura- 
tion factor"  someday.  At  the  same  time, 


she  notes,  "the  number  of  diabetics 
keeps  increasing,  even  among  children." 
The  International  Diabetes  Federation 
expects  the  patient  population  world- 
wide to  reach  crisis  proportions  by 
2025— perhaps  as  many  as  380  million, 
up  from  about  246  million  today. 

Anticipating  this  surge,  device  mak- 
ers have  redoubled  efforts  to  come  up 
with  more  elegant  solutions.  Insulet,  in 
Bedford,  Mass. ,  teamed  up  with  design 
firm  Continuum  to  create  the  OmniPod. 
Attached  to  the  body  by  a  thin  tube,  the 
product's  compact  insulin  pump  syncs 
wirelessly  with  a  preprogrammed  con- 
troller that  looks  like  a  smartphone. 

Another  diabetes  startup,  HealthPia 
America,  received  approval  from  the 
U.S.  Food  &  Drug  Administration  in 
August  to  market  the  GlucoPhone,  a 
glucose  meter  that  can  be  attached  to 
selected  LG  Electronics  and  Motorola 
mobile  phones.  To  use  it,  a  diabetic 
pricks  his  finger,  dabs  the  blood  on  a 
paper  strip,  and  inserts  the  strip  in  a 
special  slot  in  the  phone  attachment.  An 
internal  reader  analyzes  the  sample  in  9 
seconds,  the  phone  displays  the  results, 
and— if  the  patient  wishes— sends  the 
data  to  a  medical  professional. 

ACCURACY  FIRST 

Cool  shapes  and  clever  add-ons  are  no 
substitute  for  accuracy,  says  Patel.  "We 
should  ask  if  the  new  devices  have  been 
designed  to  minimize  [blood  glucose] 
sampling  error,"  she  says. 

The  most  successful  device  makers, 
however,  take  accuracy  as  a  baseline  and 
then  think  about  enhancements.  For 
Medicom,  a  unit  of  Bang  &  Olufsen,  the 
Danish  company  better  known  for  high- 
end  audio  and  video  gear,  one  target  is 
improving  compliance  with  patients' 
insulin  regimens.  Medicom  is  currently 
developing  an  insulin  injection  tool 
called  the  C  -  Cap.  Shaped  like  a  pen, 
it  beeps  and  flashes  a  short  green  light 
every  4  to  24  hours  to  remind  a  diabetic 
to  inject  insulin.  If  the  pen  isn't  used 
within  an  hour  of  a  warning,  a  red  light 
flashes.  The  device  also  confirms  each 
injection  with  a  long  green  flash.  1 BW 1 

BUSINESSWEEK.COM    I    For  a  slide  show  on 

I   the  role  of  design 
in  diabetes  management,  go  to  www.business- 
week.com/go/07/diabetes 
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GREEN  BIZ 


EDITED  BY  ADAM  ASTON 


RECYCLING 


A  Cracked  Idea  for  Squeezing  Hydrogen  from  Coal 


carbonate,  which 
can  be  converted 
into  a  form  of  lime. 
This  material  comes 
into  play  in  the  final 
step  in  a  series  of 
reactions  that 
chemically  trans- 
form coal  into  a  mix 
of  gases,  including 
high  levels  of  hydro  - 
genandC02. 

The  eggshell 
material  is  one  of  the 
most  efficient  C02 
absorbers  ever  tested, 
says  Liang -Shih  Fan, 
a  chemical  engineer- 
ing professor  at  Ohio 
State  University,  who  did  the  research 
with  two  students.  When  the  coal  gas  mix 
reacts  with  steam,  the  converted  eggshells 
can  be  used  to  filter  C02,  leaving  behind 
mostly  hydrogen.  -Neil  Gross 


OCEAN  POLLUTION 


Americans  consume  tens  of  billions  of 
eggs  each  year.  Disposal  of  cracked  shells 
can  be  an  issue  for  food  processors,  which 
pay  up  to  $40  a  ton  to  bury  them  in  land- 
fills. Now  researchers  say  the  shells  could 
help  make  hydrogen,  which  is  used  in  oil 
refining  today,  and  which  someday  could 
offer  a  clean  alternative  to  gasoline. 
Eggshells  consist  mainly  of  calcium 


The  calcium 
carbonate  in 
eggshells  can  trap 
carbon  dioxide 


GLOBAL  WARMING 


In  SimCity,  Carbon  Counts 

Electronic  Arts'  SimCity  is  one  of  the 
best  -  selling  PC  games  of  all  time .  Its 
obsessively  detailed  model  of  how  urban 
centers  evolve  is  so  realistic  that,  along 
the  way,  it  has  become  a  teaching  tool 
for  urban  planners.  The  latest  version, 
SimCity  Societies,  due  out  on  Nov.  15  for 


$49.95,  includes  global  warming  among 
the  variables  it  uses  to  guide  how  players 
plan  and  manage  cities. 

For  power,  a  player  can  opt  for  clean 
windmills  or  solar,  which  cost  more  and 
have  limited  output.  Or  they  can  go  for 
coal  plants,  which  are  cheaper  to  build  but 
pollute  heavily  and  lower  residents'  hap- 
piness. Having  more  cars  and  fewer  buses 
boosts  emissions,  too. 

Over  time,  rising  C02  levels  can 
trigger  big  catastrophes,  such  as 
droughts  or  heat  waves,  as  well  as 
subtler  shifts  like  increasing  rates 
of  illness.  Real -world  oil  giant  BP 
sponsored  the  game's  energy  systems. 
So  when  players  build  a  renewable 

energy  facility,  these 

Greener  power  ,  „„,        ,, 

,  sport  BPs  yellow- 

can  make  for  ^  J 

a  healthier  green  sunflower  logo, 

virtual  city  Coal  plants  do  not. 


Plastic  Poison 
In  the  Deep 

Forget, for  a 
moment,  thos 
disturbing 
images  of 
beaches  strewn  with  plas  - 
tic  refuse  and  sea  critters 
ensnared  in  six-pack  rings. 
There's  another  worry:  An  ar  1 
tide  in  the  Nov.  15  issue  of  th  f 
American  Chemical  Society';  ] 
Environmental  Science  <&  Tec' 
nology  suggests  that,  as  plast 
disintegrates,  tiny  particles  i 
(above)  released  in  seawater 
may  bind  with  contaminants 
and  carry  them  into  sedimeni 
There,  the  particles  are  con- 
sumed by  organisms  that  arei 
key  part  of  the  food  chain. 
Researchers  at  Britain's 
University  of  Plymouth  ex- 
posed tiny  shards  of  plastic  t 
phenanthrene,  a  toxin  widel;  I 
dispersed  in  the  ocean.  Then|j 
they  used  mathematics  to 
predict  how  the  combinatioi  j 
affects  the  phenanthrene 's  a  J 
cumulation  in  marine  anima  | 
such  as  lugworms.  Adding 
just  a  few  millionths  of  a  graiJ 
of  these  microplastics  in  the 
lugworms'  surroundings  coi^ 
lead  to  marked  increases  in 
toxin  concentrations  in  ani- 
mals'tissues.  -NeilGross 


A  worst-case  scenario 
increase  in  heat-related 
deaths  in  New  York  City  duo 
to  global  warming,  by  2050.: 

Data:  American  Journal  ol  Public  Healll' 
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ne,Ps  power  over 
•»e  million  homes. 
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i  energy  costs  and  oil  dependence  on  the  rise,  the  need  for  renewable  power  is  greater 
ver.  That's  why  Waste  Management  is  using  the  resources  at  our  disposal  to  create  the  energy  equivalent  of  saving 
4  million  barrels  of  oil  per  year.  It's  a  powerful  idea  we're  proud  to  drive  forward. 

From  everyday  collection  to  environmental  protection. 
Think  Green'.  Think  Waste  Management. 


iste  Management,  Inc. 


www.wm.com/thitihgreeii       WASTE  MANAGEMENT 

Think  GreenI 


MEMBERS  OF  THE  ORBITZ 
COMMUNITy  REPORT  A  DElAy 


yOU  CHECK  THE  UPDATE 
AND  PLAN  ACCORDINGUd 


WHAT  DO  YOU  CALL  A  COMMUNITY  OF  ORBITZ  TRAVELERS  LOOKING 
OUT  FOR  YOU?  "MIND-NUMBINGLY  AWESOME"  SEEMS  ABOUT  RIGHT. 


INTRODUCING  OrbitzTLCSM  TRAVELER  UPDATE.  Real-time  updates,  from  other  Orbitz  travelers,  that  you  can  access 
straight  from  your  eel!  ohone  or  PDA.  Whether  it's  long  security  lines,  traffic  delays  or  full  parking  garages  -  the  Orbitz  travel 
community  looks  out  for  you.  Be  part  of  it  at  updates.orbitz.com 

GRBITZ 


A  STEP  4 J 


iOLF&THE  BUSINESS  LIFE 


BusinessWeek 


Golf  Digest 


pEOs  and  Pros: 
friendships  forged 

pn  the  course 

i 

GOLF 

HOMES 

How  they're  faring 
n  a  turbulent  market 

|\bove,  Donald  Trump  and  Natalie  Gulbis 
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STARTING  TIME 


BY  DEAN  FOUST 


BUSINESSWEEK/GOLF  DIGEST  GOLF-STOCK  INDEX 

The  past  six  months  were  tough  for  the  golf  industry:  Our  proprietary  index  of  eight 
golf  stocks  dipped  7.8  percent,  vs.  the  2.2  percent  gain  in  the  S&P  500. 


TOTAL  RETURN 


COMPANY/SYMBOL 


3-MONTH 


6-MONTH 


12-MONTH 


Adams  Golf/ADGO  -5.71%  .51%  33.78% 

Brisk  sales  of  hybrids  and  irons  fueled  22  percent  rise  in  first-half  2007  profits  for  clubmaker. 

Callaway  Golf/ELY  -4.87  -7.70  25.26 

Despite  63  percent  surge  in  2Q  profits,  stock  sold  off  on  concerns  that  fall  sales  will  slow. 

Aldila/ALDA  10.77  13.52  14.81 

Strong  sales,  stock  buyback  help  kept  shaftmaker's  shares  rising. 

Element  21  Golf/EGLF  33.33  17.64  5.26 

Maker  of  scandium  shafts  got  a  lift  when  Vijay  Singh  put  them  in  his  bag. 

GPSIndustries/GPSN  -25.74  -44.44  -2.6 

Shares  tumbled  after  purchase  of  UpLink,  a  rival  maker  of  GPS  systems  for  golf. 

Ashworth/ASHW  -19.50  -33.21  -23.38 

Apparel  maker  reported  3Q  loss  and  departure  of  CEO,  amid  slumping  sales  to  mass  merchants. 

Golfsmith  International/GOLF  -21.05  -12.01  -27.64 

Retailer  is  back  in  the  black,  but  stock  dipped  on  lower  forecast  for  fall  and  winter  sales. 

Sport-Haley/SPOR  -27.18  -26.31  -29.19 

Loss  of  Wal-Mart,  which  sold  its  Top-Flite  clothing  line,  put  apparel  maker  into  the  red. 


S&P  500-stock  index/SPX  .22 

BW/Golf  Digest  Index  -6.45 

'For  periods  ended  Oct.  25,  2007  Data:  Susan  Zegel,  BusinessWeek 


2.2 
-7.8 


11.57 
.134 


ETIQUETTE 


Watch  Those  Cheaters— 

On  and  Off  the  Course 

We  asked  the  following  question  of  Cindy  Grosso 
(right),  founder  of  the  Charleston  School  of  Protocol 
&  Etiquette  and  a  golfer  herself: 

What  should  you  do  if  you  spot  your  boss  or  a 
client  cheating  during  a  round  of  business  golf? 

Don't  confront  them,  but  quietly  learn  from  it. 
How  people  act  on  the  golf  course  speaks  volumes 
about  the  way  they  do  things  in  business  and  life. 
Did  they  dress  appropriately?  How  did  they  treat 
the  caddies  and  the  staff?  How  did  they  act  if  they 
missed  a  critical  putt?  Did  they  accept  responsibil- 
ity or  blame  something  else  ?  It  can  also  be  telling 
if  someone  cheats .  If  they  move  the  ball  in  golf, 
they'll  probably  move  the  ball  in  business. 


Wall  Street's 
Leaderboard 


Whether  in  golf  or  in  deal- 
making,  Wall  Street  bankers 
love  to  keep  score.  So  here's  a 
new  ranking  for  their  record  i 
books:  It  shows  which  invest 
ment  firms  are  tops  in  golf,  j 

To  compile  this  list,  we 
started  with  Golf  Digest's 
inaugural  ranking  of  the  top 
150  golfers  in  finance  (Octobc 
2007).  We  then  averaged  the 
handicap  indices  of  the  best 
three  at  each  firm. 

At  the  head  of  the  list  is  Bet 
Stearns.  The  company  and  itsi 
CEO,  James  Cayne  (above), 
have  been  in  the  news  as 
two  of  their  hedge  funds 
melted  down  in  the  subprime 
mortgage  crisis. 
FIRM  HANDICAP  INDEX 


Bear  Stearns 

0.3 

Morgan  Stanley 

1.3 

Lehman  Brothers 

1.5 

Merrill  Lynch 

1.9 

Credit  Suisse 

3.7 

Deutsche  Bank 

4.7 

Gleacher  Partners 

4.S 

Sandler  O'Neill 

5.7 

Greenhill 

11.4 

» 


( 


"Average  handicap  of  best  three  executive 
golfers  from  each  firm 


BUSINESSWEEK  I  NOVEMBER  1?,2007 


ophers  burrow  through  life  without  seeing  th<  havoc  they  c 


They  can't  help  having  tunnel  vision. 

But  you  can.  With  proven  business  intelligence  and  analytic  software  from  SAS. 

www.sas.com/gophers 
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By  Mark  Hyman 


Maybe  it's  the  shared  pressure  of  being  at  the  top,  but 
high-level  executives  and  leading  golf  pros  are  forging 
friendships  on  the  course. 


There  isn't  much  overlap  on  the  resumes  of  BearingPoint  CEO 
Harry  You  and  Phil  Mickelson.  You  heads  the  McLean  (Va.)- 
based  technology  consulting  firm  with  18,000  employees 
around  the  world.  Although  he  enjoys  golf,  the  18-handicapper 
can  go  weeks  between  rounds.  Mickelson?  He'd  be  the  world's 
top  golfer  if  Tiger  Woods  took  early  retirement . 

The  differences  haven't  slowed  their  budding  friendship.  Case 
in  point:  The  pair  won  last  February's  AT&T  Pebble  Beach  Na- 
tional Pro -Am,  and  Mickelson  still  talks  about  how  You  rescued 
their  team  in  the  final  round,  sinking  a  40 -foot  putt  on  the  fifth 
hole  after  the  pro  lost  his  ball  in  deep  rough.  Sizing  up  You  as  a 
golfer,  he  observes:  "He  hits  the  ball  fairly  straight.  His  short 
game  and  putting  are  good.  He  makes  his  share  of  par  putts." 

BUSINESSWEEK  I  NOVEMBER  12,2007 


Mickelson,  37,  and  You,  48,  who  met  about  three  years 
through  the  golfer's  endorsement  deal  with  BearingPoint  i 
now  get  together  or  speak  on  the  phone  about  a  dozen  til 
a  year,  are  far  from  the  only  pro  golfer  and  senior  execu' 
finding  common  ground.  Formed  by  mutual  business  int 
ests  and  an  appreciation  for  what  it  takes  to  get  to  the  top,  s 
friendships  often  blossom  on  a  golf  course  and  can  becc 
quite  close. 

The  pairs  include  IMG  Chairman  Ted  Forstmann  and  F- 
Tour  player  Vijay  Singh,  CVS  Caremark  Chief  Executive  j  i 
Ryan  and  tour  pros  Brad  Faxon  and  Billy  Andrade ,  and  the  hi  J 
voltage  duo  of  up-and-coming  LPGA  star  Natalie  Gulbis 
real -estate  mogul  Donald  Trump.  This  year,  The  Donald  ca 


* 


ry  You  of 
ringPoint  has 
jging  rights  after 
ind  Mickelson 
i  last  February's 
ble  Beach  Pro-Am 
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Gulbis  to  congratulate  her  on  winning  her  first  tournament, 
the  Evian  Masters  in  July,  and  she  phoned  him  for  advice  about 
a  condo  she  was  eyeing  in— where  else?— Trump  Tower,  Las 
Vegas.  "I  told  her  it's  a  great  building  and  I'd  give  her  a  good  deal 
because  she's  a  friend  of  mine,"  says  Trump. 

Some  friendships  are  about  shared  history.  Tour  veteran  Hale 
Irwin,  62,  and  Wal-Mart  Stores  CEO  Lee  Scott,  58,  grew  up  in 
tiny  Baxter  Springs,  Kan.  (population:  4,246).  After  seeing 
little  of  each  other  for  decades,  they  teamed  up  in  2005  at  the 
Champions  Tour  Wal-Mart  First  Tee  Open  at  Pebble  Beach  and 
have  gotten  together  socially  several  times  since. 

Likewise,  Irwin  and  land -development  mogul  Lyle  Ander- 
son, 66,  neighbors  in  Paradise  Valley,  Ariz.,  are  spending  qual- 
ity time  together  these  days.  In  2006  they  traveled  with  their 
wives  to  Italy,  and  Irwin  moved  his  office  into  the  corporate 
headquarters  of  Lyle  Anderson  Co.  in  Scottsdale.  They  even 
play  a  little  golf.  The  veteran  pro,  who  has  the  title  "Ambassa- 
dor of  Golf"  at  Anderson's  luxury  golfing  community  in  Kailua 
Kona,  Hawaii,  says  he  has  picked  up  swing  tips  from  his  friend. 
"  He 's  exaggerating  -  a  lot ,"  laughs  Anderson ."  We  do  love  talk- 
ing about  the  golf  swing,  though." 

Irwin  says  he  sometimes  gives  his  partners  a  bit  of  advice, 
perhaps  suggesting  a  change  in  ball  position  or  stance.  "But 
I  try  not  to  give  them  a  lot  to  think  about  while  they're  play- 
ing. When  these  folks  showup  at  the  golf  course,  they're  pretty 
much  going  with  the  game  they  brought ,"  he  adds. 

CVS's  Ryan,  54,  Faxon,  46,  and  An- 
drade,  43,  all  live  in  Rhode  Island  and 
collaborate  on  the  CVS  Caremark  Char- 
ity Golf  Classic  there  each  June.  The 
golfers  started  the  tournament  in  the 
early  1990s  to  benefit  disabled  children 
in  New  England.  Since  1999,  when  the 
pharmacy  chain  joined  in,  the  event  at 


Tom  Ryan  (center) 
of  CVS  stages  a 
tournament  with 
pro  pals  Brad 
Faxon  (/eft)  and 
Billy  Andrade 


Rhode  Island  Country  Club  in  Barringtor' 
raised  more  than  $8  million.  "I  feel  like } 
call  Tom  anytime  and  ask  him  for  anythi 
says  Faxon.  Two  years  ago,  he  invited  1 
to  buy  into  a  golf  apparel  maker,  Fairwn 
Greene,  of  which  Faxon  is  a  board  membr 
liked  the  upside :  a  good  management  team  and  a  good  prod\ 
says  Ryan,  who  invested  in  the  company. 

Gulbis,  24 ,  and  Trump,  6 1 ,  first  crossed  paths  three  yearn 
when  the  women's  tour  stopped  at  his  Trump  Internationa 
development  in  West  Palm  Beach.  They've  been  pro-am  r, 
ners  there,  and  were  on  opposite  teams  in  the  2006  Manhsi 
Golf  Classic,  a  "battle  of  the  sexes"  match  played  on  Gover 
Island  in  New  York  Harbor.  The  Donald  and  the  glam  gi 
share  a  mastery  of  self-promotion.  Gulbis  pitches  her  1 
pinup  calendar  on  her  Web  site,  and  Trump  puts  his  name  *\ 
his  towers.  Both  have  been  the  subjects  of  reality  shows  or 
Golf  Channel.  Gulbis  says  Trump  is  "really  easygoing"  aii 
very  nice  guy."  Trump,  a  professed  "4-  or  5-handicap"  pi 
calls  Gulbis  "down-to-earth  and  unspoiled." 

Sometimes  simple  things  fuel  a  friendship.  BearingPc 
You  admires  Mickelson's  attention  to  children.  At  tournam- 
the  pro  signs  countless  autographs  for  kids  and  hands  out  h 
elson-logo  balls.  One  of  his  biggest  fans  is  You 's  5 -year- old 
Robert,  who  often  calls  Mickelson  before  big  events  to  cha  j 
wish  him  luck.  Now  that's  a  good  friend.  1  bw  1 


FOR  SOME  PAIRS,  IT'S  A  HOMETOWN  THING.  GOLFE! 


HALE  IRWIN  AND  WAL-MART'S  LEE  SCOTT  GREW  Ul 


FOUR  YEARS  APART  IN  BAXTER  SPRINGS,  KAN. 
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Golf  properties  in 
Reno,  Nev.,  dropped 
5%  in  the  past  year, 
but  those  at  Montreux 
Golf  &  Country  Club 
(pictured)  held  steady 
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HEAVEN 


By  Matthew  Rudy 

The  subprime  jitters  have 

rocked  the  housing  market.  How  will 

they  affect  your  dream  golf  home? 


When  fellow  real-estate  agents  and  home-buyers  around  the 
country  start  telling  the  war  stories  about  their  local  housing 
markets,  Kim  Toff eri  listens  sympathetically.  But  she  has  a  hard 
time  feeling  their  pain. 

She  knows  that  home  prices  nationwide  have  fallen  more 
than  10%  in  a  number  of  areas  from  their  2005  highs.  Houses 
for  sale  are  sitting  on  the  market  longer  than  they  have  in  a  de  - 
cade.  And  record  numbers  of  defaults  and  foreclosures  have 
made  lenders  leery  about  writing  new  loans  for  those  without 
the  most  bulletproof  credit  scores,  further  constricting  the 
pool  of  eligible  buyers. 

But  the  market  for  vacation  homes  in  and  around  Vail,  Colo. , 
has  been  very,  very  good  to  Tofferi.  She  and  her  husband,  Pent- 
ti,  the  former  director  of  golf  at  the  Club  at  Cordillera,  built  a 
5,000-square-foot,  four-bedroom,  4V2-bath  golf  home  bor- 
dering the  12th  hole  of  the  Cordillera  Valley  Course  in  2002. 
The  house,  which  features  panoramic  mountain  and  golf- 
course  views,  gourmet  kitchen,  hickory  floors  and  a  four-car 
garage— sold  this  summer  for  $2.3  million.  "We  sold  it  in  March 
and  made  a  deal  to  close  on  it  in  April  of  2008,"  says  Tofferi,  who 
will  relocate  to  another  new  house  her  husband  built  in  Cor- 
dillera. "Our  buyer  was  a  Realtor,  and  his  plan  was  to  flip  the 
property.  He's  going  to  net  $500,000  from  the  folks  he  sold  the 
property  to.  There 's  certainly  money  out  there  if  you  're  selling  a 
quality  property  in  a  quality  area,  and  in  40  years,  Vail  has  never 
seen  a  dip  in  values." 

That's  obviously  great  for  Tofferi  and  other  homeowners  who 
have  invested  in  seemingly  slump -resistant  places  like  Vail  and 
other  pockets  of  the  country  where  home  prices  don't  show 
any  signs  of  cooling.  But  what  about  prospective  second  -  home 
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buyers  concerned  about  making  a  serious  financial  commit- 
ment in  a  turbulent  market?  Or  the  homeowners  who  enjoyed 
almost  a  decade  of  dramatic  appreciation  in  property  value  but 
are  now  seeing  some  of  that  equity  erode  ?  How  can  you  protect 
yourself  from— and  perhaps  even  take  advantage  of— the  bust 
side  of  the  real-estate  cycle? 

To  answer  those  questions,  Golf  Digest  and  Business- 
Week commissioned  Longitudes  Group,  an  Omaha-based 
golf  and  leisure  research  company,  to  survey  37  of  the  most 
popular  areas  for  golf-course  and  vacation  homes  and  iden- 
tify representative  developments  within  those  communities. 
Then,  through  research  at  county  assessors '  offices  and  online 
databases,  Longitudes  Group  built  profiles  of  the  four  stron- 
gest and  weakest  markets  (see  chart)  and  how  golf-course 
homes  fared  compared  with  properties  overall  in  their  respec  - 
five  zip  codes. 
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The  result  ?  Those  owning  golf-  cc 
properties  in  places  like  Myrtle  B 
(up  34%  over  the  past  year  and  l 
over  the  past  five  years)  and  Park  Cit 
22%  over  the  past  year)  are  asking  "A 
real -estate  bubble?"  Investors  in 
ond  homes  at  popular  winter  geta 
like  Sarasota,  Fla.  (down  io%)  and 
Springs  (down  2%)  are  experier 
more  anxiety.  "Money  is  just  not  flo 
as  easily  or  as  confidently  as  it  was  l 
24  months  ago,"  says  Longitudes  G 
President  Sara  Killeen,  who  studies 
related  real -estate  trends  for  deveL 
and  investment  groups.  "People 
categories  are  definitely  feeling  the  c 
crunch.  The  very  high  -  end  homes — 
than  $2  million— are  holding  their 
but  people  who  have  to  carefully 
out  the  expense  of  a  second  home  1 
be  waiting  on  the  sidelines  to  see 
happens." 

Still,  the  old  saw  that  golf-cc 
property  is  a  good  investment  s- 
to  be  holding  true,  even  in  areas  ^ 
real-estate  values  have  taken  a  hit. 
the  exception  of  Florida  markets  —  j 
condo  overbuilding  has  left  a  g 
inventory— golf  homes  in  each  c 
"down"  areas  fared  better  than  h 
in  the  same  zip  code.  In  Scottsda!; 
example,  homes  surveyed  were 
4.1%,  but  homes  in  golf  commuj 
like  Desert  Mountain  have  shown 
est  increases.  "One  thing  to  ke: 
mind,  too,  is  perspective,"  says  Ki 
"Owners  of  homes  in  most  of 
down  markets  have  made  quite  a ; 
money  in  appreciation— 10%  or  rr 
year  over  10  years.  A  market  that's 
single -digit  percentages  this  year 
this  point -just  showing  signs  of 
rection.  Most  owners'  original  in 
ments  aren't  at  risk." 

Of  all  the  areas  surveyed,  M 
Beach  recorded  the  strongest  pel 
age  growth,  partly  because  of  its 
initial  prices.  Homeowners  II 
Barefoot  Resort  &  Golf  in  North  Myrtle  Beach-whin 
on  the  Atlantic  Intracoastal  Waterway  and  features  c> 
designed  by  Tom  Fazio,  Pete  Dye,  Greg  Norman  and  Davi 
III— have  done  even  better.  Properties  there  have  appre 
an  average  of  56%  over  the  past  year.  "Affordability  se 
be  driving  the  growth  there,"  says  Killeen.  "You  can  ge 
for  your  money  in  Myrtle  Beach— where  the  average  gol 
costs  $410,000 -than  you  can  in  Scottsdale  or  Sar; 
Indeed,  real-estate  values  in  most  of  South  Flori 
well  as  Michigan  and,  to  a  lesser  extent,  Palm  Springs  an< 


Pentti  and  Kim  Tofferi 
are  building  their 
second  golf  home  in 
the  Vail  area.  The  first 
(shown  here)  sold  for 
a  significant  profit 
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TRACKING  THE  GOLF  HOME  MARKET 

Longitudes  Group  surveyed  37  golf-home  markets  nationwide  and  built  a  list  of  the  strongest  and  weakest 
during  the  past  year— a  year  when  the  median  single-family  home  in  the  U.S.  lost  1.5%  of  its  value. 


UP  MARKETS 

METRO 
AREA 

AVG.  GOLF- 
HOME  PRICE 

AVG.  SQ. 
FOOTAGE 

AVG. 
AGE 

GOLF-HOME 
APPRECIATION* 

SAME 
ZIP  CODE' 

VAIL,  COLO. 

$2,583,622 

4,334 

13 

7% 

4% 

MYRTLE 
BEACH 

410,556 

2,100 

10 

34 

16 

PARK  CITY,  UTAH 

1,515,043 

3,622 

8 

22 

16 

INCLUDED  GOLF  PROPERTIES 

The  Club  at  Cordillera;  C.C.  of  the 
Rockies;  Beaver  Creek  G.C. 

Arrowhead  C.C;  Tidewater  G.C. 
&  Plantation;  Barefoot  R.  &  G. 

Glenwild  G.C.  and  Spa; 
Promontory;  Park  Meadows  C.C. 


OREGON 

600,880 

3,708 

23 

17 

11 

The  Club  at  Pronghorn; 
Oakway  G.Cse.;  Eugene  C.C. 

DOWN  MARKETS 

RENO,  NEV. 

$866,608 

2,993 

10 

-5% 

-11% 

Montreux  G.  &  C.C;  ArrowCreek 

SCOTTSDALE 


PALM  SPRINGS 


1,101,238  2,970 


986,983  2,839 


10 


19 


1.4 


-2 


C.C;  The  Resort  at  Red  Hawk 

-4.1  Desert  Mountain;  Troon  C.C; 

Legend  Trail  G.C. 

-3  PGA  West;  Mission  Hills  C.C; 

Woodhaven  C.C. 


SARASOTA,  FLA. 


392,087  2,053 


20 


-10 


•  %  CHANGE  IN  VALUE  OVER  PAST  YEAR      *%  CHANGE  IN  VALUE  OVER  PAST  YEAR  FOR  GOLF  AND  NONGOLF  HOUSES  IN  THE  SAME  ZIP  CODE 


-12  Lakewood  Ranch  G.  and  C.C; 

Bent  Tree  C.C;  Palm  Aire  C.C. 


Rehab  specialist 
Davis  uses 
research  from 
county  assessors 
to  target  properties 
in  South  Carolina 


Nev. ,  have  been  hit  hard  (see  page  112).  | 
For  example,  in  2001,  Chip  Ferlaak 
living  with  his  wife  and  four  childn 
Gaylord,  a  northern  Michigan  golf  m 
at  the  peak  of  a  course -building  and 
estate  appreciation  frenzy.  A  golf  pro  a 
of  the  local  Gaylord  clubs,  Ferlaak  decided  to  buy  a  lot  adj; 
to  the  Otsego  Club,  where  he  and  his  wife  could  build  a  re 
ment  home. 

Then  along  came  a  statewide  economic  crisis,  led  bl 
struggling  auto  industry,  which  torpedoed  home  values, 
more  bad  timing  than  anything  else,"  says  Ferlaak,  who  t 
new  job  in  downstate  Grand  Haven  and  has  been  trying  t 
the  Otsego  lot  for  the  past  two  years.  "There 's  been  a  lot  of  1 
building  up  here ,  and  between  gas  prices  and  the  traffic ,  w 
don't  see  ourselves  coming  up  here  very  much." 

Ferlaak  estimates  that  his  property  is  worth  30%  less  | 
he  paid  for  it  in '  0 1 ."  Do  we  keep  it  and  try  to  wait  for  it  to  1 
back,  or  do  we  sell  and  cut  our  losses,  and  stop  having  to  p£ 
property  taxes?"  he  asks.  "Looking  back,  we  probably  bouj 
the  very  top  of  the  market,  but  we  were  looking  at  it  as  a  h 
not  an  investment." 

Ferlaak 's  advice?  Pay  attention  to  the  economic  heal 
the  area  as  well  as  the  amenities  in  the  development  "It's 
beautiful  lot ,  in  a  great  location,"  Ferlaak  says. "  Some  plaa 
going  gangbusters,  but  Michigan  is  just  struggling  right  n 
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A  GOLF-COURSE-HOME  BUYERS'  GUIDE 

Given  the  market  conditions,  should  you  wait  to  buy  your  own 
golf  home  ?  Not  necessarily. 

Long  before  his  property- flipping  adventures  became  the 
basis  for  The  Real  Estate  Pros— one  of  the  most  popular  real- 
ity shows  on  TLC  (formerly  The  Learning  Channel) -Richard 
C.  Davis  was  capitalizing  during  both  boom  and  bust  cycles  by 
doing  grunt  work  much  less  camera-friendly  than  chucking  air 
conditioners  out  of  second -floor  windows.  "There's  no  mystery 
in  how  you  make  the  right  decision  about  a  property  to  buy," 
says  Davis,  who  started  his  Charleston,  S.C. -based  Trademark 
Properties  in  1991.  "We're  the  ones  going  down  to  the  coun- 
ty assessor's  office  and  making  friends.  Most  people  spend  a 
bunch  of  time  looking  at  car  prices  on  the  Internet,  but  they 
don't  research  what's  going  to  be  their  biggest  investment." 

Davis'  TV  show  focuses  on  his  team's  adventures  (and  mis- 
adventures) rehabbing  properties  for  a  quick  turnover  and 
profit.  What  gets  overshadowed  is  the  legwork  that  goes  into 
every  purchase:  Davis  says  Trademark  researches  2,500  prop- 
erties a  month  and  might  find  only  one  to  buy  for  investment 
purposes.  "I'm  an  opportunistic  buyer,"  says  Davis.  "I'm  try- 
ing to  make  money.  If  you're  buying  your  primary  home,  and 
you're  going  to  live  there  for  20  years,  you  can  throw  the  invest- 
ment rules  out.  But  if  you're  looking  at  second  homes -and  I've 


Values  at  The  Club      bought  vacation  homes  all  up  and  dc 
at  Pronghorn  have      the  Atlantic  Coast  here  -you  have  to  tb 

•  e  •   re9?rn/         about  it  like  an  investment,  not  like  son 
prices  lump  17% 

in  a  year  thing  your  spouse  is  nagging  you  to  pick 

on  the  way  home  from  work.  You  have  t(t 

the  legwork.  "  Here  are  his  tips: 

The  first  step  is  to  prioritize  the  amenities  and  litest 
items,  like  the  quality  of  the  golf  course  or  the  social  life  at ; 
club.  Which  ones  mean  the  most  to  you?  Assuming  you've  4 
termined  where  you  want  to  buy,  Davis  recommends  you  bn 
a  list  of  10  developments  that  satisfy  those  requirements. "'] 
want  to  be  somewhere  where  you  believe  in  the  golf  course  1 
lifestyle ,  and  you  feel  like  thete  's  some  value  in  the  actual  sti 
and  bricks,  and  not  just  in  marketing  hype." 

The  next  step  is  to  avoid  getting  snared  in  an  artificii 
created  feeding  frenzy.  "Don't  get  caught  up  in  trying  to  k 
up  [with  other  bidders],"  Davis  says.  "Developers  want  to 
you  into  an  auction- type  situation  by  saying  you  need  a  res 
vation  to  get  in.  Remember,  there's  tons  of  inventory  out  th 
and  you  can  take  your  time.  The  last  thing  I'd  do  is  buy  soi 
thing  on  the  basis  of  a  glossy  flier." 

The  final  step  is  to  find  out  what  actual  houses  in 
development  are  selling  for— not  the  list  prices.  "Go  to 
assessor's  office  and  say  you  want  to  know  the  velocity  of  d 
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>elieve  actions  speak  louder  than  words" 

i  world's  top  ten  golfer,  RBS  sponsored  Luke  Donald  has  got  plenty  to  shout 
ut.  But  that's  the  last  thing  he'd  do.  Luke  believes  that,  if  he  keeps  his  focus 
discipline,  his  golf  will  do  the  talking  for  him.  After  all,  it's  this  innate  attitude 
's  got  him  to  where  he  is  today. 

he  Royal  Bank  of  Scotland  Group  we  believe  that  the  make  it  happen 
ude  is  something  that  you're  born  with.  You  either  have  it,  or  you  don't. 
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transfers  in  a  given  development— and  use  those  exact  words," 
says  Davis.  "If  I  see  that  fewer  deeds  are  changing  hands,  that 
means  demand  is  slowing  down.  Sniff  around  and  find  the  real 
values,  then  buy  with  the  eye  toward  keeping  the  property  a  re- 
alistic amount  of  time." 

For  a  buyer  who  has  cash  either  to  buy  a  home  outright  or  put 
enough  down  to  qualify  for  a  loan  below  the  $417,000  limit  for 
conforming  mortgages  and  an  attractive  interest  rate,  a  down 
market  like  this  one  is  a  ripe  time  to  buy  undervalued  proper- 
ties. "People  have  been  saying,  'I'll  buy  it,  and  even  if  I  don't 
like  it,  I'll  sell  it  and  make  money,' "  says  Davis,  whose  show  will 
next  track  Trademark's  maneuvers  in  Charleston's  softening 
real  -  estate  market . 

"That  party's  over,"  Davis  says.  "Credit  is  too  tight.  I  can 
remember  the  last  time  this  happened.  I  was  over  at  Kiawah 
Island  buying  foreclosures  seven  or  eight  years  ago.  It  wasn't 
any  indication  of  the  quality  of  the  properties  there.  It  was  a 
reflection  of  the  money  situation.  That's  where  we're  at  right 


now.  There  are  some  tremendous  bargains  out  there.  Ten  ye  | 
from  now,  you're  going  to  look  back  and  say  you  can't  beli<  | 
how  you  got  your  place  for  50  cents  on  the  dollar." 

Whether  you're  looking  to  find  a  great  deal  in  a  down  m; 
ket,  or  investing  in  an  established  up  market,  you  should  1 1 
a  property  that  makes  sense  for  your  short-  and  long-te 
goals  and  ultimately  fits  your  lifestyle  needs.  For  example,  ^  | 
resident  Tofferi  says  that  once  you  get  past  the  amentities, 
biggest  continuing  draw  for  vacation-home  owners  at  popuj 
Vail  developments  like  Cordillera  and  Beaver  Creek  is  the  sei ' 
of  community. 

"Second-home  owners  are  leaving  their  beehive— the  phi 
back  home  where  they  know  the  people  and  where  to  go  ] 
what  to  do,"  she  says.  "What  anchors  them  is  they  can  pick  1 
and  leave  a  place  that's  familiar  and  come  here  and  feel  liki 
local— not  some  outsider.  There  is  a  feeling  of  commun: 
That's  a  powerful  thing,  and  it's  just  as  important  as  the  valu<  J 
the  home."  1BW1 


A  TALE  OF  TWO  REGIONS 


Michigan  struggles  while  High  Carolina  is  hot 


Golf  course  pedigree  has  historically 
gone  a  long  way  toward  protecting 
homeowners  buying  within  the  com- 
munity, but  no  rankings  or  accolades 
seem  to  be  protecting  people  in 
northern  Michigan. 

In  1996,  Arthur  Hills  built  three 
spectacular  nines  at  the  Bay  Harbor 
Golf  Club  on  cliffs  overlooking  Lake 
Michigan.  The  original  plan  was  to 
allow  public  play  on  the  course  Golf 
Digest  ranked  No.  7  in  the  state,  but 
only  until  the  membership  ranks  were 
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filled.  More  than  10  years  later,  you're 
still  able  to  book  as  many  tee  times  as 
you  like — and  take  your  pick  of  plenty 
of  lakefront  spec  houses  around  the 
course  property. 

Forest  Dunes  Golf  Club,  ranked  No. 
6  in  Michigan  on  the  same  list,  is  hav- 
ing similar  trouble.  Only  20  of  117  lots 
have  sold  since  developers  put  them 
on  the  market  in  2005. 

On  the  other  side  of  the  ledger, 
it  certainly  helps  to  have  the  most 
famous  golfer  in  the  world  stumping 


for  you.  The  Cliffs  at  High  Carolina 
development  in  the  Blue  Ridge  Moun 
tains  outside  Asheville ,  N.C . ,  will  be 
the  home  of  Tiger  Woods'  first  U.S. 
course  design. 

Woods'  course,  scheduled  to  open 
in  2009,  will  join  seven  courses— in- 
cluding two  each  by  Jack  Nicklaus  and 
Tom  Fazio— in  a  collection  of  golf  com 
munities.  Houses  in  one  of  them,  The 
Cliffs  a^Walnut  Cove,  have  increased 
in  value  an  average  of  17%  in  the  past 
year,  according  to  Longitudes  Group. 

Action  at  The  Cliffs  also  seems  to 
support  the  theory  that  high -end 
properties  are  more  immune  to  marke 
downturns.  Buying  a  house  at  Walnut 
Cove  will  cost  you,  on  average,  $1.4 
million.  At  least  that  includes  access  t 
all  eight  golf  courses .  M.R 
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H&YOU   STEPHEN  H.  WILDSTROM 


aple's  Leopard  Hits  the  Spot 

new  operating  system  is  no  revolution,  but  it's  an  upgrade  well  worth  the  price 


119 


art  of  writing  software  involves  a  lot  of  borrow - 
Torn  the  work  of  others.  Everyone  does  it,  but 
le  is  the  master.  Over  the  years,  it  has  taken  the 
ideas  from  Windows  and  other  programs  and 
e  them  better.  The  latest  result  of  this  process 


new  Leopard  version  of 
DS  X,  which  strength - 
pple's  claim  to  have  the 
consumer  computer, 
e  changes  introduced 
Leopard  ($129  for 
iding  one  computer, 
?9  for  as  many  as  five) 
ly  affect  how  people 
dze  their  information. 
2  Windows  and  Linux 
irage  the  use  of  fold- 
ld  directories  to  tuck 
nation  out  of  sight, 
lsers  tend  to  store  more 
lore  stuff— programs, 
nents,  videos— right 
sir  desktops,  until  the 

calls  to  mind  a  teen- 
Dy's  bedroom.  Leopard 
f nudges  you  to  keep  the 
under  control.  Another 
wing  from  Windows 
is  the  extensive  use  of 
ed  graphical  icons  to 
oi  what 's  in  a  file .  And 
:  adds  Quick  Look,  a 

instant  full  -  size  pre  - 
)f  the  contents  for  most 
pes. 
ew  concept  called 

also  creates  an  incen- 
ir  neatness.  A  Stack  is 
just  a  folder  that  has 


been  dragged  to  the  Dock,  the 
row  of  readily  available  pro- 
grams and  files  at  the  bottom 
of  a  Mac  display.  When  you 
click  on  a  stack,  a  column  of 
icons  representing  the 
contents  pops  up  and 
you  can  select  the  one 
you  want.  (If  there  are 
a  lot  of  icons,  they  are 
displayed  in  a  grid.) 
Two  very  useful  Stacks 
are  Downloads,  the 
default  destination  for 
downloaded  files,  and 
Applications,  which 
becomes— diehard 
Apple  fans,  forgive 
me— the  equivalent 
of  the  Windows  Start 
menu. 

The  Finder,  Mac's 
way  to  manage  files,  gets  a 
badly  needed  overhaul.  Here 
Apple  borrows  from  itself. 
The  new  Finder  bears  a  more 
than  passing  resemblance  to 
iTunes.  A  panel  on  the  left 
side  of  the  window  contains 
a  list  of  devices  such  as 
disk  drives  or  other  stor- 
age media,  places  (desktop, 
home  folder,  etc.),  and  saved 
searches.  The  main  window 


shows  the  files  and  folders, 
with  a  new  Cover  Flow  op- 
tion swiped  from  iTunes.  In 
this  view,  icons  representing 
files  and  folders  rotate  to  the 
foreground,  the  same  way 
album  covers  do  in  iTunes. 
The  most  significant  in- 
novation in  Leopard  is  Time 
Machine,  the  cure  for  Apple's 
lack  of  a  good  backup  system. 
It  has  always  been  easy  to 


je  latest  OS  X,  which  improves  on  ideas 
|m  other  systems— including  Windows— 
kes  the  best  consumer  computer  better 


back  files  up,  but  Time  Ma- 
chine makes  it  simple  to  re- 
trieve them.  It  gives  a  Cover 
Flow-like  view  of  all  of  your 
backups  and  a  vertical  time- 
line down  the  right  side  of 
the  screen  helps  you  quickly 
find  the  backup  from  which 
you  want  to  restore  files.  You 
have  to  see  it  to  appreciate  it, 
but  it  is  very  clever. 

Of  course,  Time  Machine 
also  embodies  Apple's  "my 
way  or  the  highway"  ap- 
proach to  how  things  should 
be  done.  You  can  only  use  an 
external  hard  drive  plugged 
into  your  Mac  or  to  another 
Mac  running  Leopard:  You 


can't  back  up  to  a  stand- 
alone networked  drive.  And 
many  drives  bigger  than  500 
gigabytes  will  only  work 
after  some  obscure  manual 
reformatting. 

One  feature  still  missing 
from  OS  X  is  something  like 
Windows  System  Restore, 
which  lets  you  recover  from 
such  problems  as  a  failed 
hardware  or  software  instal- 
lation by  returning 
the  system  to  a  known 
good  state  without 
affecting  your  data. 
Ken  Bereskin,  senior 
director  of  OS  X  prod- 
uct marketing,  says 
Mac's  "robust  system 
reliability"  makes 
something  like  System 
Restore  unnecessary, 
but  I've  had  enough 
problems  on  Macs  to 
convince  me  it  would 
be  useful. 

Users  will  applaud 
how  easy  it  is  to  install 
Leopard.  I  upgraded  two 
iMacs  and  a  Mac  Book  Pro 
without  a  hitch,  and  I  have 
not  encountered  any  hard- 
ware or  software  compatibil- 
ity problems.  Leopard  is  an 
evolutionary  improvement 
of  a  product  that  was  already 
very  good— not  a  great  leap 
forward.  Still,  it's  rare  in  the 
software  world  to  find  some- 
thing with  this  many  pluses 
and  no  big  minuses.  1 BW 1 
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120   MEDIA  CENTRIC  !  JON  FINE 


The  Last  Tycoon  of  Print 


Jann  Wenner  sits  atop  the  Rolling  Stone  empire,  all  but  thumbing  his  nose  at  the  Web 


As  Rolling  Stone  celebrates  its  40th  with  relatively 
few  signs  of  senescence —on  the  business  side,  at 
least— its  founder  and  impresario  Jann  Wenner 
comes  into  focus,  more  than  ever,  as  the  absolute 
last  of  his  kind.  He  will  be  the  last  to  reap  the 


trappings  of  moguldom 
from  a  relatively  small 
media  company— just  three 
magazines,  the  others  are  Us 
Weekly  and  Men's  Journal, 
with  revenue  around  $375 
million.  He'll  be  the  last  to 
ride  an  under -discovered 
cultural  moment  to  print 
riches.  As  he  notes,  rock  mu- 
sic was  derided  or  ignored 
by  the  mainstream  when  he 
launched  Rolling  Stone.  It's 
impossible  any  burgeoning 
mass  movement  could  be  so 
overlooked  today. 

Almost  certainly,  he  is  the 
last  major  print  CEO  to  so 
blithely  disregard  the  Web 
for  so  long.  Up  until  early 
2006  the  Web  page  of  Us 
Weekly  consisted  of  a  sub  - 
scription  coupon.  Today.the 
operations  of  Rolling  Stone's 
Web  site  remain  in  the  hands 
of  digital -media  company 
RealNetworks,  which  nets 
the  magazine  around  $2  mil- 
lion a  year  in  licensing  fees  as 
well  as,  Wenner  says,  a  share 
of  ad  monies.  Wenner  prom- 
ises ramped -up  Web  moves, 
but  he  proudly  reports  "we 
never  lost  tons  of  money 
chasing  down  ridiculous 
online  ideas."  He  remains  the 
kind  of  sole  proprietor  who's 
happier  to  save  money  on 
the  Web  than  make  it,  and 
professes  contentment  with 
Rolling  Stone's  Web  deal. 


That  opinion  is  not  widely 
shared  by  company  ex- 
ecutives. But  Wenner  Media 
remains  a  company  driven  to 
a  remarkable  degree  by  the 
desires  and  idiosyncrasies 
of  its  61-year-old  found- 
ing entrepreneur,  who  also 
maintains  a  very  fluid  view 


Wenner,  61,  says 
he  hasn't  thought 
about  succession 


of  the  future.  Succession 
planning?  "I  haven't  thought 
about  it  all,"  he  says.  Pressed 
further,  he  concedes  the 
"possibility"  of  selling  the 
company.  "It's  not  incon- 
ceivable," he  shrugs.  "It's  not 
on  the  table  now." 

Another  possibility:  turn- 
ing it  over  to  some  of  his 
kids.  Jann  has  four,  rang- 
ing in  age  from  infancy  to 


early  twenties.  (He  and  his 
partner  Matt  Nye,  for  whom 
he  left  his  wife,  Jane,  expect 
twins  in  January.)  Divin- 
ing the  mercurial  Wenner's 
whims  is  never  easy.  But  it  is 
worth  noting  that  a  sale  by 
Wenner  and  his  estranged 
wife— who,  along  with  a 
trust  for  their  kids,  are  still 
the  company's  only  share- 
holders—would likely  trigger 
substantial  capital  gains 
taxes,  given  the  company's 
massive  run-up  in  value 
since  the  two  founded  it . 

Rolling  Stone's  staying 
power  frankly  astounds 
me.  (And  not  just  because 
the  intoxicant  -  laden  tales 
Wennerites  tell  about  the 
'80s,  some  of  which  sur- 
faced in  a  front-page  Wall 
Street  Journal  story,  leave 
me  wondering  how  it  made 
it  to  1 9  9  0 .)  As  a  property,  it 
is  a  very  strange  beast.  It's 
pitched  at  young  men,  but 
is  oddly  fixated  on  boomer 
icons.  Often  it  turns  over  its 
cover,  and  significant  swaths 
of  its  pages,  to  pushing  - 
sixtyish  friends -of- Jann  like 
Bruce  Springsteen.  (In  reeling 
off  a  list  of  those  interviewed 
for  its  third  40th  anniversary 
issue — Rolling  Stone  has  very 
high  self-regard— Wenner 
refers  to  the  likes  of  Bono  and 
former  President  Clinton  as 
"our  guys.") 

This  disjuncture  between 
audience  and  object,  though, 
isn't  hurting  company 
ledgers  much.  While  its 
primacy  to  the  company's 
bottom  line  was  usurped 
by  Us  Weekly,  Rolling  Stone 


still  throws  off  around  $ 
million  in  profit  on  aboi 
$120  million  in  revenue: 
even  after  a  slight  profit 
in  recent  years.  Its  stayi 
power  is  not  so  much  at 
street  cred  with  readers 
is  with  advertisers.  Big 
keters  like  Cadillac  incr 
ingly  piggyback  on  mus 
as  a  branding  vehicle,  a 
Rolling  Stone  remains  ti 
obvious  call  to  make,  sa 
one  former  executive.  I! 
top  marketing  and  ad  fc 
are  old  enough  to  skew 
boomer  in  sensibility— 
Rolling  Stone-friendly  - 
twentysomething. 

A  picture  of  a  twenty 
Wenner — in  his  outside 
when  his  nose  was  pres 
up  against  the  window 
the  culturatipartied— i 
display  in  his  spacious, 
tidy  office.  But  that  Jan 
long  gone.  More  telling 
the  shots  of  him  laughi 
up  with  pals  recognizal 
one  name:  Arnold,  Bru 
Mick.  Today,  a  chief  rej 
is  wishing  he'd  "spent 
time  skiing."  (For  a  guy 
spends  60  days  a  year  ( 
slopes,  this  is  saying  sc 
thing.)  But  then  he  ere; 
this  improbable  role  ar 
celebrity  for  himself- 
of  all  things,  starting  a 
magazine. 

In  this,  too,  he'll  be! 
last,  ibwi 
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A  STRING  OF 
UPWARD  BOUNCES 

STOCK  PRICE  (DOLLARS) 


AT&T:  Old  Reliable  Is  Back 

The  pre-1982  Ma  Bell  was  a  "stock  for  widows  and 
orphans,"  or  to  be  more  precise,  an  investment 
for  "growth  and  income."  The  new  AT&T  (T)  is  a 
product  of  several  mergers— a  conglomeration  of 

the  old  Ma  Bell's  long- 
distance operations;  the 
Baby  Bells  (Ameritech, 
BellSouth  with  Cin- 
gular,  and  PacTel);  and 
SBC  Communications, 
which  bought  AT&T 
in  2005  and  renamed 
itself  AT&T  Now  the 
largest  U.S.  telecom,  AT&T  bolstered  its  stake  in 
the  spicy  wireless  market  when  Apple  picked  it  as 
the  exclusive  U.S.  carrier  for  its  iPhone.  The  iPhone 
"will  enable  AT&T  to  widen  its  share  advantage 
over  principal  rival  Verizon,"  says  Justin  Hellman 


0.,.-ii,iii,,i„m.;i,i,.-.  I-...U  1  ,,„„■,.  , 
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of  Value  Line ,  who  thinks  AT&T  is  a  timely  buy. 
"We  like  this  high-quality  stock  for  the  long  hai 
too,  and  believe  it  offers  above -average  total  ret 
potential  to  2010-12."  AT&T  has  bounced  up  frc 
31  last  November  to  41.79  on  Oct.  31, 2007.  Greji 
Miller  of  Deutsche  Bank,  which  owns  shares  an 
has  done  business  with  AT&T,  rates  the  stock  a 
and  upped  his  target  price  from  45  to  46.  With  i 
straight  quarters  of  rising  revenue,  AT&T  show 
"it  can  generate  earnings  growth  beyond  mere  (i 
cutting  and  synergy,"  says  Miller.  Its  third- qua:, 
profits  jumped  41%,  and  revenues  doubled,  to  i 
billion.  Its  dividend  yield  is  3.4%.  Miller  sees  pi 
of  $2.75  a  share  in  2007  and  $3.27  in  2008. 


Cheerful  at 
Clinical  Data 

Shares  of  little-known 
biotech  Clinical  Data  (CLDA) 
have  soared  from  9.40  a  year 
ago  to  28  on  Oct.  31.  Why?  It 
developed  a  possible  block- 
buster antidepressant  along 
with  a  genetic  test  to  predict 
its  effectiveness  in  patients. 
But  investors  are  also  betting 
on  Randal  Kirk,  ClinicaFs 
billionaire  chairman,  who 
controls  40%  of  the  stock. 
He  founded  and  in  1996  be- 
came chairman  of  New  River 
Pharmaceuticals,  acquired  in 
2007  by  Shire.  In  1983,  Kirk 
co-founded  General  Inject - 
ables  &  Vaccines,  bought  by 
Henry  Schein  Inc.  in  1998. 
Pequot  Capital  Manage- 
ment owns  3.5%  of  Clinical 
Data.  "Some  expect  Kirk 
will  end  up  selling  Clini- 


BANISHING 
THOSE  BLUES 
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cal,"  says  Chystyna  Bedrij  of 
Griffin  Securities,  who  rates 
it  a  buy,  with  a  target  of  40. 
Its  chief  drug  is  Vilazodone, 
an  antidepressant  that  she 
says  showed  positive  data  in 
initial  phase  III  trials. 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


Is  MoneyGram 
On  the  Block? 

MoneyGram  International 
(MGI),  which  provides 
global  money  transfers  and 
bill -payment  services,  fell 
11%,  to  19,  on  Oct.  18  be- 
cause of  losses  in  mortgage  - 
related  investments.  By 
Oct.  31  it  had  dropped  fur- 
ther, to  15.95.  MoneyGram 
traded  as  high  as  30  in  July. 
The  huge  slide  has  generated 
buzz  that  MoneyGram  rrfay 
be  looking  for  a  buyer.  It  has 
hired  JPMorgan  Chase  to 
review  its  payment  systems 
business,  whose  third-quar- 
ter income  tumbled  12%. 
John  Bendall,  CEO  of  Her- 
mitage Capital,  which  owns 
shares,  says  MoneyGram 
could  either  spin  off  its  pay- 
ment systems  unit  or  sell  the 
whole  company,  which  he 


SLOW  ON 
THE  DELIVERY 
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figures  is  worth  30  a  si 
Zaineb  Bokhari  of  Stai 
&  Poor's  rates  Money( 
a  buy.  Its  core  busines 
"solid,"  he  says,  and  it 
"attractive."  Bokhari  s 
earnings  of  $1.52  in  2C 
$1.80  in  2008. iBWi 
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CORPORATE  ECO-EFFORTS 
NOT  SOCH  A  BRIGHT  GREEN 


What  shade  of  green  is  today's  brand  of  corporate 
environmentalism?  "Little  Green  Lies,"  Business- 
Week's investigation  into  business'  efforts  to  tackle 
climate  change  (Cover  Story,  Oct.  29),  didn't  paint 
a  positive  portrait.  To  illustrate  how  companies  are 
struggling  with  this  issue,  we  followed  the  rocky 
travails  of  Aspen  Skiing 's  environmental  direc- 
tor, Auden  Schendler.  Some  readers  applauded  the 
article— and  Schendler's  assertion  that  inflated 
rhetoric  and  dubious  green  initiatives  are  under- 
cutting corporate  environmentalism.  Many  others, 
especially  those  involved  in  the  corporate  environ- 
mental movement,  felt  the  story  tarnished  legiti- 
mate progress  and  could  discourage  companies 
from  adopting  green  strategies.  -Ben  Elgin 


At  last,  some  realism  on 
this  great  green  debate.  The 
notion  that  free  enterprise, 
unregulated,  will  act  for 
the  common  good  without 
remuneration  is  rubbish. 
Government  will  have  to  give 
business  some  incentives  to 
implement  green  changes. 
Screen  name:  Patrick 

Your  article  paints  a  dismal 
picture  of  corporate  green- 
ing, yet  relies  on  scarcely 
more  than  one  data  point: 
Auden  Schendler  and  his 
experience  at  Aspen  Skiing, 
an  800 -employee  resort.  A 
more  comprehensive  treat- 
ment would  have  yielded 
a  much  more  encouraging 
picture.  Business  is  the  only 
economic  engine  with  suf- 


ficient resources  to  tackle 
these  key  environmental 
problems. 
Neil  L.  Drobny 

EXECUTIVE  DIRECTOR 
CENTRAL  OHIO  SUSTAINABILITY 
ALLIANCE 
COLUMBUS.  OHIO 


Amory  Lovins,  chairman  of 
the  Rocky  Mountain  Insti- 
tute and,  your  article  says, 
Auden  Schendler's  guru, 
never  said  it  would  be  easy 
for  companies  to  go  greener. 
He  simply  said  it  can  be 
done— an  assertion  borne 
out  by  companies  such  as 
3M,  S.  C.  Johnson  &  Son,  In- 
terface, Duke,  and  Wal-Mart. 
It's  important  to  take  to  task 
those  companies  that  exag- 
gerate their  environmental 
efforts.  But  portraying  the 


economics  of  sustainability 
as  impossible  may  dissuade 
others  from  taking  steps. 
Jeffrey  Hollender 

CHIEF  EXECUTIVE 
SEVENTH  GENERATION 
BURLINGTON.  VT. 

Let's  give  credit  where  it's 
due.  In  the  absence  of  action 
by  the  federal  government, 
companies  deemed  Climate 
Savers  by  our  organization* 
are  voluntarily  seeking  to  re- 
duce their  carbon  emissions. 
The  article  failed  to  recognize 
the  important  role  played  by 
the  Climate  Savers  program 
in  making  awareness  of  car- 
bon emissions  a  key  part  of 
corporate  responsibility. 
Carter  Roberts 

PRESIDENT  AND  CEO 
WORLD  WILDLIFE  FUND 
WASHINGTON 


The  article  gives  a  misli 
ing  assessment  of  the  nr 
of  renewable  energy  ere 
(RECs)  [usually  purcha 
by  companies  to  suppo: 
develoment  of  renewab 
energy].  It  incorrectly . 
argues  that  because  RE 
prices  are  low  and  pure 
are  annual,  RECs  do  no 
result  in  new  renewablt 
energy.  Renewable  ene 
projects  face  higher  up: 
capital  costs.  Revenue 
REC  sales  certified  by  t 
independent  group  Gn 
helps  make  recent  inve 
ments  profitable — and 
encourages  reinvestme 
the  next  project. 
Jonathan  Lash 

PRESIDENT 

WORLD  RESOURCES  INSTITUTE 

WASHINGTON 
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We  agree  that  Renewable 
Energy  Credits  are  not  ap- 
propriate to  be  used  as  offsets 
for  direct  emissions.  But  they 
are  valuable  as  a  way  to  signal 
market  demand  for  renew- 
able energy.  We  recommend 
that  companies  follow  our 
"Four  C's"  hierarchy  for 
cutting  greenhouse  gas 
emissions:  Conserve  energy 
first.  Convert  to  clean  energy. 
Consider  credible  offsets. 
Call  for  action  from  govern- 
ment and  suppliers. 
Gwen  Ruta 

CORPORATE  PARTNERSHIPS  DIRECTOR 
ENVIRONMENTAL  DEFENSE 
BOSTON 

Renewable  Energy  Credits 
give  companies  an  easy  way 
to  say  they  are  green.  But 
emissions  still  rise.  Busi- 
nesses aren't  buying  the  cow 
but  still  get  the  milk  for  free! 
Screen  name:  Michelle 

At  Johnson  &  Johnson,  we 
support  the  use  of  RECs  as 
a  means  of  offsetting  our  ' 
emissions.  But  it  is  only  part 
of  our  efforts  to  conserve 
energy  and  reduce  our  car- 
bon footprint.  We  have  made 
significant  investments  in 
on-site  cogeneration  and 
renewable  energy  projects— 
including  solar,  landfill  gas, 
geothermal,  and  biomass. 
We  have  also  advocated  for 
more  aggressive  public  policy 
on  climate  change. 

In  1999 ,  we  set  a  goal  to 
reduce  carbon  emissions  by 
7%  from  1990  levels  in  abso- 
lute terms  by  2010.  In  2006 
the  company  reduced  emis- 


sions by  17%.  The  article 
correctly  stated  that  without 
the  REC  credits  we  have  seen 
a  24%  increase,  but  failed 
to  explain  that  during  that 
period  we  increased  sales  by 
372%,  bought  new  business- 
es, and  expanded  operations 
globally. 
Dennis  Canavan 

SENIOR  DIRECTOR,  GLOBAL  ENERGY 
JOHNSON  4  JOHNSON 
NEW  BRUNSWICK,  NJ. 

I  applaud  Mr.  Schendler's 
efforts  and  candor  in 
discussing  this  issue. 
Measures  that  allow  people 
to  feel  good  about  their 
contribution  without  bring- 
ing about  any  appreciable 
benefits  are  worse  than 
doing  nothing. 
Screen  name:  J-Bob 

I  subscribe  to  the  philosophy 
that  "every  little  bit  helps." 
Mr.  Schendler's  seems  to  be 
that  "it  don't  mean  a  thing 
if  it  ain't  got  that  bling,"  an 
attitude  that  encourages 
apathy  in  the  little  guy  who 
waits  for  the  Lone  Ranger - 
the  government?— to  come 
along  with  a  silver  bullet. 
Screen  name:  Astonished 

Mr.  Schendler  can  relax. 
Manmade  global  warming  is 
a  religion,  not  a  disaster.  We 
who  realize  that  environ- 
mental changes  are  natural 
are  insulted  by  the  actions  of 
businesses  looking  to  cash 
in  on  the  idea  that  they  are 
green  and  thus  better  than 
their  competitors. 
Screen  name:  Elby 


PART-TIME  MBAS 


AN  OVERSIGHT 
IN  BW'S  RANKINGS 

To  our  profound  disappoint- 
ment, the  Moore  School  of 
Business  at  the  University  of 
South  Carolina  was  not  given 
the  opportunity  to  partici- 
pate in  Business  Week's  2007 
ranking  of  part-time  MBA 
programs.  We  have  a  long 
history  of  offering  a  part  - 
time  program  that  combines 
high-quality  instruction 
with  the  flexibility  that  our 
students  demand.  We  have 
more  than  75  electives,  and 
the  classes  in  our  program 
are  taught  by  highly  capable, 
full  -  time  members  of  our 
faculty.  We  offer  a  con- 
centration in  international 
business,  with  significant 
overseas  field  experience. 

In  2007, 160  students 
began  our  program;  their 
average  GMAT  score  was 
605,  their  work  experience 
was  81.5  months.  We  look 
forward  to  participating  in 
future  BusinessWeek  rank- 
ings to  further  demonstrate 
the  merits  of  our  part-time 
MBA  program  to  readers  of 
this  publication.  » 

Hildy  Teegen 

DEAN 

MOORE  SCHOOL  OF  BUSINESS 
UNIVERSITY  OF  SOUTH  CAROLINA 
COLUMBIA,  S.C. 


Editor's  note:  The  Moore 
School  was  omitted  frorr, 
part-  time  MBA  program 
considered  for  ranking  (j. 
56)  because  of  an  editorit 
oversight. 

THE  CAR  LOT 

SATURN  WAS  THE  FIRS1 
IN  NO-HAGGLING 

Saturn's  no-haggle  car- 
buying  experience  certa 
played  a  role  in  the  pure] ; 
of  a  1994  SL2  and  a  200:1 
LW300  ("Haggling  starln 
to  go  the  way  of  the  tail  i 
What's  Next,  Oct.  29). 

My  wife  and  I  still  dri'i 
both  cars  today.  Saturn] 
ily  marketed  this  approa 
as  it  was  unique  at  the  ti 
(a  decade  ahead  of  Scior 
While  the  dealer  wouldi 
bargain  on  a  $150  fog  lig, 
option  on  our  first  vehic 
we  learned  that  Saturn  \ 
negotiate  on  trade  -  ins  a 
financing  when  we  pur- 
chased our  second.  Satv 
was  indeed  a  different  kl 
car  company  at  one  tirrn 
Paul  Rubin 

ALPHARETTA,  GA. 

IVY  ADMISSIONS 


DEMOGRAPHICS 
AND  THE  COLLEGE  TRY 

The  current  crazy  admii 
standards  plaguing  high 


"Manmade  global  warming  is  a  religion, 
not  a  disaster... Environmental  changes 
are  natural."    -screen  name:  elby 
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How  to  reach  BusinessWeek        relationship  with  the  subject  of  their       electronic  and  print  editions.  E-mail: 


LETTERS  FOR  FEEDBACK 
We  prefer  to  receive  letters  via 
e-mail,  without  attachments.  Writers 
should  disclose  any  connection  or 


comments.  All  letters  must  include  bwreader@businessweek.com 


an  address  and  daytime  and  eve- 
ning phone  numbers.  We  reserve 
the  right  to  edit  letters  for  clarity 
and  space  and  to  use  them  in  all 


Fax:(212)512-6458 

BUSINESSWEEK.COM 
The  full  text  of  BusinessWeek, 


BusinessWeek  Top  News,  am 
access  to  BusinessWeek  arc! 
starting  in  1991  are  available 
the  World  Wide  Web  at:  busin 
week.com  and  on  America  0 
at  keyword:  BW 


are  simply  a  function  of  that 
demographic  trend  sparked 
by  an  increased  birth  rate 
after  WWII  ("I  can  get  your 
kid  into  an  Ivy,"  In  Depth, 
Oct. 22).  When  this  demo- 
graphic trend  subsides  and 
the  last  spoiled  child  of  the 
spoiled  baby  boomer  genera- 
tion graduates  from  college, 
Hernandez  and  her  intellec- 
tually dishonest  ilk  will  have 
to  find  new  careers,  perhaps 
as  life  coaches  for  those 
former  clients  who  still  can't 
think  for  themselves. 
Chris  Kwasizur 

NEWPORT  BEACH,  CALIF. 

In  your  article,  the  dean  of 
admissions  at  Yale  says  about 
college  consultants:  "We  do 
not  believe  they  have  much, 
if  any,  effect  on  who  we  ac  - 
cept."  Even  I,  a  graduate  of  a 
public  university,  know  that 
to  be  correct  the  sentence 
should  read:  "We  do  not  be- 
lieve they  have  much,  if  any, 
effect  on  whom  we  accept." 
So  much  for  a  very  expensive 
Ivy  League  education. 
Leon  Reinstein 

BALTIMORE 

As  your  article  correctly 
notes,  my  overall  experience 
with  Michele  Hernandez  was 
very  positive,  and  I'm  grate- 
ful to  have  met  her. 

But  a  few  clarifications: 
Before  meeting  Michele, 
I  had  already  chosen  the 
courses  for  my  two-year 
international  baccalaureate 
curriculum.  I  had  also  made 
significant  contributions  to 
Habitat  for  Humanity  and 


CORRECTIONS* 
CLARIFICATIONS 

"The  New  King  Cole"  (In  Depth, 
Oct.  29)  mischaracterized  the 
relative  stock  market  valuations 
of  Kenneth  Cole  Productions  and 
Iconix.  The  market  cap  of  Iconix  is 
the  bigger  of  the  two. 


to  another  club  focusing  on 
food  distribution  in  Bosnia. 
Finally,  though  Michelle 
is  quoted  as  saying  that  we 
"spun"  my  story,  that  term 
does  not  correctly  reflect  the 
advice  she  gave  me  in  writing 
honest  application  essays. 
Andrew  Garza 

HAVERFORD,  PA. 

ADULT  VACCINES 

WHAT  HURTS 
IS  YOUR  AGEISM 

It  is  great  for  the  elderly  that 
there  are  now  enough  of  us  to 
make  adult  vaccines  a  market 
worth  pursuing.  But  the 
headline  on  your  otherwise 
interesting  article,  "Roll 
up  your  sleeve,  Gramps" 
(What's  Next,  Oct.  22),  was 
insulting  and  demeaning. 
Matt  Schein 

JERUSALEM 

THE  FUTURE  OF  BIOFUEL 

CONSIDER  THE  WAR 
AS  AN  OIL  SUBSIDY 

It  amazes  me  that  the  petro- 
leum industry  laments  the 
subsidies  allowed  for  ethanol 
and  biodiesel  ( "The  bumpy 
road  to  a  biofuel  future," 
Feedback,  Oct.  22). 

What  subsidies  do  we 
have  for  oil?  Let  me  see,  the 
war  in  Iraq  and  the  military 


protecting  the  oil-produc- 
ing countries  of  the  Middle 
East.  Is  that  not  an  indirect 
subsidy? 
Donald  Barry 

SAN  ANTONIO 

PHARMA  SALES 

DOCTORS  LEARN 

FROM  DRUG  REPS 

When  it  comes  to  how  drug 
companies  market  to  doc- 
tors, the  pharmaceuticals 
and  the  physicians  are  equal- 
ly at  fault  ( "Will  pharma  fi  - 
nally  have  to  fess  up?"  News 
&  Insights,  Oct.  8). 

The  winner  in  this  re- 
lationship used  to  be  the 
patients  and  medical  person- 
nel, who  would  benefit  from 
the  shared  knowledge. 

There  are  still  plenty  of 
people  on  both  sides  hoping 
to  share  information  that  will 
benefit  patients.  Meanwhile, 
pharma  should  cut  back  on 
the  number  of  reps  that  hound 
doctors,  reducing  the  pretty 
talking  heads  and  putting 
intelligent,  ethical  salespeople 
out  there. 

That's  the  way  to  help  phy- 
sicians and  their  staff  mem- 
bers as  they  try  to  provide  the 
best  health  care.  , 

Screen  name:  Shaman 

As  someone  who  has  been  a 
rep  since  1989, 1  can  say  that 


the  physicians  have  beei  | 
spoiled  over  the  years.  A 
while  it's  true  that  pharr 
has  been  wining  and  din 
its  customers  to  try  to  gt 
prescriptions  written,  n' 
one  complains  about  otl 
industries  wooing  custo 
in  this  way. 
Screen  name:  Ex-Rep 


The  pharmaceutical 
industry  does  a  tremen 
amount  of  education  w* 
doctors  on  disease  state 
new  treatments. 

I  have  been  in  the  indil 
for  20  years,  and  I  have  1 
met  a  doctor  who  chang 
his  or  her  prescribing  h, 
based  on  a  dinner— or  a 
that  had  a  product's  nanj 
on  it! 

On  the  other  hand,  if: 
doctor  attends  an  educal 
tional  conference  spons 
by  a  pharma  company  a  j| 


then  changes  treatments 
decisions  based  on  wha  i 
been  learned,  that  is  ab- 
solutely appropriate.  Dij 
company  reps  are  a  quid 
source  of  continuing  ed  | 
well  -  educated  doctors ', 
work  in  a  very  fast  -  pact  j 
environment. 

Don't  punish  the  ma&| 
to  get  at  the  few  abuser;  1 
by  the  way,  not  all  doctc  | 
expect  to  be  courted. 
Screen  name:  Hello 


"The  military  protecting  the  oil-producing 
countries  in  the  Middle  East.  Is  that  not  am 
indirect  [petroleum]  subsidy?"  -donaldbari 
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The  Oil  Rush  to  the  Caspian  Sea 

Since  the  Soviet  collapse,  the  region  has  been  a  magnet  for  daredevil  characters  and  dubious  practices 


The  disintegration  of  the  Soviet  Union  in  the  early 
1990s  unleashed  a  modern-day  Klondike  in  the 
bleak  but  oil -soaked  region  around  the  Caspian 
Sea.  Stories  of  how  companies  such  as  Chevron  and 
ExxonMobil  gained  access  to  the  huge  oil  fields  of 


Kazakhstan  and  Azerbaijan 
have  leaked  out  in  dribs  and 
drabs,  but  now  Steve  LeVine 
has  gathered  the  whole  Wild 
East  tale  in  one  canny  and 
entertaining  book,  The  Oil 
and  the  Glory:  The  Pursuit 
of  Empire  and  Fortune  on  the 
Caspian  Sea. 

LeVine,  who  spent  many 
years  in  Russia  and  its  neigh- 
bors as  a  correspondent  for 
The  Wall  Street  Journal  and 
other  publications,  has  filled 
his  volume  with  intrigu- 
ing, sometimes  daunting 
characters.  Ludvig  Nobel,  a 
19th  century  entrepreneur 
and  member  of  the  famed 


Swedish  family,  organized 
the  Caspian  oil  trade  much 
as  John  D.  Rockefeller  did  the 
U.S.  business.  Zeynalabdin 
Tagiyev,  an  Azeri  oil  baron 
of  the  1880s,  once  ordered 
servants  to  castrate  a  rival  for 
his  wife's  affections.  Marat 
Manafov,  Azerbaijan's  oil 
negotiator  during  the  1990s, 
shook  up  meetings  by  point- 
ing a  pistol  at  Western  oil 
executives. 

More  important,  the  book 
zooms  in  on  the  dubious 
practices,  intrigue,  and  po- 
litical arm-twisting  that  can 
be  a  key  part  of  deals  in  de  - 
veloping  nations,  where  ever 


In  the  1990s,  Azerbaijan's  oil  negotiator 
liked  to  shake  up  meetings  by  pointing 
a  pistol  at  Western  oil  executives 


I'll  EPI! 


The  Oil  and  the  Glory:  The  Pursuit  of 
Empire  and  Fortune  on  the  Caspian  Sea  by 
Steve  LeVine;  Random  House;  $27.95 


more  of  the  oil  business  takes 
place.  In  Kazakhstan  in  the 
1990s,  large  sums  from  oil 
companies  allegedly  ended 
up  in  the  Swiss  bank  accounts 
of  the  country's  President. 
At  the  same  time,  in  Azerbai- 
jan, a  $230  million  "signing 
bonus"  paid  by  a  consortium 
of  Western  companies  was 
almost  instantly  dispersed 
"to  offshore  accounts  in 
countries  with  lax  banking 


laws,"  according  to 
Pennzoil  official  qi 
by  LeVine. 

LeVine  also  und> 
scores  the  intensel 
political  nature  of 
oil.  Both  Russia  an 
the  U.S.  employed 
government  muscl 
influence  which  cc 
panies  gained  acce  | 
to  Caspian  countri 
reserves  and  the  roi 
through  which  it  vi 
be  exported.  Al  Go  1 
tried  to  use  his  Vici 
Presidential  clout  I 
Chevron's  favor  a§ 
the  maverick  Dutci 
oil  trader  John  Dei 
Deuss,  playing  a  clever  1 1 
ultimately  losing  game/, 
trying  to  parlay  the  back 
of  the  Sultan  of  Oman  ir 
a  lock  on  the  vital  pipelu 
route  out  of  Kazakhstan 
Much  less  interesting 
such  characters,  in  LeVii 
telling,  are  the  oil  compt 
executives,  who  are  burc 
both  by  a  sense  of  entitli 
ment  and  a  tin  ear  for  lo< 
politics.  BP's  John  Browv 


Your  retirement  has  sent  you  a  post 


thletic  Association, 
and  its  subsidiaries, 
d  Securities  Distribution  Company,  Inc.  a  NASD  member  firm. 


OPINION 


lead  of  the  company's 
ration  and  production, 
ipress  his  Kazakh  hosts 
ping  down  a  local  deli- 
•a  sheep's  eye.  But,  says 
e,  Chevron  CEO  Ken- 
)err  "literally  turned  his 
on  Kazakhstan  Presi- 
llursultan  Nazarbayev 
he  asked  for  help  in 
ing  a  soccer  stadium 
;  new  capital,  Astana. 
ibayev,  whose  oil  Derr 
I'd,  "was  suitably  flab- 
ted  and  insulted." 
I>y  figure  in  much  of  the 
in  intrigue  was  one 
IH.  Giffen,  the  son  of 
kton  (Calif.)  haber- 
r  who  became  a  player 
hard  -  to  -  penetrate 
of  U.S.  -Soviet  trade. 
mid-1980s,  Giffen 
iced  Soviet  leader 
il  Gorbachev  that  U.S. 
:ss  could  help  cure  his 
y's  ailing  economy. 
iex  of  Giffen's  career: 
il  he  brokered  giving 
3n  exclusive  rights  to 
istan's  Tengiz,  a  gem 

Eil  field  that  is  probably 
;  the  world's  10  largest. 


In  return,  says  LeVine,  Giffen 
got  7.5^:  on  each  barrel  Chev- 
ron produced,  potentially 
tens  of  millions  of  dollars. 

For  years  Giffen,  a  frequent 
source  for  BusinessWeek  re- 
porters, masterfully  juggled 
different  interests,  including 
the  Kazakhs,  the  oil  com- 
panies, and  the  CIA.  He  and 
Nazarbayev  "sometimes 
retreated  into  the  country- 
side for  days  at  a  time,  ac- 
companied by  young  Kazakh 
women  and  well  supplied 
with  whiskey."  But  his  influ- 
ence waned,  and  in  2003  he 
was  arrested  at  New  York's 
John  F.  Kennedy  Interna- 
tional Airport  on  charges 
of  tunneling  $77  million  in 
bribes  from  U.S.  oil  compa- 
nies to  Nazarbayev  and  other 
Kazakh  insiders. 

He  still  awaits  trial,  in- 
sisting that  he  had  been,  in 
LeVine 's  words,  "a U.S.  agent 
in  Kazakhstan ...  in  one  of  the 
most  strategic  regions  in  the 
world."  Whatever  happens  to 
him,  the  spot  is  sure  to  spawn 
other  outrageous  characters 
to  take  his  place,  ibwi 


Beyond  Dilbert 


Scott  Adams  sees  the  funny  side  of  nearly  everything 


To  succeed  as  a  cartoonist, 
it  helps  to  see  yourself  as  a 
failure.  That's  a  possible  les- 
son to  be  drawn  from  a  recent 
book  on  Peanuts  creator 
Charles  M.  Schulz.  But  even 
though  Dilbert  cartoonist 
Scott  Adams  says  the  vast 
majority  of  his  efforts  have 
been  failures,  he  refuses 
to  play  it  safe  and  stick  to 
his  proven  career  path.  For 
now,  the  deviation  is  Stick 


to  Drawing  Comics,  Monkey 
Brain!,  a  collection  of  comic 
musings  on  everything  from 
gambling  to  the  future  of 
shirts.  Dilbert  barely  appears. 

That  doesn't  mean  that 
Adams  neglects  business 
topics  or  the  workplace, 
however.  "We  Influential 
Management  Thinkers" 
trumpets  the  fact  that  one 
Web  site  named  the  author 
as  one  of  the  most  important 
business  thinkers  on  the 
planet.  "Ken  Lay"  ponders 
whether  the  ex -Enron  biggie 
might  have  faked  his  own 
death  to  evade  jail  time.  Ad- 
ams is  still  capable  of  evoking 
belly  laughs,  but  it's  best  not 
to  have  huge  expectations  for 
this  improvised  volume. 
-By  Hardy  Green 

Stick  to  Drawing  Comics,  Monkey 
Brain!  by  Scott  Adams;  Portfolio; 
$24.95 
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t  reads,  "Wish  you  were  here" 

ViiU 


AX 


Call  your  broker,  or  visit 
hartfordinvestor.com. 

Mutual  Funds 
401(k) 

Annuities 
Life  Insurance 


Prepore  to  Live" 


Th  1 
Hartford 
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ESADE 

Business  School 

Challenging  Strategy 


COMPANY  INDEX 


"Our  210  years  of  experience  have  made 
of  us  the  private  banker  of  reference. 
In  search  of  excellence,  our  challenge 
is  to  devote  all  our  skills,  knowledge, 
and  experience  to  devising  tailor-made 
solutions  perfectly  adapted  to  the  needs 
of  each  of  our  clients". 

Nicole  Curti.  ESADE  MBA'05 

Global  Custody. 

Lombard  Odier  Darier  Hentsch  &  Cie.  Private  Bankers 


Corporate  Social  Responsibility: 
Strategic  Integration  and 
Competitiveness 

March,  2008 

In  partnership  with  Stanford  GSB 

GEMBA  -  Global  Executive  MBA 

June  2008  -  August  2009 

In  partnership  with  Georgetown  University 

EMMS  -  Executive  Master  in 
Marketing  and  Sales 

January  2008  -  February  2009 
In  partnership  with  Bocconi  SDA 


The  Wall  Street  Journal  (Sept.  07) 
#1  International  Business  School 


ESADE  Business  School       www.esade.edu 
BARCELONA       MADRID      BUENOS  AIRES 


This  index  gives  the  starting  page  for  a  story  or  feature 
with  a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


A  ABNAmro(ABN)52 
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Esalp  Invest  80 
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High  Tech  Computer  82 

Hon  Hai  Precision  Industry  84 
I    IBM  (IBM)  72 

ICICI52 

Ikea8o 

Insulet(PODD)97 

Intel  (INTO  56 

Intercell52 

Interface  (IFSIA)  124 

INXMedia52 

iSuppli84 
J   TPMorganChase(JPM)32,44, 

122 
K  Kronos72 
L  Landmark  Group  4 

LeaseTrader.com  23 

Lego  80 

Lehman  Brothers  (LEH)  29,  52 

LG  Electronics  97 
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SET  ALARM  FOR  4.00AM 

TRAVEL  TO  AIRPORT 

CHECK  IN 

GOTHROUGH  SECURITY 

GOTHROUGH  PASSPORT  CONTROL 

WAIT  IN  LOUNGE 

WAIT  AT  GATE 

BOARD  AIRCRAFT 

TAXI  FOR  A  WHILE 

WAIT  FOR  SLOT 

TAKE  OFF 

ENJOY  IN-FLIGHT  HOSPITALITY 

EXPERIENCETURBULENCE 

LAND 

TRAVEL  TO  MEETING 

ATTEND  MEETING 

TRAVEL  BACK  TO  AIRPORT 

CHECK  IN 

GOTHROUGH  SECURITY 

GOTHROUGH  PASSPORT  CONTROL 

WAIT  IN  LOUNGE 

WAIT  AT  GATE 

TAXI  FOR  AWHILE 

WAIT  FOR  SLOT 

TAKE  OFF 

ENJOY  IN-FLIGHT  HOSPITALITY 

EXPERIENCETURBULENCE 

LAND 

EXIT  AIRPORT 

GO  HOME 


WALK  IN 

SIT  DOWN 

ATTEND  MEETING 

CONTINUE  WITH  REST  OF  DAY 


Which  would  you  choose? 

Meeting  face-to-face  has  its  downsides.  That's  why  we've  created 
TANDBERG  Experia™,  the  ultimate  in  telepresence.  You'll  feel  like 
you're  in  the  same  room  as  colleagues  continents  away.  Without 
the  inconvenience  of  having  to  go  there  in  person. 

•  ii  re  information: 
Call:  1-88-TANDBERG  or  1-888-263-2374 
Email:  moreinfo@tapdberg.com 

:g.corn/experia 
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For  Ad  Rates  and  Information  Phone:  (312)  464-0500  •  Email:  MMiller@classifiedinc.com 


Office  Furniture 


Absolutely  No  Hidden  Costs  or  Fees  &  No  Minimums 
Extensive  Online  Catalog 

■•'fcs.  Chairs.  Files.  Tables  &  Bookcases 


Iricludimt ! 


^PLANET 

/J\     OFFICE  FURNITURE 

www.PlanetOfficeFurniture.com 
W1  -866-380-4978 

i  Authorized  Online  Dealer  for 


Package  Design 


swerve. 

Designs  for  Brands 


Creating  the  worlds  most  exciting 
structural  packaging  solutions. 
iiive  ideas,  fully  engineered. 
Engaging  consumers  and  driving  sales. 


77  Chambers  Street. 

New  York.  NY  10007 

tel  212  742  9560 

www.swerveinc.com 


Investments  Services 


BUY     SELL     TRADE 


The  Secondary  Marketplace 

for  the  Buying,  Selling,  and 

Trading  of  Non-Traditional 

Investments.  Come  experience 

this  new  marketplace. 


Investments4sale.com' 


Timeshare 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 
Call  for  Free  Catalog! 

1-800-941-2054 
www.holidaygroup.com/bw 


Office  Products 


See  and  Plan  a  GiantYear 


H*teH*n 

l  L  L  L  L 

■  CH  me  * 

.   .... 

'»■ 
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lt"F 

■  ■  'Hw* 

P 

LH 

H 

&  Over  2300  task-specific 
magnetic  whiteboard  kits  Wa\ 

..  Krapr 

Online:  magnatag.com/bw016   ceo 
Call  800  624  41 54    Ships  in  3  days. 


M  AGN  ATAG 


FREE  Catalog 


Cellular  Phone  Directory 


Looking  For 
Big  Opportunity? 


New  Patent  Pending 

"Mini-Web"  Pages  for 

Advertising  To  Cell  Phones 

Free!  Visit  www.iCardMe.com. 

Reach  millions  with  your  company 
and  products!  How  does  your 
website  look  from  a  cell  phone? 
Make  your  site  mobile  friendly  for 
under  $10  per  year  with 
www.Mobi-Web.mobi  or  Visit 
www.Estory.mobi  for  something 
else  big,  new  &  exciting! 


Opportunities  are  welcome! 
Call  602-622-2323 


Business  Services 


CHINA  RECRUITMENT 


CEO,  GM,  Operations  Dir. ,  CFO,  HR 
Mgr,  etc.,  All  industries,  20  yrs  in  China. 
12  yrs  in  recruiting  for  multinationals, 
Aust.  passport  holder,  Chinese  origin; 
able  to  find  you  the  right,  high-quality 
candidates  with  integrity.  Good  English 
skills.  Reasonable  fees: 


Alfred  Shum:  86-1360  1099  872 
or  e-mail:  ashum@onpressint.com 


Industrial  Design 


AWARDS 


(BONE  BLUETOOTH  HEADSE' 


fuseproject 


Business/Career  Opportui 


Rated  One  of  the  1 1 
TOP  BUSINESS 
for 2007 


Business  Loans  •  Equipment  Lea: 

OWN  YOUR  OWN 
BUSINESS  LOAN  COMPAQ 

No  experience  needed,  we  support  [ 

•  Arrange  business  loans  and  lea:  | 
from  $10k-  SlOmillion. 

•  Work  directly  with  national  lenc 

•  Unlimited  earning  potential  am 
residual  Income. 


ill  now  to  receive  a 
_   DVD  Seminar  and  Bi 

fl^  800-336-3 

9-  www.viewbfc.conv 

The  Loan  Consultants,  Inc.,  since 


ENERGY  EFFICIENT 
BUSINESS 


Start  your  own  business  a 
Energy  Management  Const 
UK  manufacturer  with  ran 
cutting  edge  technologies  p 
to  significantly  reduce  er 
consumption  in  commerce  &  in< 
seeks  overseas  distributors. 

Tel: +44  (0)1 872  22301 

Contact:  www.somars.c 

for  further  informatior 


Business/Career  Opportui 


SEEKING  SALES 

REPRESENTATIVE! 

Thehousehold  Industry  in  Lon 
seeking  part-time,  work-frorrv 
Sales  Representatives.  Poten 
earn  250-350+  euro/week.  Mus 
good  command  of  English  lane 
For  more  information,  email: 

Thehouseholdjndus 
©yahoo.com 


Marketplace  Advertis 


The  BusinessWee 
MarketPlace...lt  Wo 

•  Advertise  in  the  Busines$\ 
Marketplace  and  reach  n 
5  million  responsive  readf 

•  Reaching  more  business 
professionals  than  any  otl 
business  magazine... 

caii312-464-050C 

additional  Marketplace  advei 
information  and  rates,  orei 

MMiller@classifiedinc. 

{For  customer  service/subserif 
call  1-800-635- 1200) 
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Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


IE  IS  IT.  Over  92%  of  people  who  own  exercise  equipment 

88%  of  people  who  own  health  club  memberships  do  not 
rcise.  A  4  minute  complete  workout  is  no  longer  hard  to 
ieve  for  all  the  people  who  since  1990  have  bought  our 
ellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 

rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 
health  benefits  experienced 
ing  that  tryout,  and  the  ROM 
formance  score  at  the  end  of 
h  4  minute  workout  that  tells  the 
ry  of  health  and  fitness 
rovement.  At  under  20  cents  per 
the  4  minute  ROM  exercise  is 
least  expensive  full  body 
lplete  exercise  a  person  can  do. 
v  do  we  know  that  it  is  under  20 
ts  per  use?  Over  90%  of  ROM 
;hines  go  to  private  homes,  but 

lave  a  few  that  are  in  commercial 

for  over  12  years  and  they  have 
ured  over  80,000  uses  each, 
lout  need  of  repair  or  overhaul. 
ROM  4  minute  workout  is  for 

pie  from  10  to  over  100  years  old 

highly  trained  athletes  as  well. 


The  ROM  adapts  its  resistance  every  second  during  the  workout 
to  exactly  match  the  user's  ability  to  perform  work.  It  balances 
blood  sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to 
be  true?  Get  our  free  video  and  see  for  yourself.  The  best  proof 
for  us  is  that  97%  of  rentals  become  sales.  Please  visit  our 
website  at:  www.FastExercise.com. 


The  typical  ROM  purchaser  goes  through  several  stages: 

Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

Reading  the  ROM  literature  and  reluctantly  understanding  it. 

Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 

Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 


Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:   ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319    •    Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 
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Should  You  Stay  or  Should  You  Go? 

Four  questions  to  help  you  decide  if  you're  ready  for  a  new  job 


What  criteria  should  be  used 

to  determine  if  you  have  been 

with  the  same  company  too 

long? 

Jason  Morrow 
SALT  LAKE  CITY 

Your  question  reminds  us  of 
a  friend  of  ours,  an  invest- 
ment manager  at  a  highly 
regarded  company  in  the 
Midwest,  who  drove  to  work 
one  morning,  parked  his  car 
in  the  usual  spot ,  and  then 
found  he  simply  could  not 
bring  himself  to  get  out  of  the 
car.  "I  guess  I  stayed  on  the 
farm  one  day  too  long,"  he 
joked  later.  When  we  asked 
him  what  went  wrong,  he 
answered,  "It  wasn't  one 
thing.  It  was  everything."  No 
wonder  he  drove  home  and 
called  in  his  resignation. 

Obviously,  most  people 
don't  decide  they've  over- 
stayed at  their  companies 
in  such  a  dramatic  fashion. 
Usually,  angst  about  work 
creeps  in,  and  then  builds 
until  it  consumes  you.  And 
that  can  happen  early  or 
late  in  a  career.  Gone  are  the 
days  when,  after  graduation, 
you  took  the  best  available 
job  and  stayed  for  as  many 
years  as  you  could  pos  - 
sibly  stand,  frustration  be 
damned.  These  days,  it  is  not 
unusual  to  hear  of  perfectly 
legitimate  careers  built  on 


multiple  job  stints. 

So,  to  your  question,  how 
can  you  tell  when  it's  time  to 
move  on?  We  wouldn't  set 
out  specific  criteria  as  much 
as  offer  four  questions  to 
help  sort  out  an  answer. 

The  first  is  so  simple  it 
almost  goes  without  saying, 
but  the  fact  that  a  lot  of  peo- 
ple don't  confront  it,  includ- 
ing our  friend  who  ended  up 
stuck  in  his  car— a  Harvard 
MBA,  by  the  way— suggests 
we  should  go  ahead  and  put  it 
out  there:  Do  you  want  to  go 
to  work  every  morning? 

This  is  not  a  matter  to  be 
over-brained.  Does  the  pros- 
pect of  going  in  each  day  ex- 
cite you  or  fill  you  with  dread? 
Does  the  work  feel  interesting 
and  meaningful  or  are  you 
just  going  through  motions  to 
pull  a  paycheck?  Are  you  still 
learning  and  growing? 

We  know  of  a  woman 
who  worked  in  consulting 
for  seven  years.  She  loved 
her  firm  and  had  originally 
planned  a  career  with  it,  but 
suddenly  started  notic- 
ing that  she  wished  every 
weekend  was  five  days  long. 
"Basically,  I  felt  like  we  were 
putting  together  mas  - 
sive  books  in  order  to  make 
recommendations  to  people 
who  knew  more  than  we  did," 
she  said.  "Every  day  at  the 
office,  I  felt  a  little  bit  more 


Try  to  look  a  year  down  the  road.  Where  will 
you  be  in  your  organization,  and  what  will  you 
be  doing?  If  the  scenarios  don't  excite  you... 


of  a  hypocrite."  She  now 
happily  works  on  the  "front 
lines,"  to  use  her  phrase,  in 
the  marketing  department  of 
a  retail  company. 

Second,  do  you  enjoy 
spending  time  with  your  co- 
workers or  do  they  generally 
bug  the  living  daylights  out 
of  you?  We're  not  say- 
ing you  should  only  stay  at 
your  company  if  you  want 
to  barbecue  with  your  team 
every  weekend,  but  if  you 
don't  sincerely  enjoy  and 


respect  the  people  you  spend 
10  hours  a  day  with,  you  can 
be  sure  you  will  eventually 
decide  to  leave  your  organi- 
zation. Why  not  make  the 
break  sooner  rather  than 
later  and  start  cultivating 
relationships  at  a  company 
where  you  might  actually 
plant  roots? 

Third,  does  your  company 
help  you  fulfill  your  personal 
mission?  Essentially,  this 
question  asks  whether  your 
company  jibes  with  your 
life's  goals  and  values.  Does  it 
require  you,  for  instance,  to 
travel  more  than  you'd  like, 
given  your  chosen  work -life 


balance?  Does  it  offer  er. 
upward  mobility,  given] 
level  of  ambition?  There 
no  right  or  wrong  answe 
such  questions,  only  a  si 
of  whether  you  are  inves 
ing  your  time  at  the  righ 
wrong  company  for  you 

Fourth  and  finally,  can 
you  picture  yourself  at  y 
company  in  a  year?  We  i 
that  time  frame  because- 
that's  how  long  it  usuall! 
takes  to  find  a  new,  bettd 
once  you  decide  to  movi. 
So  peer,  as  best  you  can.i 
the  future,  and  predict  \  | 
you'll  be  in  the  organiza 
what  work  you'll  be  doii| 
whom  you  will  be  mana 
and  who  will  be  managi  I 
you.  If  that  scenario  str: 
you  with  anything  shor 
of  excitement,  then  you 
spinning  your  wheels.  C 
put  another  way,  you're 
about  to  stay  too  long. 

To  be  clear:  We're  noli 
suggesting  people  quit  J 
first  inkling  of  disconte: 
No  matter  where  you  w». 
at  some  point  you  will  h 
to  endure  difficult  time: 
even  a  deadly  dull  assig: 
ment,  to  survive  a  crisis 
move  up.  But  it  makes  1: 
sense  to  stay  and  stay  al 
company  because  of  in< 
Unlock  your  door  and  g 
out.  IBWI 
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Jack  and  Suzy  Welch  await  y 
questions.  E-mail  them  atth< 
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VIDEO  PODCAST,  go  to  bus 
week.com/search/podcastii 
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He  windfall.  What  do  you  do  when  wealth  suddenly  comes  your  way?  Last  year  Morgan  Stanley 
npleted  more  than  $720  billion  of  global  Mergers  and  Acquisitions  transactions.  And,  in  the 
icess,  helped  owners  and  leaders  of  businesses  both  large  and  small  deal  with  the  consequences 
j  sudden  increase  in  personal  wealth.  Whether  you  benefit  from  a  merger  or  the  saie  of  a 
>iness,  no  one  is  better  suited  to  help  you  think  through  your  opportunities  than  a 
rgan  Stanley  Financial  Advisor. 


Ask  a  Financial  Advisor  today. 

Visit  morganstanley.com/WORLDWISE 
or  call  866.479. 1836 


— ^ 


L 


The  new  iMac  A  complete  high-performance  computer,  inside 

WApplelnc.  'MSI1P 2.06Hz 24", ft  .,,.  nce, 


a  stunning  all-in-one  aluminum  design.  From  $ 
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2007.  Your  company  introduces  RoboDog. 

2010.  You  get  sued  by  the  makers 
of  RoboMailman. 


Never  a  dull  week.  Today's  small  businesses  are  facing  challenges 
that  their  predecessors  couldn't  have  imagined.  New  technologies. 
New  legislation.  New  insurance  issues.  That's  why,  at  Travelers, 
we're  always  working  to  identify  changes  in  your  industry  and  to  help 
make  sure  your  insurance  stays  in-synch.  Call  your  independent  agent 
about  Travelers.  After  all,  we  think  small  business  owners  should  feel 
in  control — no  matter  what  the  future  unleashes. 


travelers.com 


TRAVELERS} 

Insurance.  In-synch. 
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CAN  A  PICKUP 
GIVE  2,000 
PEOPLE  A  LIFT? 


WHY  NOT? 


It's  a  question  that  keeps  us  thinking  at 
Toyota.  It's  also  the  inspiration  behind  our 
belief  in  building  automobiles  where  people  drive  them*  One  example:  the  new  Toyota 
Tundra  plant  in  San  Antonio,  TX.  It  not  only  employs  2,000  people  but  will  also  inject 
thousands  of  other  new  jobs  into  the  area.  It's  something  that  happens  around  all  of 
our  operations  across  America.  And  can  give  a  lift  to  an  entire  community. 

toyota.com/whynot 


A  passion  for  the  business  of 
accounting. 


There  is  a  select  group  of  individuals  in  this  world 
who  have  a  passion  for  accounting.  Yes,  accounting. 
And  that  group  happens  to  be  the  accountants  at 
Grant  Thornton.  Our  passion  for  what  we  do  for  our 
clients,  our  expertise  and  partner  involvement,  has 
made  us  one  of  the  largest  accounting  organizations 
the  world,  through  our  member  firms  in  1 12  countr: 
And  with  Grant  Thornton,  you  get  the  industry 
experience  and  knowledge  that's  been  our  hallmark 
for  80  years.  Give  Tom  Rotherham,  managing  partne  qii 


client  service,  a  call  at  312.602.8190,  or  contact  our 


partners  at  www.GrantThornton.com.  Leave  your 
business  card  information  and  we'll  send  you  a  free 
copy  of  the  ACG/Grant  Thornton  whitepaper, 
Crossing  the  line:  The  growing  convergence  of 
private  equity  and  hedge  funds.  It'll  give  you  an 
enlightening  look  at  emerging  issues  that  affect 
private  equity. 

Call  us  today  Find  out  how  it  feels  to  work  wit 
people  who  love  what  they  do. 


Grant  Thornton  i 

A  passion  for  the  business  of  accounts 

Assurance 

Tax 

Business  Advisory  Services 

Transaction  Advisory  Services 
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INCHING  CLOSER  TO  $100  OIL 

It's  getting  to  be  an  everyday  thing:  The  futures  markets 
hit  a  new  high-oil  mark  as  crude  surges  toward  an 
apparently  inevitable  $100  a  barrel.  On  Nov.  7  oil 
touched  an  intraday  high  north  of  $98  before  stepping 
back  on  a  report  that  U.S.  inventories  hadn't  shrunk 
as  much  as  expected.  On  the  same  day,  the  Dow  sank 
361  points.  Meanwhile,  the  dollar,  in  an  inverse  spiral, 
plumbed  new  lows  against  the  euro.  The  $ioo-a-barrel 
question  is  whether  the  economy  will  slip  on  oil  prices 
and  fall  on  its  face.  The  answer  is  that  it  probably  won't, 
because  America  isn't  as  oil-dependent  as  it  used  to  be. 
But  oil  plus  the  credit  crunch  could  deal  a  nasty  blow. 

I BW  I  PAGE  046  "The  economy  on  the  edge"  PAGE  050  "Is  $100  oil  as  lethal  as  it 
looks?"  B  "As  oil  nears  $100,  look  out  below'  businessweek.com/magazine 


WILL  MERRILL  HIRE  FINK? 

Brokerage  giant  Merrill  Lynch 
parted  ways  with  CEO  Stanley 
O'Neal  after  the  firm  swallowed 
$7.9  billion  in  losses  on  securities 
backed  by  subprime  mortgages. 
So  who  better  to  succeed  O'Neal 
than  one  of  the  people  who  helped 
invent  mortgage-backed  paper  in 
the  1 980s?  According  to  a  Nov.  4 
report  on  CNBC,  Merrill  has 
offered  the  job  to  Laurence  Fink, 
head  of  money  manager  Black- 
Rock.  CNBC  said  Fink  asked  for 
two  weeks  to  think  it  over.  The 
parties  declined  to  comment. 


FALL  OF  A  PRINCE 

Critics  who  have  been  baying 
for  the  hide  of  Citigroup  CEO 
Charles  Prince  finally  got  what 
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ley  wanted.  Almost  four  years 
)  the  day  after  he  was  named  to 
ucceed  Sandy  Weill,  Prince  quit 
n  Nov.  4  in  light  of  revelations 
hat  the  bank  may  have  to  write 
>ff  $8  billion  to  $1 1  billion  in  the 
ourth  quarter  for  subprime  losses. 
tobert  Rubin,  head  of  the  bank's 
executive  committee,  took  over 
as  chairman  of  the  board,  which 
formed  a  search  committee  led  by 
Richard  Parsons,  the  retiring  chief 
of  Time  Warner.  Win  Bischoff  was 
named  interim  CEO. 
IBW I  PAGE  031  "Can  Citi  regroup?" 


NAIL-BITING  ON  THE  STREET 

Who's  next?  That's  what  they're 
asking  on  Wall  Street  these  days. 
Analysts  are  starting  to  compile 
estimates  of  the  next  round  of 
writedowns.  Morgan  Stanley  on 
Nov.  7  warned  of  a  $3.7  billion 
earnings  hit.  Bear  Stearns  and 
Lehman  Brothers  have  taken 
paltry  writedowns  to  date.  There's 
concern  that  a  writedown  of  more 
than  $2  billion  could  do  serious 
damage  to  Bear,  which  is  much 
smaller  than  its  peers. 
I BW  I  PAG  E  034  "On  the  subprime 
endangered  list" 


EXXON  SCHMEXXON 

State-controlled  oil-and-gas 
producer  PetroChina  left  Exxon- 
Mobil in  the  dust  to  become  the 
biggest  company  in  the  world 
by  market  cap.  Its  shares  soared 
1 63%  when  they  debuted  on  the 
Shanghai  Stock  Exchange  on 
Nov.  5  in  a  secondary  listing  worth 


$8.9  billion.  That  put  PetroChina's 
valuation  at  more  than  $1  tril- 
lion, while  Exxon  is  worth  a  mere 
half  that.  (True,  Exxon's  first-half 
profits  of  $1 9.54  billion  dwarfed 
PetroChina's  $10.9  billion.) 
The  next  day,  shares  of  Chinese 
e-commerce  portal  Alibaba.com 
surged  1 92%  on  their  first  day  of 
trading  in  Hong  Kong  in  an  IPO 
that  raised  $1 .7  billion,  a  record 
for  a  mainland  Web  company.  The 
stock  fell  back  by  1 7%  on  Nov.  7. 
I  BW  I  PAGE  044  "China's  e-tail 
awakening"  H  "ExxonWhat?  PetroChina 
is  the  new  No.  1"  and  "Next  target  for 
Alibaba:  Consumers"  businessweek. 
com/magazine 


FORD  JOINS  THE  CLUB 

Detroit's  transformational  labor 
deal  is  finally  done.  On  Nov.  5, 
United  Auto  Workers  officers 
O.K.'d  a  new  contract  with  Ford 
that  mirrors  those  agreed  to  by 
rivals  General  Motors  and  Chrys- 
ler. Ford  got  its  handshake  without 
a  strike,  offering  to  keep  open  6  of 
1 6  factories  that  had  been  slated 
for  closure.  In  exchange,  the  UAW 
agreed  to  take  $1 5.4  billion  in 
cash  to  set  up  a  health-care  trust 
and  to  accept  lower  pay  for  certain 
non-assembly  jobs.  Meanwhile, 
GM  announced  a  staggering 
$39  billion  loss  for  the  third 
quarter,  its  biggest  ever,  largely 
because  it's  dropping  deferred  tax 
credits  that  it  could  use  only  if  it 
starts  making  money.  Without  the 
adjustment,  GM  lost  $1 .6  billion. 


TAKING  OVER  TIME  WARNER 

Jeffrey  Bewkes'  dilemma:  What  do 
you  do  with  a  media  conglomer- 
ate at  a  time  when  investors  hate 
media  conglomerates?  In  a  move 
long  telegraphed,  Time  Warner's 
board  on  Nov.  5  named  the  COO 
as  successor  to  CEO  Richard 
Parsons,  effective  Jan.  1 .  Bewkes, 
a  Time  Warner  vet  who's  credited 
with  putting  HBO  into  tip-top 
shape,  faces  intense  pressure  to 
get  the  stagnant  stock  price  mov- 
ing. He  may  be  more  inclined  than 
Parsons  to  unload  units. 


DILLER  CHANGES  CHANNELS 

Another  conglomerateur, 
Hollywood  mogul-turned-lnternet 
impresario  Barry  Diller,  is  think- 
ing small.  After  years  of  what  he 
once  called  "serial  acquisitions," 
the  IAC  boss  wants  to  appeal  to 
Wall  Street  by  disassembling  his 
collection  of  assets  that  includes 
Ticketmaster,  Home  Shopping 
Network,  LendingTree,  and 
Match.com.  He'll  run  one  of  the 
five  new  publicly  traded  compa- 
nies, controlling  search  engine 
Ask.com,  and  will  be  chairman  of 
the  others.  Still  to  be  heard  from: 
Liberty  Media  Chairman  John 
Malone,  who  controls  24%  of  IAC 
and  is  said  to  want  HSN  and  other 
assets  in  return. 


FACEBOOK'S  AD  SCHEME 

"This  is  some  really  powerful  stuff," 
said  Facebook  founder  and  CEO 
Mark  Zuckerberg  on  Nov.  6.  The 
"stuff"  is  a  new  ad  platform  that 
allows  marketers  to  target  ads  to 
individuals  based  on  the  details 
they  share  with  friends  on  Face- 
book— everything  from  commonly 
available  data,  such  as  location, 
age,  and  gender,  to  more  personal 
info  such  as  work  history,  relation- 
ship status,  and  political  leanings. 


GOOGLE  CALLING 

That  Google  phone  you  were 
coveting  as  the  Next  Hip  Thing? 
Forget  about  it.  Google  won't  be 


lAC's  Diller  will 
run  Ask.com  and 
chair  his  four 
other  newly  public 
companies  after 
the  split 


NOVEMBER  19,2007  I  BUSINESSWEEK 


010    NEWS  YOU  NEED  TO  KNOW 


making  a  phone,  at  least  for  now. 
But  on  Nov.  5  the  company  did 
trumpet  an  alliance  that  aims  to 
disrupt  the  cell-phone  industry. 
Google  software  called  Android 
will  allow  developers  to  write  killer 
Net  apps  to  work  on  any  phone 
using  the  system.  It's  backed 
by  the  Open  Handset  Alliance, 
a  34-company  consortium  that 
includes  carriers  Sprint  Nextel  and 
T-Mobile  USA  and  phonemakers 
Motorola  and  Taiwan-based  HTC. 
□  "Google's  new  cell-phone  universe" 
businessweek.com/magazine 


POLISHING  TOYOTA 

With  its  Prius  holding  60%  of  the 
U.S.  market  for  hybrid  cars,  you'd 
think  Toyota  doesn't  have  much 
to  worry  about  on  the  green  front. 
But  its  image  has  been  dinged  of 
late— activists  have  bashed  the 
carmaker  for  resisting  higher  fuel- 
economy  standards,  for  example. 
On  Nov.  5,  Toyota  launched 
its  biggest  ad  campaign  ever, 
estimated  at  $40  million-plus  and 
aimed  at  making  Americans  feel 
warmer  and  fuzzier  about  the  com- 


pany. The  print,  TV,  and  online  blitz 
is  built  on  the  tagline  "Why  not?" 
and  focuses  on  three  themes:  en- 
vironmental sensitivity,  economic 
impact,  and  social  responsibility. 
Q  adage.com 


MORE  SNAFUS  AT  AIRBUS 

The  costly  delays  at  Airbus  aren't 
confined  to  the  A380.  Parent  Euro- 
pean Aeronautic  Defence  &  Space 

said  on  Nov.  6  that  a  six-month 
delivery  holdup  on  the  A400M,  a 
military  transport  plane,  will  cost 
the  company  $2  billion.  That's  on 
top  of  $7  billion  in  lost  profit  from 
the  A380  double-decker  pas- 
senger jet,  which  entered  service 
in  October,  two  years  late.  With 
the  takeoff  of  its  A350  midsize  jet 
slowed  by  design  changes,  Airbus 
isn't  likely  to  see  profits  from  any 
of  its  three  latest  planes  for  more 
than  a  decade. 


DOLE  AND  DOW  LOSE  ONE 

Los  Angeles  jurors  awarded 
$3.3  million  to  six  Nicaraguan 
banana  plantation  workers  who 


were  exposed  to  a  pesticide  that 
they  say  made  them  sterile.  The 
Nov.  6  verdict  against  Dole  Food 
and  Dow  Chemical  is  a  rare  ex- 
ample of  an  American  court  hold- 
ing companies  accountable  for 
harm  occurring  to  foreign  citizens 
outside  the  U.S.  Four  other  law- 
suits are  pending  in  Los  Angeles 
involving  thousands  of  Central 
American  workers.  At  press  time 
the  jury  was  considering  whether 
to  impose  punitive  damages.  Dole 
plans  to  appeal.  Dow  declined  to 
comment  while  the  trial  continues. 


GREENBERG  WARNS  AIG 

The  grudge  match  between 
Maurice  "Hank"  Greenberg  and 
American  International  Group,  the 


GOING  STRONG 


Harvesting 
bananas  in 
Nicaragua: 
A  court  has 
awarded  millioi 
for  harm  from 
pesticides 


NONFARM  LABOR  PRODUCTIVITY 
SEASONALLY  ADJUSTED  ANNUAL  RATE 


Data:  U.S.  Department  of  Labor 
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urance  giant  that  ousted 
n  as  CEO  in  2005,  isn't 

r.  In  an  SEC  filing  on 
>v.  2,  Greenberg  and  his 
les,  who  control  1 3.6%  of 
G's  shares,  said  they  are 
valuating  strategic  alterna- 
es,"  meaning  anything  from 
ishing  for  a  breakup  to  a  call 
r  new  management.  Is  this 
lot  across  the  bow  a  prelude 
a  serious  move? 


T&T  AS  WATCHDOG 

may  seem  as  if  Old  Media 
utfits  have  gotten  Internet 
jligion  given  their  efforts  to 
ut  movies  and  sitcoms  on 
ne  Web.  But  they  usually 
isist  on  usage  limits  or  hold 
rack  their  best  stuff,  mostly  on 
>iracy  fears.  That's  why  AT&T 
5  working  to  embed  an  anti- 
>iracy  system  from  tiny  Vobile 
i  its  network.  Sources  say  the 
:arrier  is  in  talks  with  NBC  and 
)isney,  which  means  it  could 
:oon  know  when  you  try  to 
lownload  that  unsanctioned 
ersion  of  Heroes  or  Pirates 
)f  the  Caribbean.  To  privacy 
idvocates,  that  smacks  of  Ma 
Jell  acting  like  Big  Brother. 
BW I  PAGE  038  "Ma  Bell,  the  Web's 
ew  gatekeeper?" 


k  CLOSE  EYE  ON  IMPORTS 

)n  Nov.  6,  President  George 
V.  Bush  addressed  the  threat 
if  unsafe  foreign  products. 
We  need  to  do  more  to  ensure 
hat  American  families  have 
ionfidence  in  what  they  find  on 
tur  store  shelves,"  he  said  in 
innouncing  a  plan  to  overhaul 
he  way  imports  are  handled.  It 
irants  the  FDA  new  author- 
y  to  order  product  recalls, 
istablish  penalties  for  viola- 
ions,  and  put  U.S.  inspectors 
i  foreign  nations.  Democrats 
lenounced  the  plan  as  falling 
ar  short  of  what's  needed. 


NFLATION,  BEGONE! 

Vice  controls.  How  quaint, 


no?  Well,  not  necessarily.  As 
fast  growth  in  some  major 
economies— notably  Argen- 
tina, China,  and  Russia— leads 
to  friskier  prices,  especially 
for  food  and  energy,  govern- 
ments are  starting  to  clamp 
down  with  old-style  controls. 
According  to  the  head  of 
the  U.N.'s  Food  &  Agriculture 
Organization,  the  trend  could 
spread  as  more  nations  feel 
the  pain. 
B  Slate.com 


ROEHM  BACKS  OFF 

When  Julie  Roehm  (photo),  a 
high-flying  marketing  execu- 
tive at  Wal-Mart,  was  fired  last 
December,  tabloid-worthy 


legal  combat  ensued.  An  al- 
leged affair,  improper  gifts  of 
fancy  meals  and  booze,  and 
a  big  pink  diamond  were  all 
part  of  the  mix  of  charges  and 
countercharges.  In  a  Nov.  3 
statement,  Roehm  acknowl- 
edged that  some  of  her  allega- 
tions were  inaccurate  and  said 
she  was  dropping  her  suit  for 
wrongful  termination  without 
getting  a  dime.  In  return, 
Wal-Mart  will  dismiss  its 
claims  against  Roehm. 


YAHOO!  GETS  BOOED 

Members  of  the  House 
Foreign  Affairs  Commit- 
tee lambasted  Yahoo  CEO 
Jerry  Yang  on  Nov.  6  for  his 
company's  role  in  the  jailing 
of  Chinese  journalist  Shi  Tao. 
Shi  was  sentenced  to  10  years 
behind  bars  in  2005  after 


NOVEMBER  19,  2007  I  BUSINESSWEEK 


Sprint  jj>  ahead 


Do  a  bajillion 
things  at  once. 

The  Palm  Centro,  only  from  Sprint,  lets 
you  do  more,  faster.  E-mail,  text,  chat  and 
use  Google  Maps— on  the  fastest  national 
mobile  broadband  network.  That's  the 
joy  of  multitasking. 


Sprint  > 


M*SSOQVtg 


SprwiiTV 


Or 


S33 


Palm "  Centro.   After  $50  mail-in 
rebate  with  new  line  of  service  or 
eligible  upgrade,  two-year  agreement 
and  a  data  plan  of  $25  or  higher. 

1-800-SPRINT-1  sprint.com/centro 


Phone  Offer:  Offer  ends  1/12/08.  May  require  up  to  $36  activation  fee/line,  credit  approval  and  deposit.  $200 
early  termination  fee/line  applies;  taxes  excluded.  Instant  Savings:  No  cash  back.  Requires  activation  at  the 
time  of  purchase.  Mail-in  Rebate:  Requires  purchase  by  1/12/08  and  activation  by  1/26/08.  Line  must  be  active 
30  consecutive  days.  Allow  8  to  12  weeks  for  rebate  Upgrade:  Existing  customers  with  accounts  in  good  standing 
with  service  on  the  same  device  for  more  than  22  consecutive  months  currently  activated  on  a  service  plan  of 
$34.99  or  higher  may  be  eligible.  Other  Terms:  The  Nationwide  Sprint  PCS  Network  reaches  over  262  million 
people.  Sprint  Mobile  Broadband  Network  reaches  over  21 7  million  people.  Fastest  claim  based  on  total  network 
size  (sq.  miles)  multiplied  by  network  upload/download  speed  capability.  User's  speed  experience  may  vary. 
Coverage  not  available  everywhere.  See  sprint.com/coverage  for  details.  May  not  be  combined  with  other  offers. 
Offers  not  available  in  all  markets/retail  locations  or  for  all  networks.  Pricing,  offer  terms,  fees  and  features  may 
vary  for  existing  customers.  Other  restrictions  apply.  See  store  or  sprint.com  for  details.  ©2007  Sprint  Nextel.  All 
rights  reserved.  Sprint,  the  "Going  Forward"  logo  and  other  trademarks  are  trademarks  of  Sprint  Nextel.  Palm 
and  Centro  are  trademarks  or  registered  trademarks  of  Palm,  Inc.  Google,  Google  Maps  and  the  Google  Logo 
are  trademarks  of  Google  Inc. 
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Yahoo  turned  over  an  e-mail,  sent 
from  Shi's  personal  Yahoo  account 
explaining  Beijing's  response  to 
the  anniversary  of  the  Tianan- 
men Square  massacre.  Among 
other  things,  committee  members 
accused  Yahoo  of  misrepresent- 
ing what  it  knew  about  Shi's  case 
during  an  earlier  hearing  and  of 
knuckling  under  to  repressive 
regimes. 

H  "Jerry  Yang  on  the  hot  seat" 
businessweek.com/magazine 


A  SPOTLIGHT  ON  FANNIE 

New  York  Attorney  General  An- 
drew Cuomo  raised  the  stakes  in 
his  nine-month-old  investigation  of 
the  mortgage  industry  on  Nov.  7, 
firing  off  subpoenas  to  giants  Fan- 
nie Mae  and  Freddie  Mac.  Cuomo 
says  he's  looking  into  possible 
widespread  collusion  between 
home  appraisers  and  lenders. 
Freddie  and  Fannie  buy  home 
mortgages  from  lenders  and  have 
data  on  the  values  of  about  40% 
of  the  U.S.  market.  Cuomo  also 
indicated  that  his  investigation 
now  goes  well  beyond  Washing- 
ton Mutual,  a  Seattle  lender  he 


has  been  scrutinizing  to  find  out 
whether  it  colluded  with  apprais- 
ers to  increase  home  values— and 
thus  mortgage  amounts. 


THE  POWER  OF  PUZZLES 

Keep  playing  those  Sudoku 
games— they're  good  for  your 
brain.  That's  the  word  from  two 
professors— one  business,  one 
psychiatry— at  Emory  University, 
who  say  recent  neuroscience 
research  can  help  executives  stay 
as  sharp  at  60  as  they  were  at 
25.  Among  their  nuggets:  Keep 
pursuing  novel  experiences, 
such  as  travel;  cultivate  pattern 
recognition;  and  work  hard  at  play, 
particularly  with  games  and 
activities  that  involve  risk. 
□  harvardbusinessonline.com 


LIGHTS,  CAMERA,  WALKOUT 

Making  good  on  their  threats  to 
shut  down  entertainment  produc- 
tion, the  Writers  Guild  of  America's 
East  and  West  Coast  locals  took 
to  the  picket  lines  on  Nov.  5  to 
protest  a  lack  of  progress  in  win- 
ning royalties  for  work  digitally 


downloaded,  streamed,  or  played 
on  cell  phones.  Insiders  say  the 
strike  could  last  months,  when 
the  writers  could  be  joined  by  the 
Screen  Actors  Guild,  whose  con- 
tract is  up  in  June.  Meanwhile,  Jay 
Leno  and  David  Letterman  went 
dark,  and  sitcoms  could  run  out  of 
fresh  episodes  early  next  year. 


A  BIG  NEW  TOY  RECALL 

Just  as  China  was  desperately 
working  to  prove  to  the  world  that 
it's  making  progress  on  product 
safety,  an  incident  surfaced  that 
may  be  the  most  alarming  yet.  At 
least  two  children  who  ingested 
beads  from  a  Chinese-made 
crafts  set  appear  to  have  suffered 
a  temporary  coma.  Some  4.2 
million  of  the  Aqua  Dots  sets  will 
be  recalled,  said  the  toy's  North 
American  distributor,  Toronto's 
Spin  Master,  on  Nov.  7.  The 
manufacturer,  Moose  Enterprise 
in  Melbourne,  Australia,  says  a 
Chinese  factory  used  a  glue  con- 
taining a  toxic  solvent  that,  when 
swallowed,  mimics  the  action  of 
gamma  hydroxy  butyrate,  known 
as  the  "date  rape"  drug. 


Writers  picket 
next  to  a  billbo 
for  the  Fox  seri 
Bones  outside 
the  studio's 
production 
facilities  in 
Los  Angeles 


Gender  Gap: 

Median  annua 
compensatior 
for  corporate 
directors 


$ 


$120,000 


6 


$104,375 

Data:  Director 
Pay,  2006-07,  The 
Corporate  Library 
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ids,  your  systerr 
will  never  get  out  of  hand 

\   TOGETHER.     FREE     YOUR     ENER  G  I  ES 


rSOURCING  SERVICES 

e  convinced  that  outsourcing  gives  you  the  freedom  to  concentrate  on  core  business 
3  Which  is  why  we  offer  you  the  opportunity  to  entrust  your  I.T.  system  with  us  without 
control.  Because  in  the  right  hands,  your  I.T.  system  can  become  a  performance  lever 
icreases  your  freedom  of  action. 
is  at  www.capgemini.com 


Capgemini 


CONSULTING. TECHNOLOGY. OUTSOURCING 


FIDELITY  GROWTH  DISCOVERY  FUND 


"...may  be  the 

best  Fidelity  fund 

you've  never 

heard  of." 


M*  (R)"^ 

orningstar 


* 


rowth  opportunities  come  in  all  shapes  and  sizes. 
idelity  Growth  Discovery  Fund  is  built  to  find  them. 


OVERALL  MORNINGSTAR  RATING™ 

As  of  9/30/07 

Among  1,443  Large  Growth  Funds' 


fidelity  Growth  Discovery  Fund 

Expense  Ratio:  0.81%) 


AVERAGE  ANNUAL  TOTAL  RETURNS" 
As  of  9/30/07 

5  Year 


29.53% 


15.91% 


8.16% 


rformance  data  shown  represents  past  performance  and  is  no  guarantee  of  future  results. 
Vestment  return  and  principal  value  will  fluctuate,  so  you  may  have  a  gain  or  loss  when  shares  are 
id.  Current  performance  may  be  higher  or  lower  than  that  quoted.  Visit  Fidelity.com/performance 
r  most  recent  month-end  performance. 

pc  values  fluctuate  in  response  to  the  activities  of  individual  companies  and  general  market  and  economic  conditions. 

- 


lall  866.385.2069  or  visit 
idelity.com/discovery 


Fidelity 

INVESTMENTS   M* 

Smart  move! 


- 

gains,  if  any. 

998. 

■  . 

egory 

rfore  investing,  consider  the  fund's  investment  objectives,  risks,  charges,  and  expenses.  Contact 
delity  for  a  prospectus  containing  this  information.  Read  it  carefully. 
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TIPPED  TOWARD  RECESSION 


The  Fed  seems  to  think  inflation-recession  forces  are  in  balance,  but  softening  labor 
markets,  tighter  lending  standards,  and  nearly  $100-a-barrel  oil  say  otherwise 


Are  the  upside  risks  of  inflation  and  the  downside  risks  of  slower  economic  growth  roughly  in  bal- 
ance? Federal  Reserve  policymakers  said  they  were  when  they  trimmed  a  quarter-point  from  their 
target  interest  rate  on  Oct.  31.  Only  time— and  more  economic  reports  over  the  next  few  weeks— wil 
tell,  but  right  now,  despite  the  Fed's  considered  judgment,  labor-market  trends  make  a  strong  argu 
ment  that  the  scales  are  still  tipped  toward  recession  worries  and  away  from  concerns  about  inflatk 


The  Fed's  shift  to  a  neutral  policy 
stance  (not  leaning  one  way  or  the  other 
toward  future  action)  means  policy- 
makers are  disinclined  to  cut  rates 
further.  At  first  blush,  that  makes  sense. 
The  economy  just  finished  two  consec- 
utive quarters  of  nearly  4%  growth,  and 
financial -market  strains  have  eased.  As 
for  inflation,  oil  near  $100  per  barrel 
means  the  price  indexes  will  be  rising 
faster.  Plus,  there  has  been  concern  that 
slower  productivity  growth  could  make 
it  easier  for  inflation  to  bubble  up. 

But  the  job  markets  tell  a  different 
story.  October's  solid  166,000  gain  in 
business  payrolls  doesn't  change  the 
fact  that  the  trend  in  job  growth  re- 
mains down,  that  job  markets  continue 
to  loosen,  and  that  growth  in  labor 
costs— the  most  important  factor  in 
sustaining  faster  inflation-is  slowing. 

BANKS  CLAMP  DOWN 
ON  LENDING  STANDARDS 


NET  PERCENT 
OF  BANKS 
TIGHTENING 
STANDARDS  ON 


COMMERCIAL      COMMERCIAL      PRIME 

&  INDUSTRIAL      REAL  ESTATE       MORTGAGE 

LOANS  LOANS 

Data:  Federal  Reserve 


So  far  in  the  second  half  of  2007,  pay- 
roll gains  have  cooled  to  an  average  of 
112,000  per  month,  from  134,000  in  the 
first  half  and  190,000  in  the  second  half 
of  2006.  Job  growth  is  now  too  slow  to 
prevent  unemployment  from  rising. 
The  jobless  rate  held  at  4.7%  in  October, 
up  from  a  low  of  4.4%  in  March,  and  it 
will  probably  continue  to  drift  higher. 

By  the  end  of  October,  the  four -week 
average  of  new  unemployment  claims 
reached  a  six -month  high,  signaling  that 
softness  is  likely  in  the  coming  months. 
The  claims  data  are  further  evidence 
that,  despite  a  strong  3.9%  rise  in  real 
gross  domestic  product  in  the  third 
quarter,  the  economy  is  in  transition  to  a 
period  of  much  slower  growth. 

Less  available  credit  to  a  wide  swath 
of  borrowers  is  one  reason.  Studies 
have  shown  that  tighter  loan  standards 
tend  to  precede  economic  slowdowns. 
Between  July  and  October,  banks  tight- 
ened their  lending  criteria  significantly 
for  a  variety  of  business  and  consumer 
loans,  according  to  the  Fed's  latest 
survey  of  senior  loan  officers  (chart). 
Bankers  cited  a  less  favorable,  more 
uncertain  economic  outlook,  and  many 
pointed  to  less  liquid  secondary  mar- 
kets and  greater  risk  aversion. 

Sharply  tighter  standards  for  prime 
mortgages  and  loans  to  households 
(excluding  credit  cards)  will  put  an 
added  drag  on  the  housing  market  and 
consumer  spending.  And  more  strin- 
gent rules  for  commercial  real  estate 
loans  will  dampen  business  outlays  for 


new  construction,  which  has  been  a  1 
driver  of  capital  spending  this  year. 

A  mix  of  slower  growth  and  labor- 
market  slack  would  make  it  difficult,  i 
not  impossible,  for  inflation  to  becorr 
a  problem.  In  this  economic  climate,  1 
negative  effect  of  $100  oil  on  purchas 
ing  power  and  economic  growth  will 
overwhelm  its  impact  on  inflation.  En 
ergy  will  push  up  the  price  indexes,  bi 
inflation  broadly  will  stay  down  as  lor 
as  expectations  of  price  rises  remain 
tame.  That's  what  all  the  expectation; 
measures  now  show— and  have  showi 
since  oil  was  half  its  current  price. 

Indeed,  without  labor-market 
pressures,  the  wage-price  spiral  can- 
not kick  into  gear.  The  Labor  Dept.'s 
employment  cost  index  for  wages  and 
benefits  shows  the  yearly  growth  in 
compensation  costs  edging  lower  this 
year,  to  3%,  from  3.2%  at  the  end  of 
2006.  More  important,  growth  in  unit 
labor  costs  (pay  and  benefits  adjusted 
for  productivity),  which  are  influentia 
in  pricing  decisions,  has  slowed  notab 
in  recent  quarters.  Helped  by  the 
productivity  surge  in  the  third  quarter 
gain  of  4.9%  annually,  unit  labor  costs 
fell  0.2%  last  quarter  after  a  2.2%  in- 
crease in  the  second  quarter,  which  wa 
down  from  5.2%  in  the  first  quarter. 

Regardless  of  how  the  risks  seemed 
to  balance  out  on  Oct.  31,  the  key  ques 
tion  for  Fed  watchers  is:  What  will  the 
scales  look  like  at  the  Fed's  meeting  or 
Dec.  11  ?  Already  they  seem  to  be  tippii 
toward  another  rate  cut.  1 BW 1 
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Servers, 

Applications, 

Floor  space, 

Man-hours, 

Power, 

Storage... 


Introducing  the  revolutionary  enterprise  architecture 
that  finally  pays  you  back. 

Legacy  systems  work  fine  for  brute-force  cooling  the  entire  room,  but  skyrocketing 
energy  costs  make  them  fiscally  irresponsible  and  their  fundamentally  oversized 
design  makes  them  incapable  of  meeting  today's  high-density  challenges. 
Even  worse,  power  and  cooling  waste  may  actually  prevent  you  from  purchasing 
much-needed  new  IT  equipment.  Simple  problem,  simple  solution.  Cut  your  power 
and  cooling  costs  and  use  the  savings  to  buy  the  IT  equipment  you  need. 

According  to  Gartner  Research,  50%  of  all  data  centers  built  before  2002  will 
be  obsolete  by  2008  because  of  insufficient  power  and  cooling  capabilities. 
Power  and/or  cooling  issues  are  now  the  single  largest  problem  facing  data 
center  managers. 


Schneider 

Q  Electric 


There's  only  so  much  power  and  money  to  go  around 

Your  service  panel  limits  the  amount  of  power  available.  Your  budget  limits  the 
amount  of  money.  You  have  to  stretch  every  bit  of  both  as  far  as  you  can. 
What  you  need  is  the  APC  Efficient  Enterprise™ 

The  APC  solution  offers  modular  scalability  so  that  you  pay  only  for  what  you 
use;  capacity  management  so  that  you  know  where  to  put  your  next  server;  and 
dedicated  in-row  and  heat-containment  systems  that  improve  cooling  and  thermal 
predictability.  An  Efficient  Enterprise  earns  you  money  through  the  pre-planned 
elimination  of  waste.  For  example,  simply  by  switching  from  room- to  row-oriented 
cooling,  you  will  save,  on  average,  35%  of  your  electrical  costs. 

Our  system  reimburses  you 

Whether  you're  building  a  new  data  center  or  analyzing  the  efficiency  of  existing 
systems,  your  first  step  is  knowing  where  you  stand.  Take  the  online  Enterprise 
Efficiency  Audit  to  see  how  you  can  reap  the  benefits  of  a  smart,  integrated, 
efficient  system:  more  power,  more  control,  more  profits. 


The  Efficient  Enterprise"1  makes  cooling  predictable  and  reduces 
operational  expenses  by . . 

(f)  Employing  close-coupled  cooling.  Our  innovative 
InRoW  architecture  allows  more  efficient,  targeted 
cooling  by  shortening  the  distance  between  heat  generation 
and  heat  removal 

@  Containing  the  heat.  Our  Hot  Aisle  Containment  System 
reduces  hot  spots  by  preventing  hot  exhaust  air  from  mixing 
with  cool  air  in  the  room. 

(f)  Managing  capacity.  Intelligent,  integrated  capacity 
management  software  gives  you  real-time  data  on  your 
power  and  cooling  demands. 

@  Utilizing  right-sized  components,  flight-sized  "pay  as 
you  grow"  components  mean  no  more  wasting  power  with 
oversized  legacy  systems 
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How  efficient  is  your  enterprise  system?  See  exactly  where  you  stand 
—  take  our  online  Enterprise  Efficiency  Audit  today! 

Visit  www.apc.com/promo  Key  Code  y273x  •  Call  888.289.APCC  x9242  •  Fax  401.788.2797 

©2007  American  Power  Conversion  Corporation  and  MGE  UPS  Systems,  Inc  All  rights  reserved  All  APC  trademarks  are  property  of  APC-MGE 
e-mai!  esupport@apc  com  •  132  fairgrounds  Road,  West  Kingston,  Rl  02892  USA  EE2A7EF-US 


From  departur 


Because  we  know  that  compromise  is  not  your  game, 
we  provide  only  the  best  quality  and  services  whether  it  be  on-ground  or  in-air. 


Excellence  in  Flight 
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0W  HOUSING  IS  HOLDING  UP 
ROUND  THE  WORLD 

Peter  Coy  and  James  Mehring/Charts  by  Laurel  Daunis-Allen 

ational  housing  markets  are  a  big  factor  in  the  global  economy, 
id  the  deep  housing  recession  in  the  U.  S.  could  be  echoed  else  - 
lere  as  other  countries  see  conditions  slip.  Still,  buying  a  house 
mains  pricey,  and  renting  in  many  major  cities  is  no  bargain. 


Hie  Prices:  Low  interest  rates  and  improving  economic  growth  helped  spark  a 
lespread  runup  in  home  prices  across  much  of  the  globe. 


U.S. 


HOUSING  PRICE  INDEX 
INDEX:  2000=100 

PRICES  ADJUSTED  FOR 
INFLATION 


BRITAIN 


Data:  OECD 
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MAR.  '00  MAR.  '07 


Rents:  Waiting  for  the  market  to 
cool  before  buying?  You'll  still  be 
shelling  out  a  lot  in  big  cities. 

MONTHLY  RENT  FOR  LUXURY 
TWO-BEDROOM  UNFURNISHED 
APARTMENT,  MARCH,  2007 

HONG  KONG 


TOKYO 


MOSCOW 


$4,105 


$4,000 


NEW  YORK 


LONDON 


$4,000 


$3,889 


BEIJING 


$2,840 


PARIS 


$2,634 


ROME 


$2,042 


SYDNEY 


$2,037 


JOHANNESBURG 

|  $952 

Data:  Mercer 


$6,398 


ESIDENTIAL  STARTS:  THE  GOOD,  THE  BAD,  AND  THE  UGLY 

w  housing  construction  in  the  U.S.  and  a  few  other  major  economies  are  falling  as 
es  soften.  But  there  are  still  some  bright  spots  out  there. 


BRITAIN* 


JAPAN 


-37.1 


THIRD-QUARTER  HOUSING  STARTS 

PERCENT  CHANGE  FROM  A  YEAR  AGO 


SPAIN* 


COND  QUARTER    "THROUGH  AUGUST 

a:  Country  reports,  Global  Insight.  BusinessWeek  ^^^^^W 

ures  of  the  Week,  our  weekly  summary  of  market  data,  is  now  available  online.  Go  to  businessweek.com/go/figures. 
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The  Baby  Boom  generation  is  blazi  > 
another  trail,  this  time  into 
retirement.  And  it's  nothing  like 
their  parents'  trek  into  the  golden 
years.  BusinessWeek. corn's  latest 
Investing  Survival  Guide  examines  some  of  the  issues 
faced  by  boomers  as  they  manage  the  complexities  of 
taxes,  financial  ties  to  children,  and  relocation.  Plus: 
financial  tips  from  Standard  &  Poor's  experts  and  a  slic 
show  on  the  best  places  to  retire.  Go  to  businessweek. 
com/go/07/guide55  for  all  this  and  more. 

And  because  readers  have  spoken  up,  Figures  of  the 
Week,  our  summary  of  stock,  mutual  fund,  and  market 
moves,  is  back— at  businessweek.com/go/figures.  i  bw  i 
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CANTANKEROUS  EQUITIES 

Are  the  stock  market's  ups  and 
downs  out  of  sync  with  generally 
positive  economic  news? 

DRIVING  DOWN  COSTS 

If  your  teen's  car  insurance  rates 
are  driving  you  crazy,  don't  worry. 
There  are  ways  to  cut  premiums 
for  young  drivers. 

MARKETERS'  NEW  METHODS 

Madison  Avenue  is  finding  all  kinds 


of  new  ways  to  get  their  clients' 
messages  out  there— from  pop-u|. 
stores  to  electronic  lapel  buttons. 

ABSENTEEISM  BACKLASH 

How  employers  are  cracking  do* 
on  sick  days  to  lower  the  costs 
incurred  by  absent  employees. 

Watch  our  weekly  program, 
BusinessWeek  TV.  To  see  video  clips 
find  your  local  station  and  airtime  by 
Zip  Code,  go  to  businessweektv.com. 
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THE  CAMRY  HYBRID. 
FOR  THE  NICHE  MARKET  CALLED  EARTH. 


Planet-pleasin'.  People-pieasin'.  Pocketbook-pleasin'. 
Meet  the  2008  Carnry  Hybrid.  Engineered  to  squeeze 
up  to  an  unheard-of  500  miles  from  a  single  tank 
of  gas'  -  practically  twice  the  mileage  of  a 
regular  mid-size  sedan  -  while  simultaneously 
cutting  smog-forming  emissions  to  almost 
non-existent  levels. 

It's  a  feat  that  some  claim  is  still  years  away. 
And  without  Toyota's  Hybrid  Synergy  Drive®  it  would  be 
But  the  hybrid  system  is  real,  it's  here,  and  it's  available 
now  on  the  Camry. 

The  technology  combines  a  highly  efficient, 
gasoline-powered  engine  with  a  self-charging 
electric  motor.  These  two  powerplants  work 
side-by-side,  linked  by  a  tiny  computer  that 
continuously  monitors  road  and  driving 
conditions.  So  whether  you're  speeding  up, 
slowing  down  or  idling  at  a  stop- 
light, the  Camry  Hybrid  knows  the 
precise  mix   of  engine   and    motor 


Despite  its  unique  technology, 
the  Camry  Hybrid  drives  just 


THE  2008  CAMRY 


to  generate  optimum  performance 


®  TOYOTA 

moving  forward 


and  fuel  economy.  Which  means  you'll  use  less 
gas.  And  less  gas  equals  fewer  emissions  -  70% 
fewer  to  be  exact.2  Bottom  line,  the  best-selling 
car  in  America3  is  now  the  best  car  for  America. 
Now,  doing  your  part  for  the  world  of 
tomorrow -and  saving  money  in  the  process- 
should  make  you  feel  pretty  good.  But  the 
Camry  Hybrid's  filled  with  features  designed  to 
make  you  fee!  even  better.  Like  a  Plasmac'luster™4 
air  ionizer  that  helps  reduce  airborne  germs  inside 
the  cabin.  Or  an  MP3-ready  audio  system 
created  to  enhance  your  mood,  derived  from 
the  latest  in  the  field  of  psychoacoustics. 
And  to  help  keep  your  mind  at  ease, 
an  array  of  standard  safety  features- 
including  seven  interior  airbags  (even  one 
for  the  driver's  knees).5  For  more  information 

on  the  car  that's  as  good  for  you  as  it 
® 
1  is  the  environment,  visit  toyota.com. 

The  2008  Camry  Hybrid.  When  a  car 

becomes  more. 


Q07  Toyota  Motor 

rage  new  vehicle.  -'Based  on  R.  L.  Polk 

'er,  front  passenger,  front  seat-mounted  side  ai 


.cluster"'  is  a  trademark  of  Sharp  Electronics.  Inc.  Tor  more  inform^ 
iroag  and  bags,  please  visit  toyota.com. 


THE  WALL 
STREET  JOURNAL. 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*     OUR  AWARD 


TOP  3  GINS 


Tanqueray  No. 

Ten  $26/750ml 


Smoothest 


Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 


HENDRICK'S 

DISTILLED     *nd     BOTTLED      IN      SCOTLAND 

^G  I  N^ 

HENDRICKSGIN.COM 
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CALENDAR 
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DUBAI  AIR  SHOW 

Nov.  11-15 
This  biennial  air  show 
includes  nearly  900 
exhibitors  and  more 
than  140  aircraft. 

JAPAN'S  ECONOMY 

Nov.  12,  650  p.m.  EST 
The  government  releases 
its  third-quarter  figures  on 
economic  growth,  after 
real  gross  domestic 
product  contracted  in 
the  second  quarter. 
On  Nov.  1 3  the  Bank  of 
Japan  meets  to  discuss 
monetary  policy. 

EURO  ZONE  ECONOMIC 
GROWTH 

Nov.  1 3,  2  a.m.  EST 
Italy  and  the  Netherlands 
kick  off  a  series  of  third- 
quarter  economic-growth 
results.  A  flash  estimate 
of  overall  euro  zone 
third-quarter  growth  is 
released  on  Nov.  1 4. 

HOME  DEPOT 

Nov.  1 3,  9  a.m.  EST 
The  stock  is  at  a  more- 
than-four-year  low  as  the 
home-improvement 
retailer  is  set  to  release 
third-quarter  earnings. 


OPEC  Secretary 
General  El-Badri 


The  deepening  housing 
recession  will  probably 
continue  to  put  pressure 
on  profits. 

WAL-MART 

Nov.  13,  12  p.m.  EST 
The  world's  largest 
retailer  presents 
third-quarter  results. 
In  an  effort  to  juice  fourth- 
quarter  sales,  it  kicked  off 
the  holiday  shopping 
season  early,  on  Nov.  2, 
by  offering  several  items 
at  even  lower-than-usual 
prices,  including  $350 
for  a  laptop. 

U.S.  RETAIL  SALES 

Nov.  14,8:30  a.m.  EST 
October  sales  were 
probably  weaker  than  the 
September  0.6%  jump 
because  of  softer 
demand  for  vehicles 
and  an  erosion  of 
purchasing  power  from 
higher  energy  costs. 

U.S.  INFLATION 

Nov.  14,8:30  a.m.  EST 
Higher  energy  costs  are 
likely  to  lift  inflation  in 
October.  Minus  food  and 
energy,  price  pressures 
should  remain  contained. 


¥ 


The  government's 
producer  price  data 
arrive  on  Nov.  1 3. 

BERNANKE SPEAKS 

Nov.  14,  9:10  a.m.  EST 
Federal  Reserve 
Chairman  Ben  Bernanki 
gives  the  keynote  speec 
at  a  monetary  policy 
conference  in 
Washington. 


ARCELORMITTAL 

Nov.  14,9:30  a.m.  EST 
The  steelmaker  posts 
third-quarter  earnings. 
On  Nov.  5  shareholders 
voted  yes  on  completing 
the  merger  of  Mittal  Ste< 
and  Arcelor.  A  group  of 
Arcelor  investors  plan  to 
sue  over  the  ratio  of 
ArcelorMittal  shares  the; 
are  to  get  in  the  deal. 

SUEZ 

Nov.  1 5,  6  a.m.  EST 
The  French  energy  and 
water  group  issues  third 
quarter  results.  Shares 
are  up  over  25%  since 
mid-August  as  it  prepare 
to  merge  in  early  2008 
with  utility  Gaz  de  Franc< 
a  tie-up  expected  to  yielc 
more  than  $1 .4  billion  in 
annual  operational 
savings. 

U.S.  FACTORY  OUTPUT 

Nov.  16,  9:15  a.m.  EST 
The  Fed's  factory-output 
data  are  expected  to  be 
soft.  Resilient  demand  fo 
business  equipment  will 
be  offset  by  the  slumping 
housing  and  auto  sectors 

OPEC  SUMMIT 

Nov.  17-18 

OPEC  holds  its  third-eve 
summit  in  Riyadh,  Saudi 
Arabia.  Potential  topics  o 
discussion  include  lifting 
production  and  pricing  oi 
in  currencies  other  than 
the  U.S.  dollar,  ibwi 
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NVEST  IN  MACEDONIA 

New  Business  Heaven  in  Europe 


vestment  Incentives 

i  the  FEZs  and  Technology  Parks 

No  corporate  tax  for  1 0  years, 

1 0%  thereafter 

5%  personal  income  tax  for  5  years, 

1 0%  thereafter 

No  VAT  and  customs  duties  for  export 

production 

Free  connection  to  piped  natural  gas, 

electricity,  water  and  sewage 

Immediate  access  to  main 

international  airport,  railroad  and 

vital  road  corridors 

Special  incentives  for  leading 

multinational  companies  to  include 

training  costs  and  up  to  €500.000 

towards  building  costs 

Land  lease  for  up  to  75  years  at 

attractive  concessionary  rates 

Benefit  package  for  eligible 

investors  will  be  approved 

within  10  business  days 


4th  REFORMER  IN  THE  WORLD 

World  Bank's  Doing  Business  2008  Report 


Advantages  For  Investing 
Outside  FEZs  and  Technology  Parks 

•  1 0%  corporate  tax* 

•  1 0%  personal  income  tax* 

•  0%  tax  on  reinvested  profit 

•  Free  access  to  large  market  -  650**  million 
customers 

•  Abundant  and  competitive  labour  with 
€370/month  average  gross  salary 

•  Fast  company  registration -4  hours 

•  Macroeconomic  stability  -  average  yearly 
inflation  below  2%  over  the  last  5  years 

•  Excellent  infrastructure 

•  EU  &  NATO  candidate  country 


Austria -1000km 
Italy- 1200km 
Germany-  1500km 
France-  1700km 


Bulgarian  coast  line  -  700km 
Turkey  -  650km 


Albanian  coast 
line-  15;0km 


Greek  coast  line  -  1 00km 


t?- 


Greek  coast  line  -  100km 

FREE  ECONOMY  ZONES  -  FEZ 


O  TIDZ  -  Skopje 
©  TIDZ  -  Skopje  2 
O  TIDZ -Tetovo 
O  TIDZ  -  Stip 


Skopje -TIDZ  Skopje  ~  10km 
Skopje  -TIDZ  Skopje  2  ~  10km 
Skopje  -TIDZ  Tetovo  ~  35km 
Skopje  -TIDZ  Stip  ~  75km 


of  2008. 1 2%  in  2007.  "Free Trade  Agreements  with  27  EU  and  1 3  other  European  countries. 


» 


Invest 

MACEDONIA 


For  more  information  visit:  www.investinmacedonia.com 
or  contact  us  at:  ++389  2  3100  1 1 1;  fax  ++389  2  3100  1 10 
e-mail:  fdi@investinmacedonia.com 
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THE       ARCHITECTS       OF       TIME 


1911  BTR 

Cancer  ^39  --Automatic .Chronograph  with  unique  functions  display,  skeleton  dial,  hand-stitched  alligator  strap. 

$  THE  MASTERY  OF  TECHNOLOGY  AND  DESIGN 

i  he  ultima:  :  :Sce  pollecticn  for  men.  Watches1  of  sophisticated  function,  powered  by  Ebel  COSC-certifie. 

aromatic-movements;  each  developed,  assembled  and  controlled  in  Ebel's  workshops  in  Switzerland. 
,,       ,:     ■;'        V    www.i91.iSTR.com  or  call. 800  920  3153 


B.  Freedma$ Je.vei 
631  ■-2o;200d": 


David  Jay  Jewelers./ 
215  49,1  4404  ■:' ". 


Donoho's  Jewellers 
281  367  9050 
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ANALYZE  THIS 


y  Kerry  Sulkowicz,  M.D. 

.weighing  against  gossip  in  a  recent  press  release, 
am  Chapman,  CEO  of  Empower  Public  Relations 
1  Chicago,  says  he  has  made  his  15-person  firm  a 
gossip-free  zone."  (His  employees  have  pledged 
ot  to  gripe  or  dish  in  whispers.)  Just  how  harmful  is 
rorkplace  gossip?  And  can  it  really  be  banished? 


BTW 


EDITED  BY  DEBORAH  STEAD 


It's  tough  to  eradicate  a  ubi- 
quitous human  activity,  and  I'm 
not  convinced  that  it's  entirely 
desirable.  Most  gossip  is  fueled 
by  our  curiosity  about  how  others 
live,  along  with  the  need  to  share 
those  observations.  (O.K.,  add  a 
touch  of  envy,  competitiveness, 
or  schadenfreude  at  times.) 

Granted,  in  its  worst  form  of- 
fice gossip  can  be  malicious,  even 
career-ending.  The  unhappy, 
self- destructive  person  specializ- 
ing in  this  kind  of  malice  tends  to 
spread  such  rumors  to  curry  favor 
with  others — or  to  inflict  pain. 
Such  a  gossiper  must  be  reported 
to  the  boss  and  stopped— or 
fired— before  too  much  damage 
is  inflicted  on  individuals  or  the 
organization's  culture. 

At  the  other  end  of  the 
spectrum,  though,  is  relatively 
benign  gossip,  which  tends  to  be 


about  co-workers  who  stand  out 
in  some  way  or  authority  figures 
whose  lives  seem  mysterious  to 
the  staff.  Such  gossip  (generally 
true,  in  my  experience),  serves 
to  spread  news  speedily,  test  our 
perceptions  about  people  with 
whom  we  have  scant  contact, 
and  even  deepen  informal  bonds 
at  work. 

It  may  seem  paradoxical,  but 
for  managers,  listening  to  gos- 
sip and  openly  addressing  any 
misperceptions  can  go  a  long 
way  toward  improving  com- 
munication and  morale.  When 
it's  humming,  the  grapevine  can 
yield  valuable  insights  into  what 
employees  are  concerned  about. 

Kerry  J.  Sulkowicz,  M.D.,  a  psychoanalyst 
and  founder  of  Boswell  Group,  advises 
CEOs  on  psychological  aspects  of  busi- 
ness. Send  him  questions  at  analyze- 
this@businessweek.com. 
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HOW  JOLLY  ON  THE  STREET? 


lie  mortgage  maelstrom  has  generated  at  least  $30  bil- 
ion  in  losses  on  Wall  Street— and  fears  that  bonuses  may 
ie  so  low  they'll  crimp  New  York's  economy.  But  for  some 
iankers,  bonus  season  may  still  be  jolly,  says  Michael 
lecht,  an  analyst  at  Banc  of  America  Securities.  Revenues 
Dr  2007  could  be  record-breaking  at  the  top  five  firms,  he 
ays— up  7%  over  last  year's  high  of  $127  billion.  And  the 
verage  end-of-year  bonus  may  be  10%  more  than  last 
ear's  (about  $200,000,  by  one 
stimate).  A  sweet  spot:  merg- 
rs  and  acquisitions.  As  for  the 
Dlks  who  trade  mortgage  securi- 
ies,  they  may  see  up  to  40%  less 
n.  their  envelopes,  says  New  York 
ompensation  specialist  Johnson 

associates.  -MaraDerHovanesian 


LAUNDRY  101: 

NO  WATER  NECESSARY 


How  can  Procter  & 
Gamble  extend  the  reach 
of  Tide,  which  already 
claims  about  half  the  U.  S. 
detergent  market?  Cre- 
ate an  anti-wash  brand, 
Swash,  that  carries  the 
Tide  logo.  Swash  prod- 
ucts, including  a  stain - 
removing  pen  and  a 

"smoothing"  spray,  are  designed  to  get  rid  of  odors, 
stains,  and  wrinkles  without  using  water.  Some  prime 
customers:  college  kids.  In  October,  P&G,  which 
sells  the  items  at  Swashitout.com  ("Keep  the  clothes 
you  love  to  rewear  feeling  clean"),  opened  a  pop-up 
Swash  shop  near  Ohio  State  University  in  Columbus. 
The  company  declines  to  give  details.  But  Elizabeth 
Crawford,  a  vice-president  at  Iconoculture,  a  consum- 
er trend  firm,  says  it's  wise  to  go  after  young  adults 
this  way.  A  loyalty  to  Tide  may  pay  off  later,  when 
their  domestic  skills  kick  in,  she  says.  -Robert  Berner 
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CITY  TO  BIG  MAC:  SO  LONG 


The  Municipal  Assistance  Corp.  was 
born  in  a  blaze  of  tabloid  headlines,  but 
its  passing  is  being  relegated  to  the  fine 
print.  MAC,  the  state  agency  created  to 
rescue  New  York  City  from  the  threat 
of  bankruptcy  in  the  mid-1970s,  posted 
legal  notices  in  October  announcing  it 
would  cease  to  exist  on  July  1, 2008,  the 
expiration  date  set  by  law.  Big  MAC , 
as  it  was  called,  hasn't  had  much  to  do 
since  2004,  when  the  city— now  the 
picture  of  financial  health— refunded 
the  last  of  its  bonds,  which  totaled 
nearly  $10  billion  at  peak  issuance. 

New  York  State  created  MAC  after 
President  Gerald  Ford  refused  in  May, 
1975,  to  provide  an  emergency  federal 
loan  to  the  city.  "Our  great  fear,  which 
we  never  discussed  publicly,  was  that  if 
the  city  went  bankrupt,  the  state  would, 
too,"  recalls  Felix  Rohatyn,  the  celebrat- 
ed Wall  Street  banker  who  was  MAC'S 
chairman  during  the  worst  of  the  crisis. 
The  city's  closest  brush  with  bankruptcy 


[jg    DAILYa.NEWs    [M^l 

FORD  TO  CITY: 

DROP  DEAD 

Vows  He'll  Veto  Any  Bail-Out 


The  billions  in 
bonds  are  paid 
off,  and  New  York 
is  in  the  pink  of 
financial  health 

came  on  Oct. 
17, 1975,  he  re- 
calls, when  the 
local  teachers' 

union  balked  .. — 

at  using  $150 

million  in  pension  funds  to  buy  MAC 
bonds.  By  the  time  Albert  Shanker, 
the  union's  famously  militant  chief, 
relented  late  that  afternoon,  "we  were 
a  few  hours  from  bankruptcy,"  Rohatyn 
says.  That  night,  MAC'S  chairman  went 
to  the  restaurant  Elaine's  to  celebrate. 
Spying  Woody  Allen,  he  congratu- 
lated the  director  on  the  prescience 
of  his  1973  film,  Sleeper.  It  was  set  in 
2173,  after  civilization  had  been  all  but 
obliterated  "when  a  man  named  Albert 
Shanker  got  ahold  of  a  nuclear  weap- 


Abe,  Carey 
Rip  Stand 

StodaSkU, 

Do"  Dow  12 


on."  Recalls  Rohatyn:  "I 
started  thinking  of  that 
line  in  the  middle  of  the 
night,  and  I  never  did  get 
any  sleep." 

Sleep  eluded  him  for 
a  few  weeks  more  until 
two  unlikely  allies  joined 
the  cause.  At  the  behest 
—___«„.        of  Rohatyn  and  others , 
Fed  Chairman  Arthur 
Burns  raised  the  issue  at  a  G-7  summit 
near  Paris.  The  upshot:  French  Presi- 
dent Valery  Giscard  d'Estaing  and  West 
German  Chancellor  Helmut  Schmidt 
warned  Ford  that  a  New  York  bank- 
ruptcy could  trigger  a  global  financial 
crisis.  Ford  signed  bailout  legislation 
soon  afterward.  "It  was  only  then  we 
were  pretty  sure  we  weren't  going  to 
go  bankrupt,"  says  Rohatyn,  79,  adding 
that  running  MAC  was  "one  of  the  best 
experiences  of  my  life." 
-  Anthony  Bianco 


WHO  GETS 


Some  70%  of  those  earn- 
ing at  least  $75,000  say 
they  are  at  their  best  in  the 
morning,  vs.  40%  of  those 
making  under  $30,000, 
according  to  a  Gallup  Poll 
of  1,019  adults.  Would  you 
be  richer  if  you  could  just 
rise  earlier?  Not  necessar- 
ily, says  London  consultant 
Leon  Kreitzman,  co-author 
of  Rhythms  of  Life.  He  cites 
a  sleep -habit  survey  by  Southampton  University  researchers,  who 
caught  up  20  years  later  with  people  polled  in  1973.  Late  risers  were 
actually  a  bit  wealthier.  Being  a  lark  or  an  owl  is  genetic,  and  the  income 
disparity  Gallup  found  may  result  from  self- selection  in  job  picking,  he 
says.  "It's  not  a  willpower  thing."  -Sonai  Rupani 


THE  COOKIE  CRUMBLES 


Consumer  advocates  are 
pushing  for  a  national  Do 
Not  Track  Registry  to  make  it 
harder  for  Web  advertisers  to 
pitch  tailored  ads  to  users  after 
tracking  their  site  visits.  Pam 
Dixon,  executive  director  of 
the  World  Privacy  Forum,  says 
the  idea  is  based  on  the  Do  Not 
Call  Registry,  which  silenced 
millions  of  pitches  by  phone. 

But  could  a  Do  Not  Track 
Registry  result  in  more  online 
ads?  Yes,  says  one  adtargeter. 
Web  sites  will  try  to  compen- 
sate for  the  loss  of  revenue 
from  targeted  ads,  for  which 
they  charge  a  premium,  says 
Tim  Vanderhook,  chief  execu- 
tive of  Specific  Media.  "The 
only  way  to  make  as  much 
money,"  he  says,  is  to  charge 
users  for  content — or  "show 
them  more  ads." 
-  Catherine  Holahan 
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The  Real 
World  Wide  Web 


Meet  MOL's  shipping  network.  A  real"world  wide  web" of  containerships, 

car  carriers,  bulkers,  tankers  and  LNG  carriers  - 

over  750  vessels  strong,  and  growing. 

Give  your  business  global  access  with  the  shipping  industry  leader,  MOL. 


www.mol.co.jp 
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Mitsui  O.S.K.  Lines 


One  in  six 
American  children 
lives  in  poverty. 

Together, 
we  can 
change  that. 


We  must.  Education  is  the  best  solution  to  help  children  break  the  cycle  of  poverty* 
In  the  United  States,  Save  the  Children's  programs  strengthen  children's  academic 
performance,  improve  their  health  and  broaden  their  horizons.  Our  work  supports 
effective  literacy  programs  in  some  of  the  poorest  areas  here  at  home  so  that  our 
children  can  read  and  succeed. 

Please  visit  www.savethechildren.org  to  find  out  how  you  can  help. 


Save  the  Children 


® 


Save  the  Children  regularly  receives  the  highest  ratings  from  Charity  Navigator 
and  other  independent  evaluation  organizations. 


YEARS  OF  SERVICE  TO  CHILD 

#   «J 
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Healthier  employees.  Higher  productivity. 
A  plan  you  can  afford.  No,  you're  not  dreaming. 

Lumenos  consumer-directed  health  plans  are  specially  designed  to  help 
improve  the  health  of  small  business  employees. 

By  combining  preventative  care  with  traditional  coverage  and  health 
savings  accounts  that  members  oversee  themselves,  Lumenos  plans 
offer  employees  a  better  way  to  manage  their  health.  With  features  like 
personal  health  coaches  and  online  tools  that  help  members  save  on 
prescriptions  and  better  understand  treatment.  And  financial  rewards 
for  employees  who  make  an  effort  to  improve  their  health.  Plus,  all 
preventative  care  services  are  covered  100%,  so  employees  are  more 
likely  to  see  their  doctors.  By  encouraging  employees  to  take  a  proactive 
role  in  their  health,  Lumenos  provides  a  higher  quality  of  care,  at  a 
cost  small  business  can  afford. 


Find  out  more  at  bluecrossca.com  or  call  your  Blue  Cross  agent. 
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HEALTH    !    DENTAL        VISION        LIFE 


•  I* 


BlueCross 

of  California 


BC  Life  &  Health 

Insurance  Company  . 


Medical  and  Dental  coverage  from  Blue  Cross  of  Californie  ( 
Association.  ®  Registered  Marks  of  the  Blue  Cross  Associst! 


1 1 '   ifc  &  Health  Insurance  Company  (BCl&H).  Life  insurance  from  BCLSH.  BCC  and  BCL&H  are  independent  licensees  of  the  Blue  Cross 


San  Jose 

The  plug  and  play  lifestyle  of  Silicon  Valley. 
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San  Jose  Redevetopm|nt  Agene^  •  408-535-8500  •  www.sjredevelopment.org 


FREE 

HIGH-SPEED 

INTERNET 

& 

FREE 

LONG  DISTANCE 


WHAT'S  YOUR  REQUEST?®  Do  you  want  to  chat  up  old 
friends  and  current  business  associates  or  leisurely  surf  the  web? 
Join  the  Wyndham  ByRequest®  program  and  enjoy  extras  like  free 
long  distance  and  high-speed  Internet. 

1.800.WYNDHAM   wyndham.com 


ml 


WYNDHAM 
HOTELS  AND 
RESORTS 


Wyndham  ByRequest*  benefit,  are  available  at  participating  Wyndham  properties  and  are  subject  to  certain  restrictions.  For  a  complete  list  of  terms  and  conditions,  visitwyndham.com. 
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Tivoli  Audio 


1 
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Tivoli  Audio®  Music  System  shown  in  Beige/Walnut:  $599.99  as  shown.  Other  finishes  available  for  slightly  more. 

10  reasons  why  the  Tivoli  Audio  Music  System  is 
Exactly  what  an  all-in-one  system  should  be." 

(Wired -Editors  Pick,  Best  of  TES1 


Design:  We  use  hand-built  wood  cabinets  where  others  are 
content  with  plastic. "Nothing  looks  better."  (GQ-Best 
Stuff  of  the  Year) 

Sound:  The  Music  System  delivers  tull  stereo  sound-  including 
a  SpacePhase'"  wide  mode-from  two  integrated  speakers  and 
a  down-tiring,  magnetically  shielded,  powered  subwooter. 

Tuning:  The  Tivoli  Audio  Music  System's  FM  tuner  gets  more 
stations  than  anything  we  know. ' 

Engineering:  Designed  and  engineered  by  Tom  DeVesto 
and  Tivoli's  internationally  acclaimed  engineering  and  product 
development  team,  the  sound  of  the  music  Music  System  is 
in  a  class  of  its  own. 

Looks:  The  hand-built  wood  cabinet  is  available  in  your  choice 
of  six  finishes. 

Remote  Control:  A  compact,  easy-to-use  remote  is  included. 

Clock  Radio:  Functions  include  two  independent  alarm  clocks, 
sleep  timer  and  snooze  controls.  You  can  wake  to  FM,  AM  or 
the  CD  player. 


iPod:  The  Music  System,  like  all  Tivoli  Audio  products,  is 
compatible  with  iPod  and  any  other  MP3  player. 

Tivoli  Audio  Ease  of  Use:  The  Music  System,  like  all  Tivo 
Audio  products,  is  user-friendly.  We  keep  our  sophisticatec 
audio  tricks  hidden  inside.  "A  cinch  to  operate." 
(Wired- Editors  Pick) 

There  is  no  shortage  of  lesser  alternatives.  Get  the  good  sterec 

Tivoli  Audio®  Music  System 

Digital  AM/FM/CD  Hi-Fi  System:  $599.99  as  showr 


AMERIGfrNl 


ORDER  TODAY.  30  DAY  RISK-FREE 
TRIAL  WITH  FREE  DELIVERY.  ** 

Visit  musicsystem.tableradio.com  or  phone  us  toll-free 
1.888.848.6546.  Enter  code  EX1117  for  free  delivery. 

Financing  available.  As  low  as  $99.007month  wit! 
no  interest  or  down  payment  required." 


Enter  Coupon  Code  EX1 1 1 7  at  checkout  for  free  UPS  Ground  Shipping.  Expires  01/01/08. 
•30  Day  risk-free  trial  begins  from  date  of  purchase  Buyer  responsible  for  return  shipping  costs  "Offer  av?  able  to  qualified 
customers-see  musicsystem.tableradio.com  for  details.  Sales  tax  where  applicable  not  included.  Offer  expi      01/01/08. 
©2007  Tivoli  Audio,  the  Tivoli  Audio  logo  and  SpacePhase  are  trademarks  of  Tivoli  Audio.  LLC.  iPod  is  a  regisl  red  trademark 
of  Apple  Computer,  Inc..  registered  in  the  U  S.  and  other  countries. 


Tivoli  Audic 
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IHARLES  RANGEL  *ew^k *ePresentative hchf e 

Rangelwould  be  on  your  snort 
list  if  you  were  going  to  pick  a 
politician  in  Washington  with 
the  guts  to  start  a  national  de- 
bate about  tax  reform.  And  that's 
just  what  the  Democratic  chair - 
m  of  the  influential  House  Ways  &  Means  Committee  has 
ne.  In  late  October,  Rangel  proposed  a  wholesale  overhaul 
the  tax  code  that  would  eventually  eliminate  the  alternative 
nimum  tax  (AMT)  hitting  many  middle -class  and  upper - 
ddle- class  taxpayers.  It  would  also  cut  corporate  taxes 
die  tossing  out  advantages  enjoyed  by  companies  in  some 
lustries.  He  would  pay  for  the  bill  in  part  by  raising  taxes 
so  -  called  carried  interest ,  a  compensation  method  taxed 
15%  that  is  employed  by  private -equity  players  and  others, 
ngel  is  under  no  illusion  that  his  plan  will  become  law  any- 
le  soon.  He  knows  that  a  protracted  battle  lies  ahead. 


MARIA  BARTIROMO 

The  middle  class  is  getting  socked  these  days. 
Diminishing  home  values,  dried-up  lines  of  credit,  ris- 
ing credit -card  fees,  and  the  AMT  hitting  ever  more 
taxpayers.  At  what  income  level  would  families  get  relief 
from  the  AMT? 

CHARLES  RANGEL 

Anybody  below  $200,000  would  get  immediate  relief. 

Let's  look  at  boosting  taxes  on  private  equity  managers  to 
offset  losses  from  the  AMT.  Won't  Washington  raise  more 
tax  revenue  if  firms  are  encouraged  to  do  deals  ? 

The  controversy  is  not  about  accumulating  capital  and 
encouraging  investment.  It's  that  some  people  who  manage 
these  [private  equity]  funds  are  taxed  at  a  much  lower  rate 
than  others.  Why?  We  had  hearings,  and  we  found  that  these 
people  use  a  method  that  they  call  carried  interest,  so  instead 
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of  getting  paid  ordinary  salaries  for 
what  they  do,  they  are  saying  that  they 
get  a  percentage  of  the  firm's  capital 
[gains]. ..which  is  taxed  at  15%.  If  it's 
money  just  like  the  others  are  making, 
they  should  be  paying  35%. 


THE  BUSINESS  WEI 


WE'RE  LOOKING  TO  TAKE  THE  FAT  OUT  OF  THE 
SYSTEM  AND  GIVE  TAX  BREAKS  TO  THOSE  PEOPLE 
WHO  DON'T  HAVE  LOBBYISTS,  WHO  WORK  EVERY  DA 


One  private  equity  guy  I  talked  with  contends  that 
carried  interest  is  more  like  an  investment  than  wages 
or  salaries:  You  don't  get  the  money  unless  things  turn 
out  well. 

There  are  many,  many  people  out  there  who  don't  get  paid  if 
their  time  and  energies  do  not  succeed.  And  the  testimony  we 
heard  was  that  as  long  as  people  are  making  the  type  of  money 
they're  making,  35%  would  not  deter  them. 

Are  these  changes  to  raise  revenue  or  address  income 
inequality? 

We're  not  just  looking  for  the  money.  We're  looking  to  take  the 
fat  out  of  the  system  and  give  tax  breaks  to  those  people  who 
don't  have  lobbyists,  who  work  every  day,  who  are  entitled 
to  a  better  tax  break.  You  know,  Senator  [Russell]  Long,  who 
used  to  be  the  chairman  of  the  Senate  Finance  Committee, 
had  a  saying:  "Don't  tax  me,  don't  tax  thee,  tax  the  guy  behind 
a  tree."  The  guy  behind  the  tree  is  complaining,  but  he  has  not 
come  out  from  behind  the  tree . 

How  much  revenue  would  be  raised? 

We're  talking  about  $50  billion  that  we  have  to  close  in  on. 
Between  the  carried  interest  and  some  other  things— we  have 
[hedge  fund]  executives  able  to  put  billions  in  offshore 
havens— the  total  would  be  about  $60  billion.  So  there  are 
two  things  we  're  talking  about :  the  big  tax  bill ,  which  we  '11  be 
dealing  with  next  year,  and  the  current  emergency,  which  is 
making  certain  that  the  alternative  minimum  tax  doesn't  fall 
on  more  people .  The  total  cost  of  closing  the  loopholes . . .  is 
$70  billion. 

Doesn't  this  plan  hurt  companies  and  wealthy  individuals 
who  are  out  there  creating  jobs  ? 

There  are  90  million  people  who  are  going  to  be  the  recipi- 
ents of  tax  cuts.  There '11  be  very  few  people  making  under 
$500,000  who  would  not  be  receiving  tax  relief.  We're  talking 
about  less  than  a  million  and  a  half  people  [whose  taxes  might 
go  up].  You  know,  Warren  Buffett  and  other  billionaires  have 
come  out  and  said  that  it's  really  about  what. ..obligations  you 
have  to  your  government.  If  we  thought  that  by  doing  this 
there  would  not  be  investments  and  jobs  would  not  be  created, 
we  wouldn't  do  it. 

Isn't  what  Buffett  is  saying  misleading?  He  says  he  gets 
taxed  at  a  lower  rate  than  his  secretary.  But  his  billions  are 
in  CDs  or  his  stock.  He's  not  getting  ordinary  income,  so 
of  course  he's  going  to  be  taxed  at  a  lower  rate. 

I  just  used  him  as  an  example.  But  the  truth  is  that  people  who 
manage  these  equity  funds  don't  put  their  money  in,  and  their 
secretaries  are  taxed  at  35%,  while  the  money  the  [managers] 
get  is  taxed  at  15%. 


One  economist  who  analyzed  your  plan  said  that  it  woul 
raise  taxes  on  some  wealthy  individuals  to  as  much  as 
48%.  How  can  that  be  an  incentive  for  investment? 

All  I  can  say  is  that  he  misread  the  bill.  You  just  tell  the  econc 
mist  that  if  he  goes  back  to  the  drawing  board,  he'll  find  that 
the  tax  for  all  people  would  be  less  than  the  tax  that  existed 
when  Bill  Clinton  was  President. 

A  far  as  lowering  corporate  taxes  while  at  the  same  time 
eliminating  preferences  for  businesses,  you  seem  to  be  0 
the  same  page  as  Treasury  Secretary  Hank  Paulson.  Hav 
you  discussed  your  tax  plan  with  him? 

No,  but  I  have  discussed,  in  general,  the  page  that  you're 
talking  about.  And  politically,  I  don't  think  he  is  prepared  to 
embrace  the  closings  of  the  corporate  loopholes  publicly. 

Exactly. 

What  do  you  mean  exactly?  Aren't  you  shocked?  I  think 
it's  shocking  that  a  Secretary  of  the  Treasury  would  see  a 
proposed  tax  bill  that  would  do  almost  exactly  what  he  want 
done  and  not  embrace  it. 


Have  you  confronted  him  about  that? 

Watch  that  word  "confront"  now.  I  want  to  be  a  nice  guy.  But 
there  was  some  criticism  that  came  from  the  White  House. 
[My  answer  is]:  You've  been  in  office  for  seven  years  and  corr 
plained  about  the  complexity  of  the  system.  You  say  that  yoi" 
want  to  get  rid  of  the  alternative  minimum  tax  and  lower  cor 
porate  taxes  to  make  us  more  competitive  abroad.  For  God's 
sake,  do  you  have  any  plan?  Then  you  set  up  a  commission  tc 
study  the  problem,  and  some  of  the  [commission's  propos- 
als] were  truly  third  rail.  I  mean,  you're  not  going  to  touch  th 
churches  and  the  synagogues  and  the  not -for -profits.  You'n 
not  going  to  touch  local  and  state,  and  you're  darn  sure  not 
going  to  touch  mortgage  interest.  And  so  the  [  Administratis 
didn't  do  anything.  Yes,  Secretary  Paulson  came  and  shared 
his  views  with  my  committee.  And  I  am  convinced  that  our 
legislative  agenda  is  compatible  with  those  conversations.  B 
politically,  he  didn't  come  out  and  say:  "Thank  you,  it's  goin; 
to  be  good  for  the  economy."  So  I'm  surprised  you're  not  sur- 
prised since  you  seem  to  believe  we've  done  what  he  wanted. 

Congressman,  do  you  have  anything  else  to  add  ? 

I  hope  you  tell  those  people  behind  the  tree  who  are  complaii 
ing  to  come  out  and  tell  us  all  why  they  deserve  preferential 
tax  treatment.  And  tell  them  we're  at  war  and  people  should 
be  talking  about  making  sacrifices  and  reducing  the  deficit. 
Also,  they  might  want  to  tell  us  why  so  many  of  them  put  bil- 
lions in  foreign  tax  havens  and  don't  pay  any  taxes  at  all.  1 BW 

Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 
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The  Nissan  Maxima 

The  Nissan  Maxima  is  the  proud  winner  of  the  2007  Total  Quality  Award 
and  the  2007  Vehicle  Satisfaction  Award:" Which  means  our  owners  voted  it  best 
in  its  class  as  measured  across  more  than  45  areas,  including  comfort,  reliability,  safety  and 
style.  And  that  is  the  best  award  of  all.  To  learn  more,  visit  NissanUSA.com. 
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SAN  CITI 
REGROUP? 


nvestors  want  a  breakup,  but  the 
irguments  against  that  are  powerful 


By  Mara  Der  Hovanesian 

Need  further  proof  that  investors  want 
Citigroup,  the  world's  second-largest 
financial  supermarket,  to  break  itself 
apart?  Consider  the  events  of  Nov.  5. 
Chairman  Robert  E.  Rubin  noted  that 
whoever  steps  in  permanently  for  newly 
departed  CEO  Charles  O.  Prince  isn't 
likely  to  make  big  changes  anytime 
soon— and  Citi's  lifeless  stock  dropped  a 
further  5%.  "Break  it  up,"  thunders  Wil- 
liam B.  Smith,  senior  portfolio  manager 
of  Smith  Asset  Management  and  holder 
of  70,000  Citi  shares. 

Selling  off  assets  would  seem  to  solve 
many  of  Citi's  subprime  mortgage  and 
other  woes.  Analysts  at  bond-monitor  - 
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ing  firm  CreditSights  said  on 
Nov.  6  that  the  bank's  losses 
could  surpass  $21  billion  all 
told.  Citi  itself  doesn't  yet 
have  a  handle  on  how  bad  the 
problem  might  get.  "These 
are  current  estimates,"  says 
Chief  Financial  Officer  Gary 
L.Crittenden.  "It's  just 
not  possible  to  know  the 
direction  of  the  markets." 
Unlocking  cash  through  asset 
sales  would  give  Citi  financial 
flexibility— and  appease  in- 
creasingly vocal  shareholders 
who've  long  argued  that  the  financial 
supermarket  model  isn't  working. 

'SMOOTH  SAILING?' 

But  a  breakup  might  not  be  the  pana- 
cea investors  think.  "We  value  [Citi's] 
diversification,"  says  Tanya  S.  Azarchs 
of  S  tandard  &  Poor 's ."  It 's  a  good  safe  - 
guard  for  what  goes  wrong  in  one  area  if 
you  have  others  that  are  working."  In- 
deed, during  the  subprime  storm,  Citi's 
international,  wealth  management,  and 
other  businesses  have  helped  smooth 
out  its  earnings  results;  without  them, 
the  profit  hit  would  be  even  worse. 
Azarchs  says  major  earnings  problems 
next  year  could  prompt  a  downgrade  of 
its  bonds,  and  she  says  a  breakup  would 
increase  that  risk.  "With  the  credit  cycle 
deteriorating  and  consumer  credit  is- 
sues starting  to  mount,"  says  Azarchs, 
"can  we  be  assured  that  next  year  will  be 
smooth  sailing?" 

What's  more,  while  money  manager 
Smith  estimates  that  Citi's  breakup 
value  is  67  a  share,  nearly  double  its 
current  price,  the  firm  won't  get  top 
dollar  with  valuations  of  financial  firms 
slumping.  Eric  C .  Weber  of  Freeman 
&  Co. ,  a  New  York  investment  bank, 
notes  that  mergers  and  acquisitions  in 
the  financial  services  sector  fell  to  $142 
billion  in  the  third  quarter,  from  $250 
billion  in  the  first.  "Do  you  want  to  sell, 
or  do  you  want  to  hang  on  and  see  if  the 
market  recovers?"  asks  Weber. 

The  tax  consequences  of  selling  off 
particular  units  could  limit  Citi's  op- 
tions, too.  Joseph  Unger,  a  tax  partner 
at  Weiser,  a  New  York  accounting  firm, 
notes  that  it  wouldn't  make  sense  for  Citi 
to  lop  off  any  profitable  foreign  opera- 
tions, which  make  up  half  its  income, 


since  overseas  earnings  are  tax-free.  And 
if  Citi  were  to  spin  off  a  U.S.  unit  it  has 
owned  for  less  than  five  years,  it  could 
trigger  double  taxation  for  shareholders 
and  the  company,  because  spin-offs  are 
treated  as  dividends  for  tax  purposes. 
"When  you  talk  about  a  breakup,  corpo- 
rations don't  have  many  tax  benefits,  but 
they  do  have  tax  detriments,"  says  Unger. 
Not  everyone  wants  a  split -up.  Wil- 
liam C.  Nygren,  manager  of  the  $5.4 
billion  Oakmark  Fund,  which  holds 
2.4  million  shares,  says  Citi's  "global 
footprint  and  strong  brand  give  it 


The  financial 
supermarket 

needs  managers         worldwide  growth  oppor  - 
tunities  that  most  finan- 
cial don't  have,  and  we 
still  think  those  advantagt 
are  in  place." 

There's  one  thing  on 
which  virtually  everyone 
agrees,  however:  Prince 
managed  Citi  poorly.  The 
other  financial  supermar- 
v   \        \      kets  have  fared  much  bette 
\  recently.  Says  one  former 

\  Citi  business  head:  "I  don' 

\         hear  any  noise  about  Wa- 
chovia or  JPMorgan  Chase 
selling  off  wealth  management  or  the 
brokerage  unit.  [Citigroup 's  problems 
were]  clearly  an  issue  of  mismanage  - 
ment  of  great  assets." 

Rubin  seems  to  believe  better  man- 
agers are  needed,  not  a  better  model. 
Interim  CEO  Win  Bischoff  hasn't  yet 
weighed  in.  Says  a  New  York  investmen 
banker:  "If,  as  aboard  member,  you 
really  don't  want  to  start  breaking  [Citi 
apart  by  taking  out  pieces,  then  you've 
got  to  find  someone  capable  of  running . 
this  thing."  1  bw  1 
-With  Anthony  Bianco 


IN  THE  HOT  SEAT-AGAIN 


Why  didn't  Mike  Armstrong  recognize  the  signs? 


By  Roben  Farzad 

The  last  credit  crunch  was  sparked  by 
the  telecom  bust  of  2000,  while  the 
current  one  started  with  the  subprime 
mortgage  meltdown.  One  person  who 
figured  in  both:  Citigroup  Director  C. 
Michael  Armstrong,  AT&T's  chairman 
and  chief  executive  from  1997  to  2002. 

As  chair  of  Citi's  audit  and  risk- 
management  committee,  Armstrong  is 
charged  with  ensuring  that  manage- 
ment's major  moves  aren't  overly  ag- 
gressive. The  position,  says  Deutsche 
Bank  analyst  Michael  Mayo,  "helps  set 
the  risk  appetite  for  the  entire  firm." 

But  from  the  boardroom  to  the 
trading  floor,  Citi  failed  to  grasp  the  full 
extent  of  its  subprime  liabilities.  Now  the 
bank  could  see  as  much  as  $21  billion  in 
writedowns,  according  to  analysts.  It  has 


lost  $  1 00  billion  in  market  value  since 
May,  fueling  cries  for  Citi  to  break  up. 

Armstrong,  69,  has  faced  similar 
problems  before.  At  AT&T,  he  binged  on 
nearly  $  120  billion  in  cable  acquisitions. 
But  amid  the  bust,  the  debt-burdened 
telecom  had  to  dump  those  assets  at 
fire-sale  prices.  It  offloaded  its  cable  em- 
pire to  Comcast  at  a  $40  billion  discount 
in  2002. 

Now,  given  Citi's  problems,  the 
bank  is  bound  to  hear  calls  for  a  board 
shakeup.  Armstrong's  links  to  former 
Citi  CEO  Sanford  I,  Weill  won't  help. 
Weill,  who  served  on  AT&T's  board 
during  Armstrong's  tenure,  once  leaned 
on  Citi  analyst  Jack  Grubman  to  up  his 
rating  on  AT&T— an  embarrassment  for 
both  companies.  Armstrong  declined 
to  comment. 
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ON  THE  SUBPRIME 
ENDANGERED  LIST 

Who's  next  for  the  Prince  treatment?  Bear  Stearns' 
Jimmy  Cayne  may  be  vulnerable 


By  Matthew  Goldstein  and  David  Henry 

Which  CEO  will  be  catching  subprime 
heat  next  now  that  Citigroup's  Chuck 
Prince  is  out  ?  It  will  likely  come  down  to 
whose  losses  are  biggest. 

Given  the  $24  billion  in  writedowns 
from  Citi,  Merrill  Lynch,  and  UBS,  Wall 
Street's  nervous  eyes  are  now  fixed  on 
Bear  Stearns,  Lehman  Brothers,  Gold- 
man Sachs,  and  Morgan  Stanley,  all  of 
which  are  due  to  report  earnings  soon. 
The  firms  have  had  relatively  small 
subprime  writedowns  so  far,  but  there's 
a  growing  sense  that  more  are  com- 
ing—a worry  that  continues  to  weigh  on 
the  market. 

Bear  Stearns'  James  E.  Cayne  maybe 
the  most  vulnerable  CEO.  The  cigar- 
chomping  73 -year -old  has  come  under 
fire  for  his  distant  management  style 
while  two  Bear  hedge  funds  imploded 
this  summer.  Bear's  stock  has  fallen 
39%  this  year,  ranking  just  behind  Mer- 
rill as  Wall  Street's  worst. 

His  biggest  test,  though,  may  come 


RISKY  ASSETS 

Wall  Street  is  sitting  on  big  piles  of  securities  that  require 
a  lot  of  guesswork  to  price.  Those  so-called  Level  3  assets 
are  vulnerable  to  huge  markdowns. 


FIRM 

LEVEL  3  ASSETS 

WRITEDOWNS* 

Bear  Stearns 

$20  billion 

$700  million 

Goldman  Sachs 

$72  billion 

$1.5  billion 

Lehman  Brothers 

$35  billion 

$700  million 

Morgan  Stanley 

$88  billion 

$940  million 

Citigroup 

$135  billion 

$11  billion-$14  billion" 

Data:  Company  filings 

'Includes  mortgage-related  and  other  writedowns  in  the  past  fiscal  quarter 

"Also  includes  anticipated  writedowns  for  the  current  quarter 

next  month  when  Bear  reports  its  fourth- 
quarter  earnings.  The  firm's  pain  has 
been  limited  so  far,  with  just  $700  mil- 
lion in  writedowns.  Yet  during  the  hous- 
ing heyday,  Bear  churned  out  bilhons  in 
collateralized  debt  obligations  (CDOs), 
those  troublesome  subprime -linked 
securities.  David  A.  Hendler,  an  analyst 
with  research  shop 
CreditSights,  es- 
timates Bear  could 
take  a  $3. 2 billion 
hit  in  the  fourth 
quarter.  "It's  the 
most  vulnerable," 
says  Hendler. 

Bear's  biggest 
problem  may  be  its 
so-called  Level  3 
assets.  That  risky 
group  includes 
all  securities 
that  require  a  lot 
of  guesswork  to 
value— such  as 
mortgage  -  related 
debt  and  assorted 
corporate  loans. 


Those  hard-to-trade  assets  are  sus- 
ceptible to  markdowns —and  Bear  has 
$20  billion  worth.  Bear  has  offered  little 
hint  about  the  type  of  Level  3  assets  it 
holds,  but  analysts  think  the  bulk  are 
mortgage -related.  In  its  recent  confer- 
ence call,  Bear  said  it  had  $2.4  billion  in 
subprime  exposure. 

For  a  company  of  Bear's  size— its 
market  value  is  roughly  $15  billion,  vs. 
$165  billion  for  Citi  and  $45  billion  for 
Merrill — a  $  3  billion  -  plus  hit  would  be 
disastrous.  It  would  be  nearly  triple 
the  $ l .  l  billion  in  net  income  Bear 
generated  in  the  first  nine  months  of 
the  year.  And  it  would  likely  tarnish  its 
credit  rating,  signaling  to  lenders  that 
the  firm  has  a  thinner  cushion  against 
potential  losses.  That,  in  turn,  could 
make  it  harder  and  costlier  for  Bear  to 
borrow  the  money  it  needs  to  run  its 
day-to-day  operations. 

Bear  isn't  the  only  investment  bank 
facing  a  possible  reality  check.  Given 
30%  markdowns  on  some  CDOs  in  re- 
cent weeks,  there's  a  gnawing  worry  tha 
Goldman,  Morgan,  and  Lehman,  which 
were  also  big  players  in  those  types  of 
investments,  will  have  to  take  sizable 
writedowns  next  month.  Morgan  Stanle 
held  an  impromptu  teleconference  on 
Nov.  7  to  warn  that  CDO  and  subprime 
losses  so  far  this  quarter  would  reduce 
earnings  by  $2.5  billion.  CreditSights' 
Hendler  estimates  Lehman's  losses  coul 
approach  $4  billion  and  Goldman's  couli 
top  $5  billion.  A  Goldman  spokesman 
said  its  subprime  exposure  is  limited. 
Hendler  says  his  estimates  could  change 
if  the  firms  disclose  more  details. 

All  three  firms,  and  their  CEOs,  are  o: 
better  footing  than  Bear.  Lehman  earne 
$3.3  billion  in  the  first  nine  months  of 
2007,  and  its  market  value  is  almost 
three  times  Bear's.  Lehman  recently 
said  it  held  about  $6  billion  of  subprime 
securities,  or  less  than  20%  of  its  Level 
assets.  G61dman,  meanwhile,  is  a  Streel 
standout:  Its  shares  are  up  9%  this  year 
and  it  has  socked  away  $16  billion  for 
bonuses  and  other  compensation. 

That  doesn't  mean  their  stock  prices 
aren't  at  risk,  however.  Says  analyst 
Roger  Freeman  of  Lehman:  "Given  that 
all  the  credit  skeletons  are  probably 
not  out  of  the  closet  yet,  the  fear  of 
the  unknown  could  push  stocks  down 
further."  1 BW 1 
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TAKING  A  NERVOUS 
MARKET'S  PULSE 

The  Dow  has  both  soared  and  swooned  in  recent 
months.  So  what  are  the  go-to  metrics  telling  us? 


It's  perfectly  understandable  if  you're  rattled  by  the  almost  daily  triple-digit  swings 
in  the  Dow  Jones  industrial  average.  On  the  other  hand,  the  Dow  remains  in  positive 
territory  for  the  year,  up  6 .7% .  So  what 's  an  investor  to  make  of  the  nonstop 
turmoil?  To  get  a  better  handle  on  the  market,  you  need  to  look  at  the  numbers 
behind  the  numbers.  The  news  there  leans  toward  the  bearish. 


14,500 


Stocks  During  the  summer,  the  main  concern 
was  a  credit  crunch.  That's  still  a  worry,  but  now 
there  are  new  highs  in  oil,  new  lows  for  the  dollar, 
and  increased  odds  for  a  recession  next  year. 


THE  DOW  FELL 
864  POINTS,  OR  6%, 
IN  ONE  MONTH 


DOW  JONES  INDUSTRIAL  INDEX 
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Data:  Bloomberg  Financial  Markets 


Volatility  After  years 
of  relative  calm,  the 
CBOE  Volatility  Index 
spiked  in  August.  The 
index  measures  option 
traders'  expectations  of 
future  volatility.  That  the 
index  is  climbing  again 
is  not  a  good  sign. 
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Data:  Chicago  Board  Options  Exchange 


Breadth  The  advance- 
decline  line  is  a 
running  total  of  stocks 
advancing  minus  stocks 
declining.  Although 
the  market  beat  its  July 
highs  in  October,  the 
advance-decline  line 
wasn't  much  lower. 


30.000 


CUMULATIVE 
ADVANCE-DECLINE 

LINE  FOR  NYSE  STOCKS 


Data:  Bloomberg  Financial  Markets 


Trends  The  S&P  500 
closed  at  1,475.6  on 
Nov.  7,  slightly  below 
its  average  level  over 
the  last  200  days. 
When  the  index  is 
below  this  average,  it's 
generally  considered  a 
bearish  sign. 


STANDARD  i.  POOR'S  500 
STOCK  INDEX 
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Stock  Sectors  The 

S&P  500  is  off  2.2% 
for  the  past  six  months, 
but  there's  a  wide 
range  of  returns  within 
that.  Financials  are 
down  20.3%,  while 
energy  is  up  1 4.5%  and 
technology,  13.1%. 


S&P  500  INDUSTRY  GROUP  PERFORMANCE 
PERCENT  CHANGE  FROM  SIX  MONTHS  AGO 

ENERGY 

INFORMATION  TECHNOLOGY 

MATERIALS 

INDUSTRIALS 
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How  can  disease  be  detected 
before  it  strikes? 
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Siemens  answers: 

With  people  living  longer  than  ever  before,  the  importance  of  preventive 
healthcare  has  never  been  greater.  Early  detection  of  disease  ensures  the 
best  possible  treatment,  improves  quality  of  life  and  makes  care  more 
affordable.  That's  why  Siemens  is  investing  in  the  combination  of  state-of- 
the-art  laboratory  diagnosis  (in-vitro)  and  imaging  technologies  (in-vivo) 

Early  detection  and  prevention 

that  allows  the  detection  of  diseases  at  very  early  stages.  Molecular  medicine 
will  also  strongly  contribute  to  this  goal,  particularly  for  diseases  like  cancer 
or  Alzheimer's.  Equally  important  will  be  solutions  in  healthcare  IT  for 
clinical  workflow  and  knowledge-based  medicine  that  enable  more  specific 
therapy  for  patients  and  make  healthcare  systems  more  efficient.  Learn  more 
at  siemens.com/answers 


Answers  for  life. 
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MA  BELL,  THE  WEB'S 
NEW  GATEKEEPER? 

As  AT&T  weighs  technology  to  catch  pirated  content 
on  its  network,  privacy  advocates  get  the  chills 


By  Peter  Burrows 
About  a  month  ago,  Google  caused 
barely  a  ripple  when  it  unveiled  technol 
ogy  to  filter  out  copyright  violations  on 
its  YouTube  video  Web  site.  After  all, 
YouTube  had  been  under  constant  fire 
from  big  media  companies  for  hosting 
unauthorized  clips.  But  now  a  move 
by  AT&T  to  adopt  similar  technology 
across  its  entire  broadband  network  is 
raising  the  hackles  of  critics. 

The  phone  company  is  in  talks  with 
NBC  Universal  and  Walt  Disney  about 
embedding  a  "content-recognition" 
system  made  by  tiny  Vobile  Inc.  right 
into  AT&T's  Internet  transmission 


AT&T  and  Disney  have  invested  more 
than  $5  million  in  a  maker  of  a  filtering 
system.  NBC  Universal  may  join  them. 
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apparatus,  BusinessWeek  has  learned. 
The  technology  would  be  used  to  guard 
against  illegal  distribution  of  those 
companies'  shows  and  films. 

Critics  fear  that  by  assigning  a  phone 
carrier  a  gatekeeper  role  over  a  broad 
portion  of  the  Internet  -  some  experts 
say  half  of  U.  S.  Net  traffic  may  touch 
AT&T's  network— the  system  would 
threaten  users'  privacy,  freedom  of 
speech,  and  equal  access.  Up  to  now, 
most  of  the  talk  about  filtering  videos 
and  other  media  content  has  centered 
on  getting  individual  Web  sites,  such  as 
YouTube,  to  use  the  technology. 
Industry  sources  say  AT&T  and  Dis- 
ney have  put  more  than 
$5  million  into  Vobile, 
and  NBC  Universal 
is  expected  to  follow. 
AT&T  confirms  its  in- 
vestment, but  spokes- 
woman Claudia  Jones 


NEW 


says  the  company  has  "not  selected  or 
endorsed  any  specific  technology"  for  i 
anti-piracy  efforts.  She  didn't  confirm 
talks  with  either  Disney  or  NBC  Univer 
sal,  which  is  owned  by  General  Electric 
In  an  Oct.  19  interview,  CEO  Randall  L. 
Stephenson  said  AT&T  had  been  lookin 
at  some  startups  that  have  promising 
technology  and  was  talking  to  movie 
studios  and  other  content  producers. 
"We're  doing  a  lot  of  work  in  this  area," 
Stephenson  said.  "If  you  look  at  what's 
driving  massive  amounts  of  traffic  on 
our  network,  a  lot  of  it  is  illegal  content. 

Big  Hollywood  studios  and  TV  net- 
works would  welcome  such  a  system. 
It  could  create  a  kind  of  no-piracy  zone 
where  they  would  feel  assured  of  get- 
ting paid  for  the  use  of  their  films  and 
programs.  Media  executives  argue  that 
such  safeguards  would  free  them  to  offe 
more  of  their  best  stuff  online,  at  a  lowe 
price .  Consumers  would  have  a  virus  - 
free,  legal  means  to  get  clips.  Download 
times  may  be  faster,  since  fewer  unau- 
thorized files  would  hog  the  Net. 

In  an  age  when  a  piece  of  video— fron 
a  30-second  home  movie  to  a  $100  mil- 
lion, feature  -  length  film — can  be  zippec 
around  the  Net  with  a  couple  of  clicks  01 
a  computer  mouse,  content  creators  are 
demanding  assurances  their  handiwork 
won't  be  ripped  off.  Google  unveiled  its 
filtering  system  to  automatically  scout 
out  pirated  clips  on  YouTube  in  Octo- 
ber, seven  months  after  it  was  hit  with  a 
$1  billion  suit  from  Viacom.  Days  after 
that,  a  consortium  of  media  and  Interne 
companies,  including  Disney,  Microsoft 
News  Corp.,  and  NBC,  issued  guideline; 
for  how  sites  should  fight  piracy. 

'SERIOUS,  SERIOUS  STUFF' 

AT&T  said  in  June  it  would  work  with 
Hollywood  and  the  music  industry 
to  develop  filtering  technology  to 
prevent  copyright  infringement,  but 
many  industry  sources  thought  any 
real  progress  was  far  off.  News  of  more 
concrete  plans  is  eliciting  howls  of 
concerns  from  privacy  advocates,  who 
already  have  slammed  the  largest  U.S. 
phone  company  for  its  role  in  helping 
the  Bush  Administration  tap  citizens' 
phone  lines  for  information  on  ter- 
rorism. "They  better  be  very  careful," 
warns  Lee  Tien,  a  senior  staff  attorney 
with  the  Electronic  Frontier  Foundatior 


Siemens  answers: 


Finding  answers  to  climate  change  is  one  of  the  greatest  challenges  of  the 
21st  century.  How  can  we  ensure  that  the  growing  world  population  has  an 
environmentally  compatible  and  reliable  energy  supply?  Energy  efficiency 
plays  a  key  role.  That's  why  Siemens  is  developing  innovative  solutions  that 
help  conserve  resources,  save  energy  and  cut  costs.  Like  low-emission  power 

Efficient  energy  supply 

plants  that  are  setting  industry  standards  for  efficiency,  wind  turbines  for 
on-  and  offshore  applications,  fuel  cells,  clean  air  technologies,  flexible 
power  grids  and  reliable,  low-loss  transmission  systems.  Sustainable  and 
affordable  electricity  -  it's  good  for  the  environment  and  good  for  the  people 
who  depend  on  it  to  power  their  lives.  Learn  more  at  siemens.com/answers 


Answers  for  the  environment. 
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(EFF).  "This  is  serious,  serious  stuff, 
to  basically  invade  the  privacy  of  all  of 
your  subscribers." 

Then  there  are  questions  about 
freedom  of  speech.  What,  for  example, 
happens  when  a  movie  critic  or  political 
activist  uses  a  copyrighted  clip  in  the 
course  of  their  work?  "No  filter  is  smart 
enough  to  tell  if  a  person  is  engaging  in 
authorized,  legal,  or  fair  use"  of  the  clip, 
says  Gigi  B.  Sohn,  president  of  advocacy 
group  Public  Knowledge.  She  also  ques- 
tions the  effectiveness  of  the  system, 
pointing  out  that  video  pirates  have 
proven  remarkably  resourceful.  AT&T's 
approach  could  lead  professional  pirates 
to  encrypt  their  files.  Studio  executives 
insist  they're  only  interested  in  big- 
time  pirates  and  admit  they're  in  a  cat- 
and-mouse  game.  "None  of  us  is  under 
the  illusion  that  these  technologies  will 
be  100%  hack-proof,"  says  one. 

AT&T's  Jones  and  others  close  to 
the  companies  say  few  details  have 
been  nailed  down  for  how  the  initiative 
would  work  and  that  it  would  be  put 
into  commercial  use  no  sooner  than  late 
2008.  Sources  say  Stephenson,  Disney 
CEO  Robert  A.  Iger,  and  NBC  Universal 
President  and  CEO  Jeff  Zucker  have 
been  involved  in  discussions. 

The  general  idea  is  that  NBC  Uni- 
versal and  Disney  would  agree  to  let 
AT&T  maintain  a  database  of  some  of 


A  piracy  detection  system  could 
differentiate  AT&T  from  rivals  trying  to 
land  deals  with  media  companies 


their  movies,  shows,  and  other  content. 
Vobile's  technology  does  two  things:  It 
extracts  a  string  of  bits  from  each  digital 
file— what  it  calls  "video  DNA" -that 
serve  as  a  digital  ID  for  each  movie.  Data 
that's  streaming  over  AT&T's  network 
would  be  run  through  racks  of  Vobile 
servers,  which  would  look  for  matches. 
In  a  recent  test  of  such  systems,  held 
by  the  Motion  Picture  Association  of 
America,  Vobile  performed  better  than  a 
dozen  or  so  other  systems  when  it  came 
to  identifying  pirated  content. 

AT&T  has  been  testing  Vobile's  tech- 
nology since  early  spring.  But  besides 
the  laborious  job  of  tuning  it  to  operate 


inside  a  massive,  carefully  monitored 
network,  AT&T  is  also  working  on  a 
plan  for  how  to  present  the  program  to 
consumers.  One  possibility  is  to  focus 
at  first  on  using  the  technology  as  a  way 
to  filter  illegal  content, 
such  as  child  pornog- 
raphy. "This  could 
make  [the  technology] 
all  seem  a  lot  more  in- 
nocent," says  Forrester 
Research  analyst  James 
McQuivey. 
But  clearly,  the  filtering  system  also 
could  boost  AT&T's  business  by  dif- 
ferentiating it  from  the  scores  of  phone 
companies,  cable  providers,  and  Inter- 
net Service  Providers  that  are  out  trying 


"A  lot  of  it  is 
illegal,"  says  CEO 
Stephenson  of 
the  traffic  on 
AT&T's  network 


to  land  deals  with  media 
companies.  It  also  could 
free  up  billions  in  capital 
investments  and  make 
room  for  paid  content  by 
eliminating  pirated  files 
that  by  some  measures 
amount  to  half  of  overall 
Net  traffic. 

And  if  AT&T  can  per- 
suade consumers  to  let 
it  monitor  what  they're 
watching  through  so- 
called  opt-in  agree- 
ments, it  could  collect  far 
more  detailed  informa- 
tion on  their  likes  and 
dislikes.  Then  AT&T 
and  its  content  partners 
could  land  lucrative  deals 
with  advertisers  hungry 
for  such  data. 
AT&T  and  NBC 
Universal  also  could  offer  a  choice  to 
those  who  go  looking  for  a  pirated  TV 
show,  says  Ed  Lewis,  a  consultant  and 
general  partner  with  Relevant  C  Busi- 
ness Group:  download  it  for  $5,  get  a 
one-time  stream  for  $2,  or  watch  an 
ad -supported  version  on  an  NBC  Web 
site  for  50<f. 

The  reality  might  be  far  different,  of 
course.  While  AT&T  could  win  con- 
sumers by  striking  exclusive  content 
deals,  it  could  lose  others  who  don't 
want  Ma  Bell  acting  like  Big  Brother, 
says  Fred  von  Lohmann,  an  EFF  lawyer. 
He  cites  research  that  one  in  five  Inter- 
net users  engages  in  file -sharing,  and 
adds:  "Certainly,  you're  going  to  have  a 
lot  of  unhappy  customers."  ibwi 


WATCHING  THE  WEB 


AT&T  hopes  to  use  technology  to  keep  pirated  video  off  its 
network.  Critics  cite  several  concerns: 


PRIVACY 

AT&T  would  know  who  is 
watching  certain  movies 
and  other  video  content. 


NET  NEUTRALITY 

AT&T  could  give  its  part- 
ners speedier  delivery  or 
force  others  to  pay  more. 


FREEDOM  OF  SPEECH 

Technology  isn't  smart 
enough  to  spot  parody 
or  other  legal  uses  of 
copyrighted  materials. 
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How  can  you  manufacture  customized 
products  at  affordable  prices? 
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Siemens  answers: 

Customers  today  expect  customized  products  at  mass  market  prices.  To  remain 
competitive,  businesses  will  have  to  become  more  flexible,  productive  and 
customer-oriented  than  ever  before.  Siemens  offers  industries  innovative 
solutions  that  simulate  every  aspect  of  production,  from  product  design  to 
production  lines,  logistics  and  maintenance.  Intelligent  factories  combine 

The  intelligent  factory 

virtual  product  planning  with  factory  automation,  resulting  in  an  almost 
limitless  manufacturing  flexibility,  greater  cost  efficiency  and  a  shorter  time 
to  market.  Smarter  factories  mean  better  products  at  better  prices  for  everyone. 
Learn  more  at  siemens.com/answers 


Answers  for  industry. 
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SHOPLIFTERS  GET 
SMARTER 

They're  better  organized  and  unloading  hot  goods 
online.  Should  they  be  prosecuted  as  felons? 


By  Jessica  Silver-Greenberg 

The  inventory  of  Levi's  jeans  at  Mervyns 
stores  in  the  Los  Angeles  area  was 
mysteriously  shrinking  last  year,  and 
not  because  of  hot -rinse  cycles.  After 
setting  up  surveillance  cameras,  the 
retailer's  loss -prevention  department 
realized  why.  Organized  gangs  of  thieves 
were  swiping  the  pants  from  shelves, 
hustling  them  to  waiting  cars,  and 
whisking  them  to  a  couple  of  homes  in 
the  San  Fernando  Valley.  The  hot  jeans 
were  then  sold  in  L.A.'s  garment  district. 
In  the  end,  30  people  were  arrested  for 
what  Mervyns  estimates  was  more  than 
$1  million  in  losses. 

Shoplifting  has  gone  big-time. 
Groups  of  thieves  armed  with  store 
floorplans  and  foil -lined  bags  to  evade 
security  sensors  are  making  off  with  vast 
quantities  of  merchandise.  Selecting 
items  from  a  ringleader 's  list — elec  - 
tronics,  razor  blades,  and  baby  food  are 
among  favored  items — a  savvy  "booster" 
can  haul  off  $5,000  to  $10,000  of  goods 
in  a  single  day,  according  to  the  FBI. 

Such  theft  has  grown  steadily  in  re- 
cent years,  merchants  and  lawenforce- 
ment  officials  say.  "We  have  witnessed 
a  steady  increase  in  organized  retail 
crime,"  says  David  Hill,  a  Montgomery 
County  (Md.)  police  detective.  "These 
groups  operate  with  the  training  of  a 
paramilitary." 

In  response,  retailers  are  lobbying 
to  strengthen  laws,  which  they  say  are 
insufficient  to  combat  the  crime.  At  an 
Oct.  25  hearing,  NRF  members  urged 


Retailers  want  auction  sites  to  be  more 
alert— and  make  vendors  disclose  serial 
numbers,  for  instance,  of  goods  for  sale 


House  subcommittee  members  to  make 
organized  shoplifting  a  federal  felony. 

The  problem  has  also  created  a  rift 
between  brick  -  and  -  mortar  merchants 
and  online  auction  sites,  which  tra- 
ditional vendors  say  have  facilitated 
growth  of  the  crime.  "The  Internet  has 
allowed  a  wide  distribution  of  stolen 
products,  whereas  before,  the  fencing  of 
stolen  goods  was  limited  to  pawnshops 
and  local  areas,"  says  Brad  Brekke,  vice- 
president  for  asset  protection  at  Target. 
In  October,  2005,  the 
chain  uncovered  a  ring 
in  Houston  involv- 
ing five  people  who 
sold  stolen  Target 
merchandise  online. 
According  to  records 


from  the  criminal  investigation,  the  rin 
unloaded  $258,000  worth  of  goods,  in- 
cluding electric  razors,  cordless  phone; 
digital  cameras,  and  shower  heads. 
Crooks  make  more  selling  on  the  Web 
than  they  do  out  of  the  back  of  their 
cars,  notes  Maryland's  Hill. 

TOUGHER  MEASURES 

The  National  Retail  Federation  (NRF), 
whose  members  include  Target,  Wal- 
Mart,  and  Safeway,  has  been  meeting 
with  Representative 
Robert  C.Scott  (D- 
Va.)  to  discuss  ways 
to  clamp  down  on  e- 
fencing— for  example 
by  making  vendors 
disclose  serial  num- 
bers of  items  they  are 
selling.  Web  auction- 
eers object.  "We  see 
this  as  an  overreach  b; 
big,  established  retail 
ers,"  says  Hani  Durzy, 
spokesman  for  eBay. 
Online  issues  aside 
retailers  say  better 
laws  are  needed  to 
fight  the  problem. 
"Organized  retail 
crime  is  low-risk  and 
high -profit  "says 
Joseph  LaRocca, 
vice-president  for  los 
prevention  at  the  NRI 
One  of  the  group's  ob 
jectives  is  to  press  for 
stiffer  penalties.  Gan§ 
members  are  often  careful  to  steal  littl 
enough  in  a  single  strike  to  avoid  seri- 
ous charges  if  they  are  caught.  "At  any 
one  time,  these  individuals  won't  havt 
a  huge  amount  of  goods,  but  they  will 
be  making  thousands  of  trips.  So  if  the 
are  caught,  what  should  be  a  higher 
charge  is^bumped  down  to  a  petty 
larceny,  which  is  the  legal  equivalent  c 
a  traffic  ticket,"  says  L.A.  Police  Detec 
tive  Dan  Nee.  Local  law  enforcers  are 
also  handicapped  because  these  thievt 
often  operate  across  state  lines. 

Mervyns,  meantime,  reports  it  has 
ramped  up  its  efforts  to  thwart  the  ring 
Says  Mike  Kennan,  director  of  loss  pre- 
vention at  the  Hayward  (Calif.)-based 
chain:  "The  magnitude  of  these  thefts 
would  amaze  a  lot  of  people."  ibwi 
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CHINA'S  E-TAIL 
AWAKENING 


New  online-payment  systems  are  drawing  wary 
consumers  into  the  world  of  Web  commerce 


By  Bruce  Einhorn  and  Chi-Chu  Tschang 
Online  shopping  has  long  been  the 
laggard  of  the  Chinese  Web.  While  ad- 
driven  outfits  such  as  search  company 
Baidu.com  and  portal  Sohu  have  seen 
revenues — and  stock  prices — soar, 
China's  e  -  tailers  have  had  a  rougher 
time .  One  big  reason  is  credit  cards :  It 's 
tough  to  sell  online  in  a  country  where 
few  people  have  them,  and  those  who 
do  are  reluctant  to  use  them  for  fear  of 
fraud.  Consumers  who  actually  shop 
on  the  Web  typically  opt  for  a  solution 
that's  both  expensive  and  inconvenient 
for  merchants:  paying  cash  on  delivery. 
But  now,  business  for  China's  online 
retailers  is  picking  up.  Consumer  e- 
commerce  in  the  country  will  top  $1  bil- 
lion in  2007  and  grow  at  an  average  of 
34%  annually  over  the  next  three  years, 


according  to  the  Internet 
Society  of  China,  a  trade 
group.  While  few  Chinese 
pay  with  plastic,  e-tailers 
are  getting  a  big  boost  from 
dozens  of  online-pay- 
ment systems  offered  by 
banks  and  outfits  similar 
to  the  popular  U.S.  service 
PayPal.  Online  payments 
by  both  companies  and 
consumers  are  expected 
to  triple  over  the  next 
two  years,  to  $24  billion, 
market  watcher  iResearch 
says.  "There  has  been  a  lot 
of  progress,"  says  Hanhua 
Wang,  head  of  Ama- 
zon.corn's  operation  in 
China,  Joyo  Amazon. 
About  15%  of  Joyo's  sales 
are  now  paid  for  online, 
double  the  level  of  two 
years  ago. 
The  spectacular  initial 
public  offering  of  Alibaba.com  on  Nov. 
6— the  biggest  ever  for  a  Chinese  Net 
player— will  provide  a  further  lift.  The 
Hangzhou  company,  which  nearly  tri- 
pled in  value  on  its  Hong  Kong  debut, 
is  an  exchange  where  small  and  midsize 
businesses  buy  and 
sell  everything  from 
semiconductors  to 
shark  fins.  Its  parent 
company,  39%  owned 
by  Yahoo! ,  also  runs 
China's  top  consumer 
auction  site,  Taobao, 
and  is  likely  to  use 
some  of  the  $1.5  bil- 
lion it  raised  to  fund 
growth  there. 
A  key  part  of 
Taobao 's  success  has 
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been  AliPay,  the  country's  No.  1  online 
payment  service,  with  half  the  market. 
The  system,  free  when  used  for  purchas 
es  on  Taobao,  has  helped  increase  the 
confidence  of  many  online  shoppers.  It 
has  more  than  47  million  users,  and  ever 
day  it  processes  some  780,000  paymenl 
worth  a  total  of  $20  million.  "Only  wher 
the  buyer  gets  the  thing  can  the  seller  ge 
the  money,"  says  Shao  Jie,  a  25-year-old 
writer  in  Beijing  who  has  bought  "count 
less"  items  via  AliPay,  from  $4  boxes  of 
instant  noodles  to  a  $435  limited-editio: 
teddy  bear. 

AliPay  faces  plenty  of  challengers 
Joyo,  for  instance,  has  its  own  payment 
system  and  doesn't  allow  customers  to 
use  other  services.  Hong  Kong-listed 
Tencent,  China's  top  instant -messag- 
ing system,  also  has  a  payment  service, 
as  do  many  banks.  All  told,  China  has 
about  50  such  services,  says  Liu  Bin, 
an  analyst  with  Beijing  consulting  firm  j 
BDA.  One  thing  yet  to  take  off,  though, 
is  credit  cards.  Chinese  consumers,  say 
Liu,  remain  "afraid  of  online  fraud,  so 
they  don't  use  them." 

The  growth  in  payment  options  is 
setting  the  stage  for  new  Net  busi- 
nesses. Soleil  China,  a  Guangzhou- 
based  exporter  of  pet  toys  and  other 
accessories  such  as  leashes  and  collar: 
once  shied  away  from  e -commerce  in 
its  home  market  because  of  the  diffi- 
culty in  getting  paid.  But  with  the  nev 
systems,  the  company  is  starting  a  We 
store  targeting  Chinese  consumers. 
Online  payments  are  "a  very  good  op- 
portunity for  us,"  says  general  manage 
Kate  Feng. 

Still,  most  e-tailers  aren't  about  to 
give  up  on  lower -tech  payment  meth- 
ods. Joyo,  for  instance,  has  expanded  il 
COD  service  to  345  cities,  up  from  just|J 
55  two  years  ago.  COI 
is  hardly  ideal:  Worke 
must  learn  to  recogni 
counterfeit  bills,  and 
it's  risky  to  send  de- 
livery people  into  the 
streets  carrying  wads 
of  cash.  Nonetheless 
the  company  feels  it 
has  little  choice.  "We 
want  people  to  pay  01 
line,"  says  CEO  Wang 
"but  the  customer  he 
certain  habits."  ibwi 
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ECONOMY  ON 


By  Peter  Coy 

Illustrations  by 
Christoph  Neimann 


Will  the  U.S.  succumb  to  a  debt  crisis  brought  on  by  years  of 
profligate  lending— or  keep  growing?  Here  are  some  markers 
to  mind  in  figuring  out  where  we're  headed 


No,  it's  not  just  you— the  U.S.  economy  really  is  bewildering. 
The  government  says  gross  domestic  product  expanded  at  an 
annual  rate  of  nearly  4%  in  the  third  quarter,  the  fastest  pace 
in  a  year  and  a  half.  The  stock  market  is  still  up  by  4%  for  this 
year,  despite  a  sharp  3%  drop  on  Nov.  7.  On  the  other  hand, 
growth  in  consumer  borrowing  slowed  unexpectedly  in  Sep- 
tember. Some  economists  argue  that  the  U.S.  is  teetering  on 
the  brink  of  a  recession,  if  it  isn't  in  one  already. 

Oil  has  exploded  to  nearly  $100  a  barrel  (page  50),  gold  is 
near  an  all-time  high,  and  the  cost  of  food  is  soaring.  It  seems 
like  high  prices  are  breaking  out  all  over,  right?  Yet  the  core 
rate  of  inflation  is  less  than  2%  a  year,  according  to  one  widely 
followed  measure.  Confusion  reigns  right  on  up  to  the  Fed- 
eral Reserve,  whose  interest  ratesetters  are  openly  disagreeing 
about  whether  more  cuts  are  needed. 

Step  back  a  little,  though,  and  the  situation  becomes  clear- 
er. What  we're  observing,  in  all  its  bizarreness,  is  the  ancient 
paradox  of  what  happens  when  an  irresistible  force  meets  an 
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immovable  object .  The  irresistible  force  in  this  case  is  the  U.  S. 
economy,  which  has  managed  to  expand  through  all  kinds  of 
adversity  for  more  than  15  years,  aside  from  one  brief  recession 
in  2001.  The  immovable  object  is  a  wall  of  debt  that  accumu- 
lated during  several  years  of  profligate  lending  and  now  can't 
be  paid  back.  The  risk  has  increased  for  a  generalized  credit 
crunch  that  puts  both  borrower^  and  lenders  in  dire  straits. 

So,  either  the  U.S.  economy  will  overcome  the  debt  crisis 
and  keep  growing,  or  it  won't.  It's  that  simple— and  that  im- 
portant ,  with  millions  of  indebted  homeowners  struggling  to 
stay  above  water,  the  stock  market  seesawing  uncertainly,  and 
just  a  year  to  go  before  the  next  President  is  elected. 

THE  BIG  PICTURE 

You  can't  know  for  sure  how  all  of  this  will  turn  out ,  of  course . 
But  by  focusing  on  the  big  picture  rather  than  the  minutiae, 
you  can  at  least  know  the  key  questions  to  ask  and  the  cru- 
cial indicators  meriting  your  attention  (table,  page  48).  These 
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range  from  widely  followed  measures  like  the  rate  of  home 
sales  and  the  monthly  survey  of  household  jobholding  to  ob  - 
scure  ones  like  the  risk  premium  on  loans  between  banks. 

What  makes  the  economy  even  more  unpredictable  than 
usual  is  that  the  main  threat  to  growth,  a  credit  crunch, 
emanates  from  deep  within  the  financial  system.  That's  not 
something  economists  understand  well,  especially  given  the 
complexity  of  today's  high-powered  and  globally  intercon- 
nected financial  markets. 

The  closest  analogy  is  the  credit  crunch  in  the  early  1990s, 
when  bad  commercial  real  estate  loans  damaged  the  banking 
system.  Lending  to  businesses  virtually  stopped,  and  Citicorp 
nearly  went  bust.  At  the  time,  economists  disagreed  about 
how  badly  the  bank  problems  would  hurt  the  U.S.  In  fact, 
such  worries  played  a  role  in  the  1992  Presidential  election, 
when  Bill  Clinton's  campaign  made  famous  the  slogan:  "It's 
the  economy,  stupid."  But  after  government  statisticians  fin- 
ished revising  their  data  years  later,  the  growth  rate  at  the  time 
of  the  1992  vote  actually  turned  out  to  be  well  above  4%. 

So  which  will  it  be  this  time — strong  growth  or  a  plunge  off 
the  edge?  The  first  place  to  look  is  the  housing  market,  where 
the  lending  excesses  were  most  extreme.  Don't  focus  on  fall- 
ing home  prices.  Instead,  watch  for  whether  the  pace  of  sales 
picks  up  in  response  to  price  declines.  It's  good  news  for  the 
economy  if  more  houses  get  sold.  Sales  of  new  homes  mean 
more  work  for  carpenters  and  plumbers.  Even  sales  of  existing 
homes  generate  jobs  for  real  estate  agents,  closing  attorneys, 
furniture  salespeople,  and  others.  It's  bad  news  if  prices  and 
sales  fall  in  tandem  because  it  could  mean  potential  buyers  are 
fearful  of  even  bigger  price  declines.  In  fact ,  that's  exactly  what 
seems  to  be  happening.  The  September  sales  pace  for  exist- 
ing homes  was  down  19%  from  a  year  earlier,  even  though  the 
median  price  was  off  4%.  Goldman,  Sachs  &  Co.  economists 
said  on  Nov.  7  that  California,  the  epicenter  of  the  subprime 
earthquake,  "seems  to  be  sliding  into  recession,"  and  Florida 
and  Nevada  are  probably  already  in  one. 

A  BOOST  FROM  ABROAD 

Bad  as  it  is,  the  outright  depression  in  housing  can't  kill  the 
economy  as  long  as  job  growth  is  healthy.  That's  the  second 
thing  to  watch,  and  so  far,  so  good.  The  U.S.  added  a  respect  - 
able  166,000  payroll  jobs  in  October,  according  to  the  Labor 
Dept.'s  preliminary  estimate.  The  engine  of  growth  is  the 
service  sector,  including  health  care  and  social  services.  The 
weak  dollar  is  helping  export -related  jobs.  The  tech  sector 
is  strong,  too,  buoyed  by  good  global  economic  growth.  And 
on  Nov.  7,  the  government  reported  a  surprisingly  strong 
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How  to  tell  whether 
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won't— drag  down 
the  U.S.  economy 
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The  service  economy  is 
still  generating  jobs... 


PRIVATE  SERVICE-SECTOR 
EMPLOYMENT* 


...and  real  wages 
are  growing... 


4.9%  annualized  growth 
in  workers'  output  per 
hour — meaning  employers 
can  afford  to  raise  wages 
without  causing  inflation. 

Watch  out,  though,  for 
hidden  weakness.  While 
employers  reported  more 
jobs  in  October,  a  sepa- 
rate government  survey 
of  households  showed  a 
250,000  decline  in  the 
number  of  people  who 
said  they  had  jobs.  Some 
economists  argue  the 
household  survey  is  more 
accurate  at  economic 
turning  points  such  as  this. 
Pointing  to  that  survey 
and  other  data,  economic 
consultant  Jack  W.  Lavery 
contends  the  U.S.  has  en- 
tered a  recession  that  will 
continue  "through  at  least 
the  first  half  of  2008." 

Optimists  say  debt 
problems  are  simply  too 
small  of  an  iceberg  to  sink 
a  ship  as  mighty  as  the 
$14  trillion  U.S.  econo- 
my. Lincoln  F.  Anderson, 
chief  investment  officer 
and  chief  economist  for 
LPL  Financial  Services  in 

Boston,  argues  that  even  if  default  rates  on  subprime  mort- 
gages are  sky-high,  losses  would  amount  to  less  than  1%  ol 
outstanding  debt .  But  pessimists  respond  that  if  lenders  were 
reckless  in  subprime,  it  stands  to  reason  that  they  were  at 
least  somewhat  careless  in  other  kinds  of  lending.  "We  had  i 
period  of  over -easy  financing  that  will  show  up  across-the- 
board,"  says  Avinash  Persaud,  chairman  of  London-based  ad- 
viser Intelligence  Capital.  Adds  Persaud:  "I  don't  think  we've 
really  seen  the  full  scale  of  the  problem  yet ."  To  see  if  Persaud  is 
right,  keep  an  eye  out  for  sharply  rising  default  rates  on  prime 
mortgage  loans,  auto  loans,  credit  cards,  and  corporate  debt. 

With  a  generalized  credit  crunch  threatening,  it's  sudden- 
ly essential  to  search  for  signs  of  it  in  such  arcana  as  interesl 
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•ALL  CIVILIAN  WORKERS 


Data:  Bureau  of  Labor  Statistics 


If  the  unemployment 
rate,  now  4.7%,  stays 
under  5%,  consumer 
spending  should  stay 
solid  despite  housing  woes.  Look 
out,  though,  if  employers  slow 
their  hiring  and  the  jobless  rate 
jumps. 


INFLATION 

0A  rise  in  inflation 
would  prevent  the 
Federal  Reserve 
from  making  further 
rate  cuts.  The  only  thing  the 
Fed  would  hate  more  than  a 
recession  is  high  inflation.  Good 
news-  Unit  labor  costs  fell  in  the 
third  quarter. 


CONSUMER  SPENDING 

Holiday  shopping  \  * 
%  ■  be  a  vital  indicat< !  A 
consumers'  stayi  i  g 
power.  Big  retaik 
already  seem  concerned:  W  h 
Mart  and  J.C.  Penney  began 
seasonal  discounting  at  th  - 
start  of  November,  three  wei ! "" 
earlier  than  usual. 
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rate  spreads  between  risky 
and  less  risky  securities. 
Trouble  broke  out  in  mid- 
August  when  investment 
banks  began  to  report  loss  - 
es  on  mortgage-backed 
securities.  The  markets 
appeared  to  be  healing  in 
September  and  most  of  Oc  - 
tober,  but  they've  abruptly 
worsened  since. 

Market  insiders  are 
alarmed  by  evidence  that 
banks  don't  trust  each 
other.  The  London  inter- 
bank offered  rate  (Libor) 
for  dollars,  which  is  for 
short-term  loans  be- 
tween big,  healthy  banks, 
usually  perks  along  at 
less  than  one-tenth  of  a 
percent  above  the  risk- 
free  interest  rate.  But  the 
gap  widened  abruptly  to 
seven -tenths  of  a  percent 
in  mid -August  and,  after 
briefly  narrowing,  stands 
at  around  six- tenths,  ac- 
cording to  broker  Tullett 
Prebon.  Says  Lena  Komi- 
leva,  Tullett  Prebon's  G7 
market  economist:  "The 
crisis  never  went  away.  It 
just  got  concealed." 
What's  so  scary  about  a  credit  crunch  is  that  ev- 
yone  — from  banks  to  corporations  to  households- 
trenches  simultaneously,  and  an  excess  of  caution  kills 
owth.  That  hasn't  happened  yet ,  but  there  are  hints  we  could 
)  near  a  tipping  point.  The  Federal  Reserve  reported  on  Nov. 
hat  banks  said  they  tightened  lending  standards  in  October, 
id  equally  unsettling,  demand  for  loans  from  both  business 
id  consumers  has  decreased.  Chief  financial  officers'  gloom- 
ess  is  the  worst  since  surveying  began  during  the  20  01  reces  - 
an,  according  to  Duke  University's  Fuqua  School  of  Business 
id  CFO  magazine.  Pessimists  outnumbered  optimists  by 
>out  4  to  1  in  September.  And  consumer  spending,  the  long- 
Tie  engine  of  U.  S.  economic  growth,  might  be  flattening.  The 
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Conference  Board's  index  of  consumer  confidence  dropped 
sharply  from  nearly  112  in  July  to  less  than  96  in  October. 

The  holiday  selling  season  will  provide  crucial  information 
on  whether  the  economy  has  left  shoppers  feeling  merry  or 
harried.  Several  major  retailers,  who  are  among  the  first  to 
detect  changes  in  the  consumer  mood,  began  their  holiday 
discounting  in  early  November  this  year,  about  three  weeks 
ahead  of  normal,  according  to  Stevan  Buxbaum,  executive 
vice-president  of  Buxbaum  Group,  an  Agoura  Hills  (Calif.) 
investor  and  consultant.  Wal-Mart  kicked  off  its  Black  Fri- 
day pricing  on  Nov.  2  with  Fisher-Price  NASCAR  Ride-On 
cars  for  $144.72,  vs.  $239.99  at  KB  Toys.  That  kind  of  pric- 
ing smacks  of  desperation  to  some  analysts.  "I  expect  a  really 
tough  Christmas,"  says  William  B.  Greiner,  chief  investment 
officer  of  UMB  Asset  Management  in  Kansas  City,  Mo. 

A  NERVOUS  NOVEMBER 

So  far,  the  subprime  mess  is  more  of  a  human  tragedy  than  a 
stopper  for  the  economy.  It's  being  felt  most  by  the  lower  mid  - 
die  class,  which  isn't  the  driving  force  in  economic  growth. 
The  bottom  40%  of  the  population  by  income  accounts  for 
just  21%  of  consumer  expenditures.  Julia  L.  Coronado,  a  se- 
nior U.S.  economist  at  Barclays  Capital,  says  that  in  terms  of 
spending  power,  and  taking  into  account  stock  market  gains, 
"Consumers  haven't  lost  any  wealth  at  all.  In  fact,  consumers 
are  better  off  than  they  were  a  year  ago." 

The  stock  market  is  the  economy's  best-known  weather 
vane,  but  it's  probably  the  hardest  to  interpret.  So  far  this 
year,  stock  prices  have  trended  higher,  signaling  that  inves- 
tors expect  corporate  profits  to  keep  rising.  Lately,  though, 
Wall  Street  is  getting  edgy.  The  Dow  Jones  industrial  average 
shed  362  points  on  Nov.  1  and  the  same  on  Nov.  7.  Falling  stock 
prices  can  darken  the  economic  outlook  by  making  investors 
feel  poorer  and  less  willing  to  spend. 

With  major  firms  such  as  Citigroup  and  Merrill  Lynch 
seemingly  unable  to  assess  the  depths  of  their  own  troubles, 
the  possibility  of  the  economy  slamming  into  a  brick  wall 
is  palpable.  The  U.S.  economy  is  one  heck  of  an  irresistible 
force,  but  the  credit  crunch  is  slowly  sapping  its  strength. 
Clearly,  the  risk  of  recession  is  growing.  1  bw  i 
-  With  Nanette  Byrnes  in  Chapel  Hill,N.C,  Dawn  Kopecki  in 
Washington,  and  Mara  Der  Hovanesian  in  New  York 

BUSINESSWEEK.TV        I    For  more  on  what's  making  investors  nervous, 
watch  our  weekly  show,  Bus/nessWee/c  TV.  To 
see  video  clips  or  find  your  local  station  and  airtime  by  zip  code,  go  to 
businessweektv.com. 
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!TI  Economic  growth 
mM  could  suffer  if  banks 
Jgi  cut  back  on  fresh 
Hi  lending  to  small  and 
i  firms  with  less  than  per- 
;dit.  On  Nov.  5,  the  Fed 
id  that  banks  tightened 
ercial  fending  standards 
)ber. 


HOUSING 


Watch  for  the  impact 
of  falling  housing 


I  prices.  It's  a  good 


*  I  sign  if  lower  prices 

begin  to  attract  bargain-hunters. 
It's  a  bad  sign  if  they  incite  panic 
and  cause  even  more  homes  to 
be  put  on  the  market. 


CREDIT  CRUNCH 

Banks  don't  trust 
other  banks.  So  the 
interest  rates  they 
charge  each  other 
are  stubbornly  high  despite 
Federal  Reserve  rate  cuts.  The 
longer  this  goes  on,  the  more 
financial  firms  will  be  threatened. 


WALL  STREET 

A  big  drop  in 
the  stock  market 

preceded  the  2001 
recession  by  a  year. 

There's  no  such  plunge  this  time. 

Although  down  since  October, 

the  Standard  &  Poor's  500-stock 

index  is  still  up  5%  from 

its  August  low. 
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IS  $100  OIL  AS  LETHAL 
AS  IT  LOOKS? 

Not  by  itself.  But  combined  with  the  housing  bust,  maybe  so 


By  Peter  Coy 

At  around  $96  a  barrel,  oil 
is  on  the  verge  ot  smashing 
through  two  psychological 
barriers:  the  first-ever  triple- 
digit  price  and  the  highest 
price  ever  in  inflation-adjusted 
terms.  (The  previous  inflation- 
adjusted  high,  in  1980,  was 
right  around  $  1 00  in  today's 
dollars,  depending  on  who's 
calculating.) 

So  far,  soaring  prices  have 
done  little  damage  to  U.S. 
economic  growth.  The  big 
question  is  whether  the  good 
luck  will  hold— and  consumer 
spending  is  the  key.  Higher 
prices  at  the  pump  rob  con- 
sumers of  money  they  would 
ordinarily  spend  on  restaurant  meals 
and  flat-screen  TVs.  To  date,  though, 
Americans  have  continued  to  shop.  Even 
after  adjusting  for  inflation  in  the  price 
of  gasoline  and  other  items,  personal 
consumption  expenditures  have  kept 
marching  upward,  rising  0.3%  in  July, 
0.6%  in  August,  and  0.1  %  in  Septem- 
ber. "There  is  little  evidence"  so  far  of 
the  expected  hit  to  inflation-adjusted 
consumer  spending  from  higher  pump 
prices,  according  to  Action  Economics, 
a  research  firm  in  Boulder,  Colo. 

Economists  are  more  worried  about 
housing's  downturn  than  oil's  upturn, 
and  for  good  reason.  According  to  the 
Federal  Reserve,  the  U.S.  has  roughly 
$20  trillion  in  residential  real  estate 
wealth.  A  10%  price  decline,  which 
many  economists  consider  plausible, 
would  reduce  Americans'  wealth  by  $2 
trillion,  traumatizing  the  financial  system. 
It's  not  a  perfect  comparison,  but  a  50$ 
increase  in  the  price  of  a  gallon  of  gaso- 
line would  cost  the  economy  less  than  a 


tenth  as  much,  about  $75  billion  a  year. 

One  reason  oil  prices  may  matter 
less  is  that  the  U.S.  is  not  as  dependent 
on  oil  as  it  was  in  the  1970s.  According 
to  Energy  Dept.  data,  the  amount  of  oil 
and  natural  gas  required  to  produce  the 
same  amount  of  goods  and  services  has 
declined  58%  since  1973. 

What's  more,  central  bankers  have  a 
better  handle  on  inflation  now  than  they 
did  during  the  1970s.  Back  then,  the 


OIL'S  RISE 
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Fed  printed  money  so  consum- 
ers would  be  able  to  afford 
costlier  fuel.  But  that  caused 
inflation,  which  was  snuffed 
out  only  through  a  long  and 
punishing  recession  in  1981- 
82.  Since  then,  the  central 
bank  has  managed  to  convince 
the  public  that  it  has  inflation 
under  control,  so  even  if  it  does 
loosen  up  the  money  supply  a 
little  bit  more  to  accommodate 
costlier  oil,  doing  so  doesn't 
begin  an  upward  spiral  of  infla- 
tionary expectations. 

In  addition,  drivers  haven't 
felt  the  full  brunt  of  oil's  latest 
rise  because  pump  prices  have 
risen  much  less  than  the  price 
of  crude  oil.  Refiners  have 
swallowed  the  difference  in 
narrower  profit  margins.  At  a 
national  average  of  $3.01  a 
gallon  for  regular  as  of  Nov.  5, 
gasoline  is  still  cheaper  than 
this  past  Memorial  Day,  when 
it  hit  $3.21 ,  even  though  crude 
prices  have  risen  more  than 
$20  a  barrel  since  then. 
When  would  gasoline  prices 
finally  begin  to  pinch?  Drivers  surveyed 
by  America's  Research  Group  put  the 
pain  threshold  around  $3.50  a  gallon, 
according  to  C.  Britt  Beemer,  chairman 
of  the  Charleston  (S.C.)-based  con- 
sumer research  firm.  But  people 
have  said  such  things  before,  only  to 
keep  right  on  pumping  as  prices  have 
crossed  one  threshold  after  another. 

Then  again,  this  time  might  be  differ- 
ent. "I  think  we're  in  totally  new  territory," 
says  Todd  Hale,  a  senior  vice-president 
for  market  researcher  Nielsen.  Sky-high 
oil  could  prove  too  much  to  bear  at  a 
time  when  housing  is  sinking.  Weeks 
ago,  when  oil  rose  to  the  mid-$80s  per 
barrel,  Standard  &  Poor's  economists 
estimated  that  if  prices  stayed  at  that 
level  through  2008,  oil  and  the  housing 
slump  combined  could  squeeze  growth 
next  year  to  as  low  as  1 .5%,  vs.  3.9%  in 
this  year's  third  quarter.  A  price  of  close 
to  $100  would  obviously  hurt  even  more. 
-With  Nanette  Byrnes  in 
Chapel  Hill,  N.C. 
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But  I  won't  be  getting  it  soon.  While  the  technology  is 
mostly  in  place,  the  players— from  cable  companies  to 
film  studios— can't  agree  on  how  to  make  it  happen 


It  all  started  when  my  TiVo  let  me  down.  For 
years  this  little  device  has  been  like  an  old 
friend.  It  sat  next  to  my  big  -  screen  TV  to  record 
shows  and  movies  when  I  wanted,  without  a  lot 
of  questions,  and  with  no  judgments  on  what  I 
wanted  to  see.  But  on  a  lazy  late  summer  day,  I 
came  to  view  TiVo  in  a  whole  new  light. 

There's  a  collision,  you  see,  between  the 
boob  tube  and  the  Internet.  TV  is  all  about 
instant  gratification.  The  Net  is  about  me 
having  control.  Put  the  two  together,  and 


the  result  should  be  personalized  TV,  or  iTV, 
which  lets  me  watch  what  I  want ,  when  I  want 
it.  That  sounds  a  lot  like  TiVo.  The  record- 
ers, which  the  company  claims  deliver  "tele- 
vision your  way,"  also  allow  you  to  connect 
to  the  Net  and  do  things  like  check  freeway 
traffic  before  your  daily  commute,  buy  movie 
tickets  from  your  couch,  and  listen  to  Web 
radio,  all  on  your  TV.  In  July,  TiVo  even  be- 
came the  first  device  that  lets  you  search  eas  - 
ily  for  programs  from  cable  outfits  along  with 
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movies  and  other  content  delivered  off  the  Web  from  Ama- 
zon's Unbox  video  service. 

So  when  my  editors  asked  me  to  explain  how  TV  and  the 
Internet  were  intersecting,  my  first  thought  was  to  grab  Ti- 
Vo's  peanut -shaped  remote  control.  I  had  a  hankering  to  see 
1949's  White  Heat,  the  Jimmy  Cagney  flick  where  he  plays 
gangster  Cody  Jarrett.  Cornered  by  cops  on  top  of  a  burning 
oil  tank,  he  laughs  maniacally  and  shouts:  "Made  it,  Ma!  Top 
of  the  world! "  just  before  being  obliterated.  Calling  up  a  neat 
bit  of  TiVo  search  software,  I  typed  in  the  movie's  name. 

No  luck.  It  offered  me  White  Men  Can't  Jump  on  cable,  or 
Single  White  Female  off  the  Web.  I  tried  typing  in  "gangster" 
to  let  TiVo  troll  program  descriptions  that  might  fit.  There 
was  the  Gangsta  Girls  documentary  or  1944's  Gangsters  of 
the  Frontier  to  rent  at  Amazon .  No. . .  White . . .  Heat. 

IN  SEARCH  OF  TV  NIRVANA 

Experiences  like  this  just  make  it  painfully  clear  how  far  we 
still  are  from  having  truly  personal  TV.  All  the  technology 
to  do  this  is  basically  in  place:  fast  broadband  connections, 
personal  media  recorders,  instant  Web-searching  software, 
high -definition  sets.  So  why  can't  I  press  abutton  or  two  and 
see  whether  the  tribe  has  spoken,  root  for  the  next  top  chef, 
pull  up  a  YouTube  clip  of  Ellen  DeGeneres  breaking  down  in 
tears  over  a  dog — or  even  watch  C  agney  rise  from  small  -  time 
hood  to  the  top  of  the  world?  I  want  to  listen  to  music,  have  a 
box  pop  up  on  my  screen  telling  me  who's  phoning  my  home, 


or  watch  a  vacation -themed  slide  show  before  forwarding  it 
on  to  bore  my  friends  on  Facebook— all  while  sitting  in  front 
of  the  set  in  my  living  room.  No  one  has  yet  put  this  wish  list 
together  in  one  nice,  easy-to-use  package. 

To  find  out  why  so  many  have  tried  and  failed  to  deliver  my 
TV  nirvana,  I  got  up  off  the  couch  and  hit  the  road  to  talk  to 
technology  wizards  and  top  industry  executives.  I  discovered 
that  Hollywood,  cable,  satellite,  phone,  and  consumer-elec- 
tronics companies  are  all  screaming  "Go!  Go!  Go! "  as  they  lay 
out  ambitious  plans  to  conquer  the  market. 

But  what's  holding  up  the  transition  from  network  TV  to 
networked  TV  is  that  any  company  with  a  little  piece  of  con- 
trol in  the  way  things  work  today  is 
unwilling  to  jeopardize  its  power  and 
^B  ^m  revenues  until  it  becomes  clear  how 

l^ft  /  ^e  new  m0(^e^  w*u  Pay-  Every  time 

^J^Y  \\  y°u  near  about  some  product  that 

sounds  great  but  just  has  one  strange 
limitation,  follow  the  money  to  un- 
derstand why.  Hollywood  worries 
digital  downloads  could  lead  con- 
sumers to  stop  buying  $24  billion  of  I 
DVDs  annually,  and  broadcasters  are^ 
nervous  about  the  fate  of  the  $185  bil- 
lion-per -year  TV  advertising  kitty. 
So  studios  and  networks  alike  limit 
how  long  programs  are  available  on 


Share  of  U.S. 
households  that 
watch  full  TV 
broadcasts  online, 
double  from  a 
year  ago. 

Data:  Conference  Board- 
TNS;  third-quarter  2007 
survey  of  10,000  homes 


To  easily  mobilize  your  global  workforce,  press  here. 


EVERY  TIME  YOU  HEAR  ABOUT  SOME  PRODUCT  THAT 
SEEMS  GREAT  BUT  HAS  SOME  STRANGE  LIMITATION, 


FOLLOW  THE  MONEY  TO  UNDERSTAND  WHY 


Web  sites  or  restrict  the  shows  that  play  on  various  devices. 

Cable  and  satellite  providers  worry  that  they  will  lose  cus  - 
:omer  loyalty  to  the  Web,  so  they  impose  tight  controls  on 
what  content  you  see  and  have  moved  painfully  slowly  to 
jffer  advanced  TV  services.  The  people  who  make  electron - 
cs  gear  fret  that  if  they  don't  lock  up  agreements  for  exclusive 
nusic  or  videos,  consumers  won't  pay  top  price.  "You've  got 
ievice  manufacturers,  content  providers,  service  providers, 
letworks,  software  makers,  security  providers  all  trying  to 
sort  out  how  big  their  piece  of  the  pie  should  be,"  says  former 
Comcast  executive  Kip  Compton.  He  is  now  senior  direc- 
:or  and  general  manager  of  video  and  content  networking  at 
Cisco  Systems,  which  is  trying  to  merge  TV  and  the  Web. 

Granted,  I'm  far  more  obsessed  with  this  topic  than  the  av- 
erage couch  potato.  I '  ve  been  testing  electronics  gear  for  nearly 
10  years  and  have  enough  boxes  and  wires  in  my  place  to  open 
i  store.  Comcast  cables  connect  one  room,  Dish  Network's 
wires  snake  through  another,  and  DirecTV's  are  in  two  more, 
rhere  are  six  digital  videorecorders,  four  stereo  receivers,  an 
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HD  DVD  player,  a  Blu-ray  player,  a  half- 
dozen  PCs  and  just  as  many  Macs.  So 
many  high -definition  TVs  arrive  during 
the  peak  holiday  testing  period  that  at 
one  point  a  few  years  ago  I  had  to  shove 
one  under  abed. 

Most  regular  people  still  haven't 
viewed  their  first  TV  clip  on  a  computer 
screen.  But  a  survey  by  the  Conference  Board -TNS  shows  that 
16%  of  American  households  with  Web  access  now  watch  full 
TV  broadcasts  online ,  double  the  number  from  a  year  ago.  And 
visitors  to  parts  of  Europe  and  Asia  can  see  how  far  behind 
we  are  in  personalizing  our  TV  experience.  Speedy,  reliable 
broadband  access  in  those  regions  can  deliver  richer  video  ser- 
vice, and  because  providers  face  real  competition,  they  have 
to  add  Webby  services  to  television  as  a  selling  point.  Today, 
some  60%  of  all  households  in  Hong  Kong  watch  program- 
ming delivered  over  the  Internet  to  the  TV,  says  researcher 
Parks  Associates.  From  a  hotel  in  Seoul,  I  can  click  to  do  my 
banking  on  TV.  A  couple  of  friends  I  know  live  on  the  frozen 
tundra  of  Canada;  even  there,  I  can  play  games  or  get  onscreen 
score  alerts  of  favorite  sports  teams. 

The  electronics  industry  has  churned  out  dozens  of  clever 
workarounds  to  bridge  the  Web -TV  divide:  A  device  called 
Slingbox  lets  you  take  recorded  or  live  TV  shows  off  a  box  at 
home  and  "sling"  them  miles  away  on  a  laptop,  smartphone, 
or  other  mobile  devices.  Apple  TV  indirectly  feeds  (we'll  come 


057 


Efficiency 


It's  a  Palm  thing. 


palml 


Bring  maximum  productiv  :,  to yc 

''on  on  your  part  Pain"    Tree     75C      '-  - 
ice  from  AT&T  with  Windows  Mot   es£ 

Picfc  one  up  today  for  only  $199f  Learn  m< 

atwww.palm.com/productiv:.  36-PALf/ 


*■ 


r'g  Mobile 


IN  DEPTH 


058 


back  to  this)  a  show  you  bought  on  the  iTunes  Web  store  into 
your  TV.  Kids  are  rigging  their  Xbox  video  game  consoles  to  do 
a  similar  trick.  Or,  you  can  schlep  the  shows  by  hand  with  Take  - 
TV,  a  pocket-sized  memory  stick  from  SanDisk. 

Each  of  these  solves  one  or  two  pieces  of  the  puzzle,  while 
never  quite  completing  the  picture.  It's  like  we're  at  that  junc- 
tion in  the  early  20th  century  when  you  had  your  pick  of  elec  - 
trie,  steam,  or  gasoline -powered  cars,  and  the  steering  wheel 
might  be  on  the  right  or  left  side. 

PATRON  SAINT  OF  GEARHEADS 

The  first  stop  on  my  journey  was  just  a  short  drive  down  the 
road  from  my  San  Francisco  home  to  the  offices  of  SRI  Inter- 
national, the  former  Stanford  University  tech  shop  that  helped 
create  the  precursor  to  Wi-Fi  networks  and  high-definition 
TV.  There,  CEO  Curt  Carlson,  the  co-author  of  Innovation: 
The  Five  Disciplines  for  Creating  What  Customers  Want,  as- 
sured me  that  the  trick  for  companies  facing  tough  choices  in 
this  period  of  transition  is  to  look  beyond  the  customer  they 
have  today  and  anticipate  the  needs  of  an  even  larger  audience 
a  few  years  down  the  road.  In  short,  focus  on  what's  truly  im- 
portant to  people  and  be  the  first  to  deliver  that .  Simple  in  con- 
cept, but  extremely  difficult  if  you're  constantly  thinking  of 
short -term  profits,  he  says.  "I'm  a  big  fan  of  [Apple  CEO]  Steve 


Jobs,"  Carlson  says.  "The  people  who  connect  needs  and  ideas 
the  best  and  fastest  win,  and  that's  where  he  stands  out." 

Ah,  Steve  Jobs,  the  patron  saint  of  gearheads.  He  is  every- 
one's first  (and  often  only)  example  of  someone  who's  man- 
aged to  make  sense  of  a  fractious  market  like  this  and  turn  it 
into  a  money  machine.  Jobs  and  Apple  reinvigorated  consum- 
er interest  in  music  with  the  elegant  combination  of  a  device 
(the  iPod)  and  experience  (the  iTunes  Web  store).  He  put  the 
pieces  together  so  that  you  don't  have  to. 

But  Jobs  is  also  the  bogeyman  that  has  forced  fearful  media 
bosses  to  change  their  approach  to  Webified  TV.  In  music, 
Apple  turned  the  traditional  model  upside  down  by  charg- 
ing a  premium  for  gear  while  setting  a  flat,  low  price  of  99<£ 
per  song  download.  Now  Apple  has  amassed  a  cash  horde  of 
$15.4  billion,  while  the  music  industry  is  awash  in  red  ink.  No 
wonder  Hollywood  studios  and  broadcasters  are  hell-bent 
not  to  hand  similar  power  to  anyone  else  — and  particularly 
not  Jobs.  "We  know  that  Apple  has  destroyed  the  music  busi- 
ness, in  terms  of  pricing,  and  if  we  don't  take  control  they'll  j 
do  the  same  thing  on  the  video  side ,"  NBC  Universal  chief  Jeff 
Zucker  told  an  audience  at  Syracuse  University's  S.I.  New- 
house  School  of  Public  Communications  on  Oct.  29. 

Jobs  actually  did  try  the  same  thing  with  Apple  TV.  Amid  all 
the  hoopla  over  Apple's  iPod,  iPhone,  and  Mac,  Apple  TV  is 
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Pressing  all  the  right  buttons 

The  Media,  Entertainment  and  Communications 
sector  is  rapidly  emerging  as  Ireland's  next  economic 
success  story.  Ireland  has  already  established  a 
world  class  reputation  in  the  specialist  fields  of 
Life  Sciences,  Financial  Services,  as  well  as  ICT  and 
Software,  and  is  a  location  of  excellence  for  up  to 
1,000  multinational  companies. 

Now,  that  instinct  to  identify  and  then  occupy 
an  emerging  business  or  niche  market,  such  as 
the  digital  media  sector,  ahead  of  rivals  is  being 
applied  to  this  fast  evolving  business  platform.  In  the 
condensed  timeframe  of  the  last  few  years  this  sector 
has  grown  to  become  a  key  area  in  the  international 
services  sector  within  the  Irish  economy. 

The  success  of  the  Media,  Entertainment  and 
Communications  sector  in  Ireland  is  driven  by  a 
range  of  factors  distinctive  to  the  Irish  economy, 
including  an  embedded  Foreign  Direct  Investment 
(FDI)  community  of  world  leading  brand  companies 
in  the  IT,  Communications  and  Software  sectors, 
support  for  R&D  activity,  a  young  (40  per  cent  of  the 
population  are  under  the  age  of  25)  well  educated, 
highly  skilled  and  flexible  workforce  and  a  world 
class  pro-enterprise  environment. 

Ireland  combines  the  benefits  of  a  well  founded, 
English  speakingbase  with  a  full  multilingual  capability 
reflecting  the  new  multi-culture  reality  of  modern  day 
society.  More  than  160  languages  are  now  spoken 
in  Ireland  putting  a  reservoir  of  linguistic  skills  at  the 
disposal  of  investors  with  global  markets. 

Add  to  this  a  unique  culture  of  innovation  and 
imagination,  an  instinctive  ability  to  think  and  act 
creatively,  and  you  have  a  winning  formula  that 
draws  on  one  of  Ireland's  greatest  natural  resources 
-The  Irish  Mind. 

Digitally  Friendly 

Ireland  is  an  established  and  attractive 
international  location  for  investment  in  information 
and  communications  technology.  Global  ICT  brands 
develop,  market  and  manufacture  a  wide  range  of 
leading  edge  products  in  Ireland  while  seven  of 
the  worlds  top  10  ICT  companies,  including:  Dell, 
IBM,  Intel  and  Microsoft  have  a  substantial  base  in 
Ireland. 


The  scale  of  the  FDI  by  the  ICT  community  alone  has 
helped  turn  the  country  into  one  of  the  world's  biggest 
exporters  of  software,  valued  at  over  US$19  billion 
annually. 

Almost  without  exception  these  blue  chip  brands 
have  all  expanded  their  mandates  to  take  advantage 
of  Ireland's  unique  set  of  competitive  advantages. 
Functions  such  as  software  development,  R&D, 
technical  support,  shared  services  and  supply  chain 
management  are  increasingly  included  in  the  range  of 
operations  carried  out  by  these  companies  in  Ireland. 

If  these  market  leaders  have  created  a  high 
technology  environment  and  legacy  then  it  is  the 
digital  media  sector  that  stands  to  share  in  that 
inheritance.  The  sector  is  transforming  the  traditional 
information  technology,  media  and  entertainment 
industries  and  creating  new  opportunities  in  the  ever- 
evolving  knowledge-based  society  and  eco-system 
of  modern  Ireland. 

Apple,  for  example,  established  a  facility  in  Cork  in 
1980  to  manufacture  the  company's  Apple  Macintosh 
PC.  Today,  the  Cork  campus  has  1,000  people  involved 
in  a  highly  integrated  operation  for  manufacturing, 
product  assembly  and  test  localization  and 
distribution  as  well  as  software  quality  assurance 
and  research  and  development.  Apple  are  actively 
pursing  the  home  entertainment  and  digital  content 
market  with  a  strong  focus  on  the  end  user. 

Earlier  this  year,  Amazon  expanded  its  operations 
in  Ireland  by  opening  a  European  Customer  Services 
Centre  in  Cork,  adding  to  its  existing  corporate 
mandate  and  workforce  of  1,000  plus.  It  is  now  home 
to  a  European  data  centre  and  a  Global  Systems 
and  Network  Operations  Centre  that  hosts  the 
applications,  software  and  databases  on  behalf  of 
the  company's  entire  European  operations. 

Google,  the  world's  leading  Internet  search 
company,  established  an  EMEA  operations  centre  in 
Dublin  four  years  ago.  With  a  workforce  of  more  than 
1,100  employees  from  over  40  nations  it  provides  a 
range  of  technical,  sales  and  operations  support, 
financial  and  shared  services  to  Google's  customers 
in  over  35  countries. 

Rival  internet  search  engine  brand  Yahoo  opened 
its  European  Operations  Headquarters  in  2005  in 
Dublin.  The  Irish  operation  is  responsible  for  Yahoo's 
European  business  in  three  main  areas-  a  web  hosting 
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centre,  supporting  databases  for  Yahoo's  family  of 
websites,  a  customer  support  centre,  comprised  of 
a  multi-lingual  support  service  and  website  editorial 
team  as  well  as  a  shared  services  centre. 

The  Digital  Hub  is  Ireland's  flagship  project  in  the 
digital  media  sector. 

Located  in  one  of  the  oldest  parts  of  the  capital's 
historic  cityscape,  the  Hub  was  set  up  over  five  years 
ago  to  support  the  development  of  digital  media 
enterprises  with  the  potential  to  move  the  economy 
up  the  technological  value  chain.  Supported  by 
several  enterprise  driven  State  agencies  and  third 
level  institutions  the  Hub  business  model  provides 
state-of-the-art  start  up  facilities  for  early  stage,  fast 
growth  companies  and  established  operators. 

The  Hub,  with  the  on-site  National  Digital  Research 
Centre,  is  a  centre  for  world  leading  research  and 
provides  doorstep  access  to  thecreative,  technological, 
research  and  educational  sectors  in  the  development 
of  digital  media  products.  Dozens  of  companies,  a 
combination  of  established  companies  and  start  up 
operations,  are  clustered  at  the  Hub,  providing  services 
in  a  wide  range  of  activities  including,  animation, 
multimedia  production,  games,  internet  and  mobile 
media  technologies. 

Tenants  at  the  Digital  Hub  include  Amazon, 
France  Telecom  and  animation  company  Kavaleer 
Productions  which  includes  the  BBC  amongst  its 
clients  and  Havok. 

By  2012,  this  city  centre  campus  will  employ  more 
than  3,000  digital  media  workers,  have  contributed 
to  the  urban  regeneration  of  one  of  the  city's  oldest 
districts  and  by  reaching  out  to  the  surrounding 
;ommunities  and  society  groups  will  have  helped  in 
the  transform  of  citizens  into  digital  denizens  as  well. 

Working  hard  to  play  hard 

The  digital  space  is  also  now  seen  as  a  recreational 
amenity  and  facility  for  millions  of  consumers.  A 
generation  of  young  people  who  have  grown  up  with 
digital  technologies  now  regard  it  as  valid  a  form  of 
publishing  and  entertainment  as  other  traditional 
mainstream  media. 

Gaming,  for  example,  is  one  of  the  engines  driving 
demand  for  a  more  comprehensive  digital  lifestyle. 
Price    Water  house    Coopers    has    estimated    that 


worldwide  expenditure  on  computer  games  will  hit  $5 
billion  by  2010,  up  from  $25  billion  in  2004. 

Ireland  is  well  positioned  to  tap  into  that  expandin 
market  whilst  making  a  significant  contribution  to  th 
development  of  this  growth  industry. 

Microsoft's  largest  development  centre  outsid 
Seattle  is  based  in  Dublin. 

The  company's  European  Product  Developmen 
Centre  (EPDC),  with  a  workforce  of  500,  is  responsibl 
for  the  globalization  and  adaptation  of  over  ioc 
software  products  from  American  English  so  tha 
they  meet  the  cultural,  linguistic  and  functions 
requirements  of  EMEA  markets. 

Momentum  for  Ireland's  reputation  as  an  excitin 
location  for  brand  leaders  in  the  world  of  digits 
publishing  is  growing  apace.  Blizzard  Entertainment 
a  division  of  Vivendi  Games,  very  recently  establishei 
a  European  Support  Centre  in  Cork  while  Activision  In 
also  set  up  a  Games  Localization  Centre  in  Ireland. 

Earlier  this  year,  Japanese  Online  company  Gal< 
Inc  selected  Ireland  for  its  European  HQ  earlier  thh 
year.  According  to  Group  CEO,  Mr.  Satoru  Kikugaw.- 
his  company's  decision  was  motivated  by  severe 
competitive  advantages. 

"Ireland  has  a  strong  internet  infrastructure  and 
young,  educated  and  creative  population.  There  is 
strong  supply  of  software,  localization  and  technics 
expertise  here  which  is  essential  for  our  potentis 
growth  and  expansion  in  the  European  market." 

The  potential  for  indigenous  gaming  companies  i 
evident  from  the  acquisition  of  Havok  by  Intel  earlie- 
this  year.  Havok  started  life  as  a  technology  compan 
on  the  campus  of  Trinity  College  in  1998  and  wa 
built  on  research  into  real-time  physics  simulatioi 
software.  Today  it  provides  middleware  and  interactiv 
animation  software  services  for  digital  media  creator 
in  the  games  and  movie  industries  and  has  office 
in  San  Francisco,  San  Antonio,  Stockholm,  Calcutta 
Munich,  and  Tokyo. 

In  September,  Trinity  Venture  Capital  sold  its  stak 
in  the  specialised  technology  company  to  Intel  as  par 
of  a  $100  million  deal. 

Academia  too  is  contributing  in  other  ways  m 
the  requirements  of  this  expanding  niche  markel; 
At  the  start  of  this  current  academic  year  Dublin', 
famed  Trinity  College  enrolled  students  on  it  J 
newly  devised  one-year  full-time  Masters  Degree  i 
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Interactive  Entertainment  Technology.  The  course 
provides  students  with  a  state-of-the-art  learning 
environment  including  the  Microsoft  sponsored 
XNA  Gamelab.  The  course  couples  the  very  latest 
technology  with  classes  given  by  world  experts  in 
computer  graphics  and  animation,  computer  vision, 
networking  and  distributed  computing.  Students 
have  access  to  the  very  latest  tools  and  technologies 
in  the  industry. 

According  to  Course  Director  and  former  co- 
founder  and  Chief  Technology  Officer  of  Havok 
Dr.  Steven  Collins  Ireland  is  well  positioned  as  a 
successful  international  technology  location.  "If 
we  can  continue  to  grow  the  skills  and  knowledge 
available  in  Ireland  in  key  areas,  building  on  our 
research  strengths,  we  have  the  ability  to  make 
Ireland  a  specialised  hub  for  this  business." 

A  Communication  Nation 

Ireland  has  one  of  the  most  advanced  and 
competitive  international  telecommunications 
infrastructures  in  Europe.  The  telecommunications 
market  is  fully  de-regulated  with  a  highly  competitive 
environment. 

Innovation  and  experimentation  are  core 
components  of  the  telecommunications  outlook  and 
activity  in  Ireland.  Take  mobile  communications  as 
an  example  of  the  industry's  approach. 

The  largest  mobile  telecommunications  network 
operator  in  the  world,  Vodafone  Group  Pic,  last  year 
established  a  Centre  of  Excellence  in  Dublin  with  the 
express  objective  to  increase  innovation  within  the 
Group.  By  partnering  with  local  innovators,  Vodafone 
is  co-developing  new  products  and  services  that  can 
be  jointly  brought  to  market  and  potentially  offered 
to  Vodafone's  global  customer  base,  totalling  180 
million. 

The  Irish  market  also  provides  a  unique  and 
innovative  environment  for  telecommunications 
carriers.  Global  players  such  as  Vodafone  and  O2 
can  experiment  with  and  trial  run  new  products  and 
services  using  dedicated  'test  bed  spectrums',  set 
aside  for  this  sole  purpose  by  the  Irish  regulator 
ComReg. 


Large  scale  investments  in  recent  years  have 
resulted  in  state-of-the-art  optical  networks  with 
world  class  connectivity.  The  Global  Crossing 
initiative  is  just  one  example  of  how  the  island  of 
Ireland  overcame  geographical  limitations  using 
technology.  An  undersea  fibre  optic  cable  system 
links  Ireland  to  all  the  major  cities  of  Europe  and  the 
rest  of  the  world. 

This  vital  connectivity  to  the  greater  commercial 
and  consumer  community,  alongside  the  presence 
of  other  international  carriers  such  as  Cable  & 
Wireless,  British  Telecom,  Eircom  and  Hibemia 
Atlantic  has  allowed  the  flow  of  ebusiness  and 
internet  traffic  into  and  out  of  the  Irish  marketplace 
to  reach  world  class  proportions. 

The  capability  to  manage  this  volume  of  data  is 
provided  by  an  impressive  array  of  Internet  Data 
Centres  (IDCs).  These  advanced  energy  intensive 
facilities  with  high-speed  connections  to  the  internet 
backbone  allow  telecommunications  carriers  to 
interconnect  and  other  IT  intensive  companies  to 
store  and  exchange  data.  IDCs  form  a  critical  part 
of  the  value  chain  of  the  IT  services  industry,  as  they 
are  necessary  to  attract  and  develop  higher  value  IT 
activities  which  are  being  increasingly  consolidated 
and  outsourced  by  companies. 

Ever  greater  IDC  capability  is  being  added  to 
the  Irish  infrastructure.  Digital  Realty  Trust,  which 
operates  in  26  markets  throughout  North  America 
and  Europe  has  added  two  data  centres  in  Dublin 
to  its  global  network.  Irish  investment  is  also 
strengthening  the  domestic  capability.  More  than 
$70  million  is  being  invested  by  Rackfloor  into  a 
'new  breed'  of  environmentally  and  commercially 
sustainable  mission  critical  data  centre  currently 
being  built  in  Limerick. 

Pressing  all  the  right  buttons 

By  pooling  the  country's  assets,  resources  and 
talents  and  combining  them  with  a  unique  and 
positive  outlook,  Ireland  has  been,  and  will  continue 
to  be,  highly  successful  in  creating  an  influential 
presence  in  the  new  and  emerging  territory  of  the 
digital  space. 

WRITTEN  BY  LLOYD  GORMAN 
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The  Irish  mind. 

An  abundant  supply  of  that  rare  commodity  you'll 

need  to  bring  your  business  to  peak  performance. 

The  Irish.  Creative,  imaginative.  And  flexible.  Agile  minds  with  a  unique  capacity  to  initiate,  and  innovate, 
without  being  directed.  Always  thinking  on  their  feet.  Adapting  and  improving.  Generating  new  knowledge  and 
new  ideas.  Working  together  to  find  new  ways  of  getting  things  done.  Better  and  faster. 

This  flexible  attitude  pervades  the  ecosystem.  Nowhere  else  will  you  find  such  close,  frequently 
informal,  links  between  enterprise,  education  and  research  facilities  and  a  pro-business  Government.  Connected 
by  a  dynamic  information  infrastructure.  In  Ireland,  everything  works  together. 

With  its  innate  knowledge  and  flexibility,  the  Irish  mind  can  be  the  pathway  to  profit  for  your  business. 
To  learn  more,  contact  the  Irish  Government's  inward  investment  agency,  IDA  Ireland,  345  Park  Avenue, 
New  York  on  212  750  4300,  e-mail  idaireland@ida.ie  or  lo     n  to  www.idaireland.com 
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the  one  product  that  even  Jobs  concedes  isn't  a  smash  hit.  It's 
a  neat  idea,  a  box  that  lets  you  buy  videos  off  the  Web  and  play 
them  on  a  TV.  But  the  business  model  is  flawed:  You  can  only 
buy  what's  oniTunes,  1,050  titles  in  all,  vs.  the  85,000  offered 
by  Netflix.  My  whizzy  $299  white,  gray,  and  silver  Apple  TV 
box  sits  largely  unused  next  to  a  big -screen  television  in  my 
bedroom.  The  process  is  like  running  a  Rube  Goldberg  con- 
traption. Start  with  a  Mac,  where  you  download  videos;  wait 
for  them  to  be  transferred  by  wire  or  Wi-Fi  to  the  somewhat 
limited  storage  on  the  Apple  TV  box.  By  then,  you  might  as 
well  have  just  watched  the  stuff  on  the  computer  screen. 

As  I  visited  technology  workshops  in  Germany  and  Silicon 
Valley,  I  was  struck  by  how  many  of  these  program- shifting 
products  suffer  from  a  simple  but  fatal  flaw:  set -top  box  fa- 
tigue. No  one  wants  to  take  a  science  test  in  their  living  room, 
crawling  into  tight  spaces  behind  the  media  center  to  run  wires 
and  spending  hours  on  the  phone  with  tech  support  pressing  "  1 
for  new  customers,  2  for  current  customers."  That's  why  cable 
and  satellite  companies  typically  roll  a  truck  to  the  curb  for 
installations,  despite  a  cost  estimated  at  $50  to  $100  a  home. 
Small  companies  have  no  such  luxury.  Many  device  makers  are 
forced  to  partner  with  cable  and  satellite  providers,  incorpo- 
rating their  technology  into  the  boxes  those  companies  already 
have  in  customers'  homes. 

Box  fatigue  basically  led  Sling  Media  to  sell  out  to  satellite 


company  EchoStar  in  Sep- 
tember. The  plan  is  eventual- 
ly to  build  Sling's  technology 
into  EchoStar's  Dish  Network 
boxes.  The  Slingbox  has 
gained  modest  traction  with 
professionals  who  are  con- 
stantly on  the  go,  for  whom 
^^^H  4fe  ^fe  there's  a  certain  attraction 
**""  to  a  device  that  forwards  TV 

^k  programs  to  their  laptop  or 

^^^^^^^  smartphone  via  the  Web.  But 

^7  here  again  you  have  that  extra 

box  to  worry  about,  and  one 
that's  devilishly  complex  to 
set  up— at  one  point  you  have  to  deal  with  opening  ports  on  a 
wireless  router  to  let  the  shows  travel  out.  Company  founder 
Blake  Krikorian  acknowledges  most  folks  maybe  confused  by 
the  concept  of  shifting  the  time  and  place  of  media  consump  - 
tion.  "People  didn't  understand  where  we  were  going  when 
we  started  out  as  a  standalone  company.  I'm  doubly  sure  they 
have  no  idea  where  we're  going  to  go  with  EchoStar,"  he  says. 
Similar  concerns  led  TiVo  to  explore  how  it  can  embed  its 
features  on  Comcast  and  other  cable  boxes.  My  best  guess  is 
this  fate  awaits  many  products  that  offer  halfway  solutions— 
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THE  GAMERS'  SOLUTION 


Orb  Networks'  software  gives  the  tube  Internet-like  flexibility 


By  Peter  Burrows 

Forget  the  powerful  companies  that 
are  pouring  money  into  new  ways 
to  bring  TV  into  the  Internet  Age. 
Some  video  gamers  have  figured  out 
their  own  solution.  Using  features 
pre -installed  in  their  game  consoles, 
they  call  up  software  from  Orb  Net- 
works that  lets  them  view  Web  sites, 
YouTube  videos,  or  digital  music 
collections  on  big-screen  TVs. 

Don't  try  this  at  home  if  you  aren't 
a  real  techie.  Orb's  controls  and  setup 
are  plenty  complicated.  That  explains 
why  fewer  than  100,000  people  use 
their  consoles  this  way,  according  to 
Orb's  estimates.  Still,  the  phenom- 
enon shows  one  possible  route  TV 
viewing  might  take,  assuming  the 
mechanics  are  made  simpler.  Rather 
than  subscribe  to  Net-based  enter- 
tainment services  now  being  cooked 


up  by  phone  and  cable  companies, 
TV  watchers  would  simply  grab  their 
media  themselves. 

Orb's  so-called  place -shifting 
software  has  several  things  going  for 
it.  It  handles  many  of  the  behind- 
the-scenes  technology  conversions 
that  must  take  place  for  a  show  to  be 
watched  on  all  manner  of  Net  -  con  - 
nected  devices— cell  phones,  TV  set- 
top  boxes,  someday  cars.  Once  you've 
downloaded  Orb's  software  onto  your 
PC,  you  tell  it  which  files  and  online 
content  you  would  like  to  have  avail- 
able on  your  various  devices.  Next 
time  you  log  in  to  Orb,  it's  there  wait- 
ing-including the  latest  feeds  from 
your  favorite  bloggers  or  news  sites. 

Click  on,  say,  a  home  video  of  your 
kid's  school  play,  and  Orb's  software 
is  supposed  to  make  the  adjustments 
so  it  appears,  whether  the  destina- 


tion is  a  smartphone  with  a 
2 . 5  -  inch  screen  and  Wi  -  Fi 
connection  or  a  50-inch 

plasma  with  a  superfast  cable 

modem.  In  the  future,  when 
TVs  have  built-in  Net  con- 

nections,  users  might  be  able 

to  sort  through  digital  media 
right  on  the  big  screen.  No  need  to 
monkey  with  game  consoles  or  PCs. 

This  approach  could  give  TV 
watching  Web -like  flexibility. 
Already,  Orb  can  pull  up  shows  that 
aren't  available  locally.  Eugene  Sa- 
buri,  a  tech  executive  in  Tokyo,  used 
the  software  last  year  so  his  Japa- 
nese-born mother  back  in  Seattle 
could  see  her  favorite  shows  while 
recuperating  from  cancer. 

There  are  many  obstacles  besides 
Orb's  still-clunky  technology.  Cable 
networks  may  cry  foul,  since  users 
get  around  regional  program  restric- 
tions. And  since  Orb  gives  away  its 
software,  it  eventually  wants  to  run 
advertisements.  Orb  CEO  Joe  Costel- 
lo  is  counting  on  users  to  understand 
the  power  of  the  idea:  "This  is  all 
about  what  digital  media  do  I  want  to 
consume,  on  what  screen." 
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and  this  could  be  a  turning  point  in  resolving  the  TV- Web 
stalemate.  Because  cable  companies  are  wired  into  nearly 
every  home,  they  have  a  good  chance  over  the  next  couple  of 
years  to  incorporate  innovative  Webby  technologies  in  their 
equipment,  speed  up  broadband  connections,  and  set  stan- 
dards that  force  others  to  line  up  behind  them.  They'll  need 
to  sign  content  deal  with  various  partners  and  overcome  a 
reluctance  to  spend  more  money  to  upgrade  equipment.  And 
they'll  have  to  cede  some  control  to  the  TiVos  of  the  world. 

OLD  MEDIA  GAMBLE 

That  leaves  the  challenge  of  getting  media  companies  com- 
fortable about  setting  programming  free.  Google's  YouTube 
terrified  them  by  showing  how  an  independent  site  could 
usurp  their  gatekeeper  role  and  siphon  ad  revenues.  But  it's 
possible  that  as  Google  methodically  extends  its  Web -search 
expertise  to  all  manner  of  screens  -  computer,  TV,  phones — it 
could  help  media  companies  adjust  to  the  new  world. 

The  media  giants  recently  took  a  step  in  that  direction  with 
Hulu,  a  Web  site  launched  by  NBC  Universal  and  News  Corp. 
Hulu  is  the  networks'  attempt  to  monetize  their  shows  on  the 
Internet.  It  offers  TV  shows  and  movies  for  free,  with  com- 
mercials online.  The  companies  get  their  money,  and  I,  the 
consumer,  get  control,  or  some  of  it.  Much  of 
Hulu's  programs  ultimately  will  wind  up  on  sites 
such  as  Yahoo!  and  MySpace.  But  to  protect 
their  DVD  income,  the  networks  have  placed  a 
big  limitation  on  the  service:  You  can't  watch  it 
on  TV,  only  a  computer.  And  you  can't  record  the 
shows.  They  are  streamed  off  Hulu  servers  each 
time  you  watch  and  can't  be  stripped  of  ads  un- 
less you  buy  a  copy.  Prime -time  hits  disappear 
from  that  season's  selection  after  five  weeks. 

Will  it  work  ?  I  completed  my  journey  fittingly, 
testing  Hulu  on  my  home  computer  screen.  I  was 
skeptical.  Techies  like  me  assume  that  anything 
put  together  by  a  committee  of  desperate  Old  Media  dinosaurs 
is  doomed  (Hulu  is  derided  on  tech  blogs  as  "Clown  Co.").  I'll 
admit ,  though,  that  after  spending  some  time  on  the  beta  site  I 
was  impressed.  The  morning  after  the  latest  episode  of  The  Of- 
fice was  broadcast  on  NBC  TV,  it  was  on  Hulu,  with  a  quarter  of 
the  ads.  The  site  offers  the  biggest  collection  of  premium  con- 
tent on  the  Web  so  far  and  is  adding  older  titles  daily.  You  can 
e  -  mail  a  clip  to  a  friend  or  upload  it  to  a  Facebook  or  MySpace 
page.  After  watching  one  Office  episode  from  a  previous  sea- 
son, I  clicked  on  a  link  that  took  me  to  Amazon  to  buy  it  for 
$  l .  99  -  a  download  that  I  could  even  send  to  my  TiVo  to  watch 
on  the  big  screen.  "What  works  for  consumers  is  that  which 
removes  the  most  friction,"  says  Hulu  CEO  Jason  Kilar.  "The 
technology  needs  to  be  so  good  that  it  blends  into  the  back- 
ground, and  nobody  notices  it." 

All  well  and  good,  but  let's  cut  to  the  chase:  Can  I  get  White 
Heat?  Alas,  there  is  no  happy  ending.  Only  few  movies  are 
available  on  Hulu,  and  you  probably  can  guess  why:  The  Cag- 
ney  flick  is  distributed  by  Warner  Bros. ,  one  of  the  studios  that 
has  not  struck  a  content  deal  with  Hulu.  Of  course,  even  if  it 
did,  I  would  have  to  watch  Jimmy's  big  exit  on  my  laptop. 

Foiled  again.  Looks  like  my  search  for  iTV  continues,  i  bw  i 


THE  WIKI 
CABLE  CHANNEL 

At  Current,  the  crowd  creates  the  content 


By  Peter  Burrows 

Former  Vice-President  Al  Gore  and  Joel  Hyatt,  a  for- 
mer plaintiffs'  lawyer  and  longtime  Gore  backer,  are 
betting  that  young  adults  who  grew  up  editing  their 
home  movies  and  hanging  out  on  MySpace  want  to  also 
control  what  shows  up  on  their  TV.  Current,  the  cable 
channel  the  pair  launched  two  years  ago,  lets  aspiring 
moviemakers  and  citizen  journalists  submit  work  via 
the  Web  for  inclusion  in  mostly  short,  YouTube -length 
"pods"  shown  on  Current's  cable  channel.  The  channel 
is  available  in  more  than  50  million  homes. 

Now  Current  is  moving  even  closer  to 
crowd -controlled  TV.  Since  mid -October, 
visitors  to  its  Web  site  have  been  able  to 
watch  everything  that  was  on  the  channel  in 
the  previous  two  hours  or  what's  coming  in 
the  next  two,  leave  comments  on  the  shows, 
put  up  links  to  other  sites,  or  add  raw  video 
to  a  story  (say,  of  the  California  fires).  They 
can  even  click  on  an  "assignment"  tab  to  see 
if  a  producer  needs  extra  reporting.  Your 
comment  might  appear,  with  your  photo, 
right  there  on  the  screen.  Says  David  A.  Neu- 
man,  Current's  president  of  programming: 
"I  can't  imagine  one  of  the  other  networks 
saying,  'this  just  in  from  one  of  our  viewers.' " 

In  many  ways,  though,  Current  feels  like  TV  evolu- 
tion, not  a  revolution.  It's  unclear  how  many  viewers 
actually  watch  it;  Current  won't  say.  And  you  may  beg 
for  a  fast -forward  button  so  you  can  skip  the  piece  on 
the  aspiring  male  model  having  his  chest  hair  removed 
to  get  to  the  cold- sweat  inducing  demonstration  by  a 
former  Navy  Seal  who  had  himself  "waterboarded"  to 
illustrate  the  controversial  interrogation  technique. 

Yet  Current  seems  to  have  dispelled  some  long- 
standing assumptions,  such  as  that  people  don't  want 
computers  in  their  living  rooms.  (Current  claims  that 
more  than  70%  of  its  viewers  have  a  laptop  open  while 
they  watch  the  TV  channel,  giving  them  a  means  to 
participate.)  Also,  Current  appears  to  have  abusiness 
model  that  works.  While  many  Internet/TV  schemes 
focus  on  bringing  shows  direct  to  the  Net,  Current  is 
paid  handsomely  for  its  content  by  cable  and  satellite 
TV  outfits,  just  like  ESPN  and  Nickelodeon.  As  a  result, 
executives  say,  Current  is  profitable. 
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Your  changing  business  is  connected  to  a  wide  variety  of  computing  devices 

is  connected  to  new  threats  that  attack  those  devices 
is  connected  to  the  power  of  one  comprehensive,  integrated  solution 
to  manage  their  security. 


ymantec  Endpoint  Protection.  The  next  generation  of  security  from  the  leader  in  antivirus. 

ew  threats  require  new  means  of  protection.  Antivirus  alone  is  no  longer  enough.  That's  why  we've  combined  our 
roven  security  and  advanced  threat  prevention  technologies  with  our  Network  Access  Control  capabilities  in  a  single 
gent,  managed  by  a  single  console.  Now  you  can  have  maximum  security  in  a  smaller,  less  intrusive  product  that 
lakes  it  easier  for  you  to  help  protect  every  endpoint  in  your  company.  Visit  symantecxom/sep 
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JUDGMENT: 
HOW  WINNING 
LEADERS  MAKE 
GREAT  CALLS 


BOOK  EXCERPT  Excellent  decisions  don't  often  happen  by  accident.  In 


By  Noel  Tichy  this  excerpt,  the  authors  highlight  the  elements— and 

and  Warren  Bennis 

illustration  by  Frank  Stockton  the  masters — of  effective  action 


When  Jim  McNerney  became  CEO  of  Boeing  in  2005,  the  company  was  in  crisis.  He  was 
Boeing's  third  chief  executive  in  three  years.  Two  years  earlier,  Phil  Condit  had  been  forced 
to  resign  the  job  as  a  result  of  various  ethical  violations  alleged  to  have  taken  place  under  his 
watch.  Next,  a  widely  respected  former  Boeing  president,  Harry  Stonecipher,  had  been  called 
back  to  the  CEO  post  by  the  corporation's  board,  only  to  be  edged  out  himself  after  revelations 
of  a  liaison  with  a  female  Boeing  executive.  The  improper  behavior  that  surrounded  Condit's 
ouster,  purportedly  including  the  acquisition  of  thousands  of  pages  of  proprietary  documents 
from  rival  Lockheed  Martin  that  were  used  to  help  Boeing  win  contract  work  from  the  govern- 
ment, had  prompted  a  Justice  Dept.  investigation.  Boeing's  senior  ranks  were  demoralized,  and 
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employees  throughout  the  organization  were  frustrated 
and  embarrassed. 

McNerney  had  watched  events  unfold  from  his  seat  on 
the  company's  board  of  directors.  He  was  acutely  aware 
that  the  crisis  would  represent  a  watershed  in  his  leader- 
ship and  afford  him  a  chance  to  reenergize  the  corpora- 
tion. In  response,  he  agreed  to  a  $615  million  settlement 
with  Justice.  It  was  the  largest  financial  penalty  ever 
imposed  on  a  defense  contractor  for  wrongdoing.  But 
the  settlement  allowed  the  company  to  avoid  criminal 
charges  or  any  admission  of  wrongdoing. 

McNerney  could  have  fought  the  allegations  and 
dragged  out  the  discussions;  he  could  have  underplayed 
the  importance  of  the  matter  and  blamed  former  leaders . 
Instead,  he  made  a  judgment  that  turned  the  crisis  into 
an  opportunity  to  transform  Boeing 's  culture ,  "building 
one  of  the  most  robust  ethics  and  compliance  programs 
in  Corporate  America,"  as  he  testified  before  Congress. 

Throughout  our  lives,  each  of  us  makes  thousands  of 
judgment  calls.  And,  as  we  rise  to  positions  of  leader- 
ship, the  importance  of  our  judgment  calls  is  magnified 
by  their  increasing  impact  on  the  lives  of  others. 

Despite  the  implications  of  the  word  "call,"  the  judg- 
ment calls  that  leaders  make  cannot  be  viewed  as  single, 
point-in-time  events.  Like  umpires  and  referees,  lead- 
ers do,  at  some  moment,  make  a  call.  But  unlike  umpires 
and  referees,  they  cannot-without  risking  total  fail- 


INSIDE  SMART 
DECISIONS 

The  authors  talk  about  their  conclusions 


ure  — quickly  forget  them  and  move  ahead  to  the  next 
play.  Rather,  for  a  leader,  the  moment  of  making  the  call 
comes  in  the  middle  of  a  process. 

That  process  begins  with  the  leader  recognizing  the 
need  for  a  judgment  and  continues  through  successful 
execution.  We  have  identified  three  phases  to  the  pro- 
cess: what  happens  before  the  leader  makes  the  deci- 
sion, what  the  leader  does  during  decision-making 
that  determines  whether  it  will  be  the  right  choice,  and 
implementation.  We  also  came  to  understand  that  there 
are  three  judgment  domains :  people ,  strategy,  and  crisis . 
These  are  the  three  areas  that  make  the  most  difference 
to  the  survival  and  well-being  of  any  institution. 

People— the  domain  with  the  most  potential  for 
good  or  ill.  If  leaders  don't  make  smart  judgment  calls 
about  the  human  beings  on  their  teams,  or  if  they  man- 
age them  poorly,  then  there  is  no  way  they  can  set  a 
sound  direction  and  strategy  for  the  enterprise,  nor  can 
they  effectively  deal  with  crises. 

For  example,  consider  the  selection  of  Mark  Hurd  as 


The  most  critical  attribute  of  any 
leader  is  the  ability  to  make  sound 
judgments.  But  just  what  does 
that  involve?  A  desire  to  make  the 
process  less  obscure  prompted 
Noel  M.  Tichy,  of  the  University 
of  Michigan,  and  Warren  G.  Ben- 
nis,  of  the  University  of  Southern 
California,  to  write  Judgment: 
How  Winning  Leaders  Make  Great 
Calls.  "We  wanted  to  put  some 
clarity  in  what  is  probably  one 
of  the  most  commonly  used  and 
barely  understood  words  in  the 
field  of  leadership,"  says  Bennis. 
Executive  Editor  John  A.  Byrne 


recently  interviewed  the  two 
authors  on  their  findings. 

John  Byrne:  What  have  you 
learned  that  can  help  others 
make  successful  judgments  ? 
Noel  Tichy:  The  more  time  we 
spent  in  the  field,  the  more  we 
saw  the  necessity  of  a  prepara- 
tion phase,  in  which  you  have  to 
sense  and  identify  the  need  for 
a  decision.  For  instance,  Mi- 
chael Dell  failed  to  take  note  of 
a  coming  change  in  the  market- 
place. And  so  he  wasn't  able  to 
go  to  the  second  stage,  where 


he  could  properly  frame  and 
name  the  issue.  The  third  part  is 
mobilizing  and  aligning  the  right 
stakeholders  around  a  decision. 
Then,  you  don't  walk  away  from  a 
call:  There  is  an  execution  phase 
where  you  make  it  happen  and 
continue  to'make  adjustments  as 
you  go  along. 

J.B.:  Describe  some  other 
insights. 

Warren  Bennis:  The  source  of 
many  fatal  judgments  is  the  infor- 
mation pipeline.  How  do  leaders 
get  information  that  is  relevant, 
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successor  to  C  arly  Fiorina  at  the  top  of  Hewlett  -  Packard. 
Almost  without  changing  Fiorina's  strategic  portfolio  at 
all  or  altering  her  team,  he  turned  her  dismal  failure  into 
a  roaring  success. 

When  Fiorina  was  fired  in  early  2005,  her  $19  billion 
acquisition  of  Compaq  was  considered  a  bad  strategic 
judgment .  The  company  was  in  disarray.  HP 's  stock  price 
had  declined  15%  during  a  period  when  rival  Dell's  shares 
had  surged  a  remarkable  90%.  Morale  was  terrible. 

Hurd  immediately  turned  his  attention  to  "rebuild- 
ing the  foundation,"  as  he  put  it.  Undoing  the  Compaq 
merger  was  not  an  option.  There  was  a  rising  clamor  on 
Wall  Street  for  a  strategic  shift.  Spinning  off  the  com- 
pany's marginally  profitable  PC  business  from  its  very 
profitable  printer  business  was  one  often-discussed 
scenario.  But  Hurd  judged  that  after  years  of  turmoil,  the 
people  at  HP  didn't  need  yet  another  new  vision.  What 
they  needed  was  to  buckle  down  and  solve  the  thorny 
problems  in  the  existing  businesses. 

Hurd,  who  had  previously  been  CEO  of  NCR,  was  a 
hands  -  on  operations  guy.  He  laid  off 
an  additional  15 , 0  0  o  workers ,  on  top 
of  the  26,000  that  were  let  go  after 
the  Compaq  merger.  He  reached 
outside  the  organization  to  bring  in 
a  few  key  executives,  and  he  made 
cost-cutting  a  top  priority.  Under 


Bennis  says  Carly 
Fiorina  failed  to 
understand  and 
respect  Hewlett- 
Packard's  culture 


has  meaning, 
and  is  timely? 
Four  forms  of 
intelligence  are 
key:  self- in- 
telligence, or  awareness  of  your 
personal  values  and  aspirations; 
social-network  intelligence,  such 
as  getting  valid  data  from  your 
direct  reports;  organizational 
knowledge,  or  knowing  how  the 
people  in  your  company  will 
respond,  adapt,  and  execute;  and 
finally,  what  we  refer  to  in  the 
book  as  contextual  intelligence,  or 
knowing  the  territory. 

J.B.:  Give  me  a  good  example. 
W.B.:  Carly  Fiorina  is  a  brilliant 
example  of  lacking  contextual 
knowledge— of  not  really  getting 
the  HP  culture.  That  was  what 
really  led  to  her  difficult  problems 
with  her  board.  She  leaned  too 
heavily  on  change  and  failed  to 
celebrate  the  tradition  of  HP. 


J.B. :  So  tell  us  about  a  judgment 
call  that  went  well,  that  shows 
how  to  make  a  better  choice. 

N.T.:  When  A.G.  Lafley  took  over 
Procter  &  Gamble,  he  discovered  a 
leadership  problem  in  the  compa- 
ny's baby- care  business,  about  an 
$8  billion  part  of  the  company.  But 
then  he  made  a  mistake:  He  and 
one  other  executive  decided  that 
38-year-old  Deb  Henretta  should 
come  in  and  run  that  operation.  It 
was  a  business  dominated  by  en- 
gineers, and  she  was  a  marketing, 
consumer  -  oriented  person. 
He  almost  had  a  revolution  on 


another  leader,  these  could  have  been  unpopular  moves. 
But  Hurd  dug  in  and  went  to  work  alongside  his  new  col- 
leagues. He  focused  on  the  fundamentals  and  delivered 
on  Fiorina's  promises  where  she  could  not.  To  be  fair  to 
Fiorina,  Hurd  got  the  benefit  other  strategic  judgments, 
including  the  company  acquisition  that  finally  started 
paying  off. 

Strategy.  The  role  of  the  leader  is  to  lead  the  orga- 
nization to  success,  so  when  the  current  strategic  road 
isn't  leading  toward  success,  it  is  his  or  her  job  to  find  a 
new  path. 

When  Jeff  Immelt  succeeded  Jack  Welch  at  the  top 
of  General  Electric,  he  decided  it  was  time  to  transform 
the  company  into  a  technology  growth  company.  He  se  - 
lected  10  key  technologies,  such  as  nanotechnology  and 
molecular  imaging,  and  has  made  several  acquisitions  to 
execute  this  strategy,  including  the  $10  billion  acquisi- 
tion of  diagnostics  -  and  -bioscience  giant  Amersham. 

Immelt  says  he  believes  making  strategic  judgment 
calls  is  how  he  adds  value  to  the  company.  In  the  fall  of 
2004,  he  told  a  group  of  Michigan 
MBAs:  "There's  more  importance 
today  on  strategy,  on  picking  busi- 
nesses, than  ever  before. . . .  In  the  en- 
vironment we're  in,  good  execution 
and  good  operations  aren't  enough 
to  fix  a  business  with  a  flawed  strat- 


his  hands.  His  vice-chairmen 
were  in  his  office,  couldn't  believe 
he'd  made  that  judgment  without 
their  involvement.  He  met  with 
them  the  next  day  and  ended  up 
saying:  "Very  thoughtful  input, 
thank  you,  but  here  is  why  we're 
going  to  go  ahead  with  Deb."  This 
is  what  we  call  a  redo  loop— you 
can  make  mistakes  and  loop  back. 
Then,  on  the  execution  side,  he 
backed  her  every  step  of  the  way 
and  changed  most  of  the  team. 

J.B.:  Are  there  simple  things 
that  one  can  do  to  increase  the 
odds  of  making  the  right  calls? 

N.T.  When  you  make  the  call, 
make  it  very  clear— and  explain 
the  rationale. 
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egy.  So  you  need  to  spend  time 
understanding  what  businesses 
you  think  are  going  to  work,  what 
business  models  seem  to  make 
sense.  Strategy  is  more  important 
than  ever  before." 

Crisis  situations.  Errors  made 
in  periods  of  crisis  aren't  any  more 
likely  to  be  fatal  than  errors  in  judg- 
ment regarding  peo- 
ple and  strategy.  But 
any  disastrous  con- 
sequences brought  on 
by  bad  calls  at  these 
moments  often  come 
very  quickly. 

David  Novak,  CEO 
of  Yum!  Brands,  has 
successfully  navi- 
gated his  organiza- 
tion through  several 
crisis  situations.  He 
personally  teaches  his 
executives  how  to  deal  with  judg- 
ments in  such  periods,  providing 
a  very  clear  "teachable  point  of 
view"  on  crisis  leadership:  First, 
he  says,  "What  you  don't  do  is  try 
to  solve  a  crisis  by  jumping  to  the 
wrong  solution  too  early.  Seeing 
the  total  landscape  and  trying  to 
instill  the  need  to  do  that  is  im- 
portant." Second,  it  is  key  that  the 
right  people  manage  the  effort. 

In  this  business,  most  crises  are 
likely  to  involve  food  safety.  And  no 
matter  what  they  do,  Novak  and  his 
team  will  undoubtedly  face  further 
crises  in  the  food  supply  chain.  The 
way  Novak  and  his  team  handled  a 
2005  avian  flu  scare  in  China,  and 
its  impact  on  the  company's  KFC 
chain  there,  serves  as  a  model  for 
handling  such  emergencies. 

Many  Chinese  became  afraid  to 
buy  and  eat  chicken,  and  partly  as 
a  result  fourth-quarter  profit  at 
KFC  dropped  20%.  In  the  judg- 
ment-call phase,  Novak  and  Sam 
Su,  the  president  of  Yum!  Brands 
International  Greater  China,  de- 
cided to  keep  selling  chicken  de- 
spite the  flu  scare. 

The  way  to  do  this,  they  de- 
cided, was  to  educate  the  public. 
Su  explained  that  chicken  meat 
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served  at  KFC  outlets  was  safe  be- 
cause bird  flu  could  not  be  spread 
via  thoroughly  cooked  chicken  or 
egg  products.  He  also  explained 
that  authoritative  organizations, 
including  the  World  Health  Orga- 
nization, had  shown  that  high  tern  - 
perature  is  one  of  the  most  effective 
ways  to  kill  the  avian  flu  virus,  and 
that  all  KFC  chicken  is 
processed  above  the 
required  temperature. 
As  for  the  execu- 
tion phase,  The  Yum! 
corporate  team  pro- 
vided materials  to  all 
the  store  managers 
and  staff  worldwide  so 
that  they  could  answer 
questions  and  con- 
cerns of  customers. 
Store  workers  began 
applying  small  stickers 
to  the  lid  of  every  KFC  bucket,  as- 
suring customers  that  the  chicken 
was  rigorously  inspected  and  thor  - 
oughly  cooked,  quality  assured. 

Novak  and  his  team  learned  and 
adjusted  as  they  went  along.  They 
ultimately  proved  that  they  had 
exercised  good  crisis  judgment, 
as  the  brand  is  now  doing  fine  and 
KFC  is  selling  record  amounts  of 
chicken  in  China. 

These  cases  vary  widely.  There 's 
no  denying  that  judgment  is  too 
complex  a  phenomenon,  too  de- 
pendent on  luck  and  the  vicis- 
situdes of  history,  too  influenced 
by  personal  style  to  pin  down  once 
and  for  all.  What  can  be  said  for 
sure  is  that  judgment  is  the  core, 
the  nucleus  of  leadership.  And 
that  in  decision  making,  the  only 
thing  that  counts  is  winning  or 
losing.  The  results  matter— noth- 
ing else.   * 

Reprinted  from  Judgment:  How 
Winning  Leaders  Make  Great 
Calls,  by  Noel  M.  Tichy  and  War- 
ren G.  Bennis,  by  arrangement  with 
Portfolio,  a  member  of  Penguin 
Group  (USA)  Inc.  Copyright  (c) 
Noel  M.  Tichy  and  Warren  G.  Ben- 
nis, 2007.  IBWI 
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Please  join  Samsung,  CompUSA  and 
Arnold  to  help  the  children. 

Who  better  than  Arnold  Palmer  to  get  a  kid  out  of  the  rough?  Arnold  Palmer, 
Samsung  and  CompUSA  have  teamed  up  to  benefit  Arnold  Palmer  Hospital 
for  Children  and  truly  make  a  difference  in  the  lives  of  children  in  their  time 
of  need.  Arnold  Palmer  Hospital  for  Children  has  been  healing  children  from 
Central  Florida  and  around  the  world  for  more  than  1 8  years.  During  November 
and  December,  when  you  purchase  selected  Samsung  products  at  all 
CompUSA  stores,  a  portion  will  be  given  back  to  Arnold  Palmer  Hospital. 
Or,  ask  your  CompUSA  sales  associate  how  you  can  donate  at  the  registers. 
To  find  out  more  on  the  hospital,  visit  www.arnoldpalmerhospital.org 
and  for  more  information  about  Samsung's  Four  Seasons  of  Hope,  visit 
www.fourseasonsofhope.com.  Because  a  little  help  can  make  a  big  difference. 
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EMOBILE  chooses  Huawei  to 
carry  Japan  into  the  future. 

Leadership  in  ALL  IP  transmission  from  the  people 
who  pioneered  it. 

Looking  for  a  higher  technology? 
Realize  your  potential. 


■ 


Japan's  EMOBILE  recently  chose  Huawei  to  supply  the  country's  first  IP-based 
HSDPA  network. 

Why?  Because  of  our  leadership  in  ALL  IP  broadband. 

Huawei  was  able  to  use  EMOBILE's  existing  IP  transmission  facilities  in  developing 
new  3G  capabilities.  This  saved  drastic  costs. 

And  the  savings  don't  stop  there.  Huawei's  ultra-compact  and  easy-to-install 
Distributed  Node  8  and  Indoor  Distribution  Node  B  units  cost  just  a  fraction  of 
high-priced  site  rentals.  They  also  significantly  speeded  time-to-market. 

Think  small.  Find  out  all  about  this  and  more  of  what  you  need  at 
www.huawei.com. 

With  our  outstanding  expertise  and  years  of  proven  ALL  IP,  Fixed  and  Mobile 
communications  experience,  you  can  bet  we'll  be  first  to  help  you  realize  your 
potential  and  welcome  you  into  the  age  of  convergence. 

www.huawei.com 
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HEALTH 


A  Top  Gun  Takes  Aim 
At  Strokes 

Jackson  Streeter  left  his  dream  job  as  a  fighter  pilot 
to  tackle  the  second  leading  cause  of  death 


By  Catherine  Arnst 

Dr.  Jackson  Streeter  once  held  the 
ultimate  cool  job.  In  the  mid-1990s  he 
was  the  first  medical  doctor  to  be  a  pilot 
in  the  elite  U.S.  Navy  Fighter  Weapons 
School,  more  commonly  known  as 
TOPGUN— the  same  group  immortal- 
ized by  Tom  Cruise  in  the  1986  movie. 
Streeter,  now  46,  had  wanted  to  join 
ever  since  high  school. 

Nevertheless,  he  gave  it  all  up  in  May, 
1997,  to  start  a  company,  Carlsbad  (Ca- 
lifs-based PhotoThera,  built  around  an 
unlikely  laser  therapy  he  learned  about 
from  an  obscure  Hungarian  medical 
journal.  Streeter  has  placed  his  hopes 
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on  an  experimental  device  that,  despite 
its  high-tech  underpinnings,  looks  a 
bit  like  a  hair  dryer.  His  goal  is  to  crack 
one  of  medicine's  toughest  problems: 
protecting  the  brain  during  a  stroke. 

Streeter  was  trained  as  a  surgeon 
at  the  University  of  Nevada  School  of 
Medicine  on  a  Navy  scholarship  and 
knew  so  little  about  business  when  he 
struck  out  on  his  own  that  he  had  to  buy 
a  book  on  how  to  write  a  business  plan. 
He  decided  to  trade  in  Right  Stuff-  style 
glamour  for  the  life  of  a  struggling  en- 
trepreneur because  he  believes  he  may 
have  a  real  breakthrough  in  a  field  where 
pharma  companies  large  and  small 
have  produced  only  failures.  His  device, 
called  NeuroThera,  is  still  in  clinical  tri- 
als, but  it  is  gaining  respect  from  stroke 
specialists  and  once -skeptical  venture 
capitalists.  And  nearly  everyone  gives 
Streeter  credit  for  thinking  about  this 
devastating  disease  in  a  new  way. 

Strokes,  often  called  brain  attacks, 
are  the  second  leading  cause  of  death 
worldwide.  Each  year  some  750,000 
Americans  fall  victim  to  stroke,  caused 
either  by  an  artery  blockage  or  inter- 
cranial  bleeding,  and  160,000  of  them 
die.  Fifty  percent  of  survivors  are  left 
with  such  impairments  as  speech  loss 
or  paralysis.  Consequently,  stroke  is  the 
leading  cause  of  long-term  disability, 
costing  the  U.S.  $63  billion  each  year. 

A  DECADE  OF  FAILURES 

Despite  this  huge  disease  burden, 
there  is  only  one  stroke  drug  available, 
Genentech's  tPA,  approved  in  1987. 
TPA  is  effective,  however,  only  if  given 
within  three  hours  of  the  event;  just 
5%  of  stroke  victims  make  it  to  the 
hospital  in  time. 

More  than  1,000  other  stroke  drugs 
have  been  tested  over  the  past  decade, 
and  not  one  has  worked.  The  most  ea- 
gerly anticipated  was  NXY-059,  jointly 
developed  by  AstraZeneca  and  Reno- 
vis.  But  after  promising  early  results, 
researchers  reported  in  October,  2006, 
that  the  drug  failed  utterly  in  a  3,200  - 


Skeptical  stroke  specialists  and  venture 
capitalists  credit  Streeter  for  thinking  about 

new  way 


patient  clinical  trial.  "This  is  a  very 
frustrating  field,"  says  Dr.  Gregory  W. 
Albers,  director  of  Stanford  University's 
Stroke  Center.  "The  brain  is  just  so 
extremely  complex." 

There  are  two  types  of  stroke.  About 
85%  are  ischemic,  caused  by  a  blood  clot 
or  plaque  fragment  that  blocks  an  artery 
to  the  brain,  depriving  neurons  of  oxy- 
gen and  nutrients.  The  remainder  are 
hemorrhagic  strokes  that  occur  when  a 
blood  vessel  leaks  into  the  brain.  It  can 
take  emergency  room  doctors  an  hour  or 
more  to  figure  out  which  type  of  stroke 
it  is  before  they  can  administer  tPA, 
which  works  only  for  ischemic  strokes. 
All  the  while,  2  million  brain  cells  are 
dying  every  minute  that  the  brain  is 
deprived  of  oxygen. 

The  Food  &  Drug  Administration  did 
approve  one  device  for  stroke  in  2004, 
the  Merci  Retriever.  Made  by  Con- 
centric Medical,  it  is  a  tiny  wire  with  a 
corkscrew -like  tip  that  a  surgeon  uses 
to  skewer  the  clot 
and  pull  it  out. 
But  enthusiasm 
for  the  Merci 
device  is  lacking 
because  it  is  dif- 
ficult to  use  and 


was  tested  without  Streeter,  with  his 

a  control  group.  novel  NeuroThe^ 

„  ...  device,  surprised 

Concentric  is  ex-  a  jaded  medical 

pected  to  report  on  Establishment 

a  follow-up  trial  of 
the  Merci  Retriever  early  next  year. 

There  are  other  treatments  in  trials, 
none  of  them  ideal.  Inducing  hypother- 
mia protects  the  brain,  for  example, 
but  lowering  patients'  temperatures 
can  be  difficult  and  painful.  Doctors  are 
also  experimenting  with  an  antibiotic 
that  may  reduce  brain  inflammation. 
And  Royal  Philips  Electronics  just  an- 
nounced it  will  explore  the  use  of  ultra  - 
sound  to  break  up  stroke  -  causing  clots. 

Streeter  wasn't  looking  to  enter 
this  clinical  morass  back  in  the  Navy. 
Instead,  he  was  seeking  treatments  for 
neck  injuries  that  fighter  pilots  often 
suffer  in  the  cockpit.  He  came  across 
some  obscure  reports  by  Andre  Mester 
in  Budapest  and  Tiina  Karu  in  Moscow, 
on  experiments  using  low -level  laser 
beams  to  heal  soft -tissue  injuries.  The 
more  he  researched  this  unusual  treat- 
ment, the  more  he  thought  it  might  be 
able  to  protect  brain  cells  threatened  by 
stroke.  "I  left  the  Navy,  my  home  for  12 
years  in  1997  and  filed  papers  to  start  m 
company  the  next  day.  I  didn't  have  a 
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UPGRADE  YOUR 
BEST-CASE  SCENARIO. 
UNLEARN  OUTSOURCING. 

Even  outsourcing's  benefits  have  benefits.  The  best  way  to  realize  them  is  to  unlearn 
your  misconceptions  about  outsourcing.  Unisys  Outsourcing  Solutions  offer  the  proven 
processes,  unique  methodologies,  and  the  innovation  you  need  to  manage  risk,  adapt 
to  change  and  accelerate  the  benefits  of  your  best-case  transformation  scenario.  Our 
Solutions  for  Secure  Business  Operations  can  optimize  your  business  performance  and 
your  competitive  advantage.  For  maximizing  your  full  business  potential,  outsourcing 
is  a  win-win  scenario.  Unlearning  is  just  the  beginning. 
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CAN  A  LASER 
BEAM  SAVE 
THE  BRAIN? 


Most  strokes 
occur  when 
an  artery  to  the 
brain  (red)  is 
blocked  by  a 
blood  clot  or 

plaque,  stopping  the  flow  of 

blood  and  oxygen. 

The  brain  cells' 
mitochondria, 
which  are 
small  bits  of 
protein  that 
serve  as  power 
supplies  (black),  shut  down 
within  seconds  of  a  stroke, 
causing  the  brain  cells  to  die. 


PhotoThera's  laser  delivers  near- 
infrared  rays  through  the  skull,  stimu- 
lating the  mitochondria.  In  early  trials, 
this  appeared  to  keep  the  cells  alive 
until  the  blockage  could  be  removed. 


clue  how  hard  it  would  be,"  he  says. 

Streeter,  more  low-key  scientist 
than  brash  entrepreneur,  proceeded  to 
sink  all  of  his  savings  into  PhotoThera. 
He  borrowed  more  money  from  family 
members  and  took  out  a  bridge  loan  to 
keep  the  company  going.  He  quickly 
learned  that  venture  capitalists  did  not 
have  a  lot  of  interest  in  stroke,  given  all 
the  prior  failures.  There  was  even  less 
enthusiasm  for  funding  a  treatment 
that  sounded  like  a  New  Age  gimmick. 
"Everyone  was  interested  until  I  asked 
them  for  money,"  he  says. 

The  device  that  Streeter  developed  is 
definitely  exotic.  NeuroThera  uses  a  ray 
of  near -infrared  light  to  stimulate  tiny 
cellular  structures  called  mitochondria, 
which  provide  energy  in  each  living  cell. 
The  mitochondria  residing  in  neurons 
shut  down  during  a  stroke,  leading  to 
the  death  of  brain  cells .  Streeter  dis  - 
covered  that  in  animals,  a  near -infrared 
beam  directed  at  the  skull  is  absorbed 
by  the  mitochondria  and  kick- starts 
them  into  producing  energy  again. 

His  idea  would  need  a  lot  of  testing 
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:o  convince  the  FDA  and  jaded  neu- 
•ologists,  however.  "We  are  certainly 
ntrigued  by  the  laser  approach,  but 
he  fact  is  we  really  don't  understand 
low  it  works,"  warns  Dr.  Helmi  Lutsep, 
issociate  director  of  Oregon  Health  & 
sciences  University's  Stroke  Center. 
'Lots  of  approaches  don't  hold  up 
inder  testing." 

SUCCESSFUL  FIRST  TRIAL 
Still,  Streeter  managed  to  drum  up 
$750,000  in  financing  from  Hamilton 
Bio  Ventures  and  California  Technology 
Ventures  in  2001,  in  part  by  crashing 
1  Goldman  Sachs  investment  meeting 
n  San  Diego.  Positive  data  in  animals 
lelped  him  raise  an  additional  $4.35 
Trillion ,  then  $19  million  more,  and  fi- 
nally in  2006,  $30.5  million.  The  money 
mabled  PhotoThera  to  put  together  a 
120  -patient  randomized  trial  in  Europe 
ind  Israel  last  year. 

The  trial  went  well.  The  research- 
es reported  in  the  June  issue  of  Stroke 
:hat  70%  of  patients  who  received  the 
:wo-hour  laser  treatment  had  a  good 


outcome,  compared  with  51%  of  the 
control  group.  Plus,  the  therapy  could  be 
delivered  up  to  24  hours  after  a  stroke. 

With  those  results  in  hand,  Streeter 
persuaded  the  FDA  to  approve  a  U.S.  - 
based  trial  of  660  patients  that  started 
last  January  and  will  run  until  spring 
of  2008.  He  still  has  to  convince  the 
medical  community  that  his  approach 
has  merit.  Dr.  Scott  E.  Kasner  of  the 
Hospital  at  the  University  of  Pennsyl- 
vania says  he  started  laughing  when 
he  read  PhotoThera's  clinical  trial 
proposal.  "The  idea  sounded  just  too 
crazy.  But  the  more  I  thought  about  it," 
he  says,  "I  realized  it  made  a  kind  of 
sense."  He  signed  on  as  an  independent 
investigator. 

Many  more  stroke  doctors  are  desper- 
ate enough  to  experiment  with  almost 
anything  that  could  make  a  difference. 
"It's  so  novel  I'm  not  sure  what  to  make 
of  the  theory  behind  it,"  says  Dr.  Eric 
E.  Smith,  associate  director  of  Massa- 
chusetts General  Hospital's  stroke  unit. 
"But  there  is  promising  human  data.  If  it 
makes  people  better,  I'm  all  for  it."  1 BW 1 
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A  research  firm  is  pessimistic  about 
new  drugs  to  treat  stroke 


Decision  Resources,  a 

research  firm  specializing  in 
health  care,  concludes  in  a 
July  report  that  the  acute  ischemic 
stroke  market  is  a  "graveyard  for 
drug  development."  It  doesn't 
expect  any  new  drug  therapies  for 
stroke  between  now  and  201 6. 
Innovative  drug/device  combina- 
tions are  the  best  near-term  hope. 

The  most  heartbreaking 

stroke  patients  are  surely  chil- 
dren—3  out  of  every  100,000 
suffer  such  events.  A  Toronto- 
based  study  in  the  Nov.  5  issue  of 
Pediatrics  says  there  are  warning 
signs:  Toddlers  with  strokes 
were  10  times  more  likely  to  have 
iron-deficiency  anemia  than  other 
children  their  age,  and  kids  with 
this  condition  accounted  for  more 
than  half  of  all  strokes  in  children. 
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MANAGING 


CEO  Nayar  is 
trying  "to  get 
the  manager  to 
suck  up  to  the 
employee" 


The  Employee 
Is  Always  Right 

At  India's  HCL  Technologies,  workers  get  to 
grade  the  boss,  and  everybody  can  see  the  ratings 


by  jena  McGregor 

Vineet  Nayar,  CEO  of  Indian  outsourcer 
HCL  Technologies,  needs  to  work  on  his 
time -management  skills.  Last  year,  his 
team  rated  him  3.6  out  of  5  for  how  well 
he  keeps  projects  running  on  schedule. 
That  was  among  Nayar 's  lowest  scores 
from  the  81  managers  who  rated  him, 
and  everybody  at  HCL  knows  it. 

Nayar's  grades,  along  with  ratings 
for  the  top  20  managers  at  HCL,  are 
published  on  the  company's  intranet 
for  anyone  who  wants  to  see  them. 
Employees  also  have  the  capability  to 
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see  their  own  supervisors'  scores.  While 
many  companies  have  "360-degree  re- 
views" —which  compile  feedback  from 
peers,  managers,  and  underlings— HCL 
may  be  the  only  one  in  the  world  that 
broadcasts  the  results  throughout  the 
organization.  That  has  created  no  short  - 
age  of  workplace  angst.  "There  was  this 
whole  picture  of  me  that  [emerged]  as  a 
heavy  taskmaster,"  says  R.  Srikrishna, 
who  runs  HCL's  U.S.  infrastructure 
services  division,  of  his  early  results.  "It 
was  very  unsettling  the  first  time." 
The  public  grading  of  managers  is  just 


one  of  several  unconventional  steps  HC1 
has  taken  over  the  past  two  years  to  builc 
a  more  democratic  workplace.  While 
plenty  of  CEOs  utter  bromides  about 
"servant  leadership"  and  say  their  most 
important  job  is  supporting  employees, 
Nayar  is  more  willing  than  most  to  back 
up  his  words  with  actions.  "In  our  day 
and  age,  it's  the  employee  who  sucks  up 
to  the  boss,"  says  Nayar.  "We  are  trying, 
as  much  as  possible,  to  get  the  manager 
to  suck  up  to  the  employee." 

SETTING  AN  EXAMPLE 

Nayar's  ideas  are  starting  to  generate  a 
lot  of  buzz.  Executives  from  two  of  the 
world's  largest  tech  companies,  neither 
of  which  wanted  to  be  identified,  have 
recently  made  the  pilgrimage  to  Noida, 
a  busy,  dusty  town  just  outside  New 
Delhi,  to  study  HCL.  Customers  ranging 
from  Swedish  insurer  Skandia  to  British 
publisher  Pearson  have  gotten  an  inside 
peek,  too.  And  a  new  case  study  on 
HCL  by  two  Harvard  Business  School 
professors  is  being  taught  in  one  of  the 
school's  most  popular  executive  educa- 
tion courses  and  is  being  considered  for 
a  mandatory  MBA  class.  "We're  seeing 
more  innovative  methods  coming  from 


We're  right  there  with  you. 

In  an  interdependent,  constantly  changing  world  where  risks 
can  bubble  up  anywhere,  we  know  that  our  global  customers 
need  insurance  professionals  that  can  see  the  world  as  a 
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services.  This  approach  makes  the  job  of  managing  risks  on 
one,  or  even  seven  continents,  smoother  for  our  customers. 
www.zurichna.com/corporatebusiness 
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[emerging  markets].,  .on  how  to  struc- 
ture and  lead  organizations,"  says  Linda 
A.  Hill,  who  wrote  the  case  with  fellow 
professor  Tarun  Khanna. 

In  fast -growing  India,  the  challenge 
of  attracting  and  retaining  workers  has 
prompted  a  pile -on  of  perks,  from  fat- 
tened paychecks  to  corporate  campuses 
decked  out  with  multiplexes  and  bowl- 
ing alleys.  Because  HCL  Technologies, 
the  fifth-largest  of  India's  info-tech 
outsourcers,  arrived  late  to  the  software 
services  game,  it  has 
had  to  work  even  harder 
to  build  cachet  among 
recruits.  And  its  growth 
plans  are  staggering:  In 
the  next  year,  HCL  ex- 
pects to  add  about  io.ooo 
more  employees  to  its 
workforce  of  45,600. 

So  far,  Nayar's  methods 
appear  to  be  having  an 
impact.  HCL's  once-trou- 
bling attrition  rate,  which 
at  20.4%  was  among  the 
highest  in  the  industry 
when  Nayar  took  over  as 
president  in  2005,  has  dropped  three 
quarters  in  a  row,  to  17.2%  (though  it  is 
still  higher  than  that  of  many  rivals). 
This  progress  is  no  small  achievement 
in  a  country  where  young  engineers,  as 
marketing  manager  Krishnan  Chat  - 
terjee  puts  it,  can  be  like  "coin -operated 
machines,"  disregarding  corporate  cul- 
ture and  jumping  ship  wherever  there's 
more  pay.  In  October,  HCL  posted  a 
42%  rise  in  quarterly  net  income.  It 
attributed  part  of  that  growth  to  its 
success  in  winning  complex,  multi-year 
projects  -the  very  ones  that  require  the 
most  sought-after  engineers.  Annual 
revenues,  at  $1.5  billion,  are  up  42%  from 
the  year  before. 

PROVOCATIVE  UTTERANCES 

Tall  and  forthright,  Nayar,  45,  didn't 
arrive  at  the  top  of  HCL  Technologies 
easily.  Plunged  into  poverty  in  his  teens 
after  his  father's  death,  Nayar  and  his 
two  brothers  took  turns  working,  so  the 
brothers  not  working  could  study.  After 
seven  years  as  an  engineer  at  HCL,  he 
was  tapped  to  run  an  internal  startup, 
where  he  tested  out  some  of  his  ideas. 
Nayar  can  be  something  of  a  manage- 
ment iconoclast,  unafraid  of  making 


provocative  statements.  He  has  branded 
his  management  philosophy  "Employ- 
ees first,  customers  second"— even  when 
talking  to  customers.  And  lately,  he  has 
even  been  saying  he  wants  to  "destroy 
the  office  of  the  CEO."  While  he  has  no 
actual  intention  of  doing  that,  he  says  it 
to  remind  employees  that  they  should 
not  look  to  him  for  all  the  answers. 

In  addition  to  the  shared  360  ratings, 
Nayar  has  other  tools  that  force  the 
company  to  respond  quickly  to  employ- 
ee concerns.  On  HCL's 
intranet,  Nayar  publicly 
posts  responses  to  every 
question  left  by  HCLites, 
as  they  call  themselves. 
He  spends  about  seven 
hours  answering  the  50  or 
so  questions  he  gets  each 
week,  often  on  Sunday 
mornings  at  home. 

On  Nayar's  watch, 
HCL  has  developed  a 
one -stop  online  "smart 
service  desk,"  where 
workers  file  complaints 
(or  "tickets,"  in  IT  out- 
Employees'         sourcing  lingo)  about  any 
can  file  online       iSSUe,  whether  it's  the 

freezing  air  conditioning 
in  their  office  or  some- 
thing as  thorny  as  the 
size  of  their  bonus.  Ev- 
eryone uses  it,  from  the  most  junior  pro- 
grammer to  senior  officers  who  might 
get  white-glove  service  elsewhere. 
Shipra  Gill,  23,  an  assistant  marketing 
manager,  says  some  of  her  colleagues 
opened  tickets  to  complain  after  a  new 
cafeteria  vendor  didn't  carry  popular 
brands  of  chips  and  beverages.  And 
unlike  the  tech-help  desks  that  most 
cubicle  dwellers  endure,  Nayar  added  a 
twist  that  underscores  his  philosophy: 
Only  workers  can  close  the  tickets,  once 
they  feel  the  issue  has  been  resolved. 
Even  though  HCL  employees  were 
the  primary  beneficiaries  of  Nayar's 
innovations,  some  were  initially  skepti- 
cal. "People  did  not  really  believe  that 
this  program  would  make  a  difference," 
says  27-year-old  Anisha  Khanna.  Just 
10%  of  the  engineers  in  her  department 
showed  up  at  Nayar's  early  speeches. 
Others  worried  how  it  would  look  if  they 
got  negative  ratings  by  their  underlings. 
(All  employees  who  take  time  to  rate 


complaints 
about  any 
company 
issue 


managers  above  them  can  get  access 
to  their  scores.)  But  workers  learned  to 
trust  the  system,  in  large  part  because 
Nayar  makes  it  clear  the  feedback  isn't 
used  to  determine  bonuses  or  promo- 
tions. Enough  employees  have  gotten 
comfortable  with  the  public  feedback 
that  HCL  expanded  it  for  2007.  Now 
workers  can  see  results  not  only  of  theii 
managers,  but  also  of  peers  they  rate. 

None  of  the  companies  that  have 
studied  HCL's  systems  has  adopted  its 
public  feedback  program  so  far.  "It's  too 
radical  for  most  of  them,"  says  Nayar.  Bi 
that  doesn't  stop  him  from  thinking  his 
ideas  will  spread.  "I  believe  this  whole 
concept  [of  making  management  more 
accountable  to  workers  ]  is  going  to  get 
accepted  as  a  way  of  life . . .  Talent  is  only 
becoming  scarcer  and  scarcer."  1 BW 1 
-  With  Manjeet  Kripalani  in  New  Delhi 


PLAYBOOK 

Living  up  to  the  promise  of  "employee: 
first"  takes  more  than  platitudes.  Here 
how  HCL  makes  workers  feel  valued: 


MAKE  YOURSELF 
THE  EXAMPLE 
Nayar's  idea  of  making  360- 
degree  feedback  public  online 
was  designed  to  hold  manag- 
ers accountable  for  correcting 
their  faults.  The  first  year,  Nayar 
posted  his  own  before  asking 
his  team  to  follow  suit. 

PUT  YOUR  TIME  ON  THE  LINE 
Each  week,  Nayar  spends  about 
seven  hours  publicly  posting 
answers  to  individual  employ- 
ees' questions.  He  typically 
gets  close  to  50  a  week,  and 
he  doesn't  hand  them  off  to 
staffers,  often  spending  Sunday 
mornings  writing  responses. 

CREATE'ONE-STOP 
SHOPPING 

It's  the  little  stuff  that  makes 
work  frustrating:  automated 
phone  systems  and  slow  re- 
sponses from  IT.  To  keep  work- 
ers focused  on  customers,  HCL 
has  a  system  to  file  and  track 
complaints.  Only  employees 
may  close  "tickets"— when  they 
feel  the  issues  are  resolved. 
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alian  cheese  makers  take  pride  in  Parmigiano  Reggiano,  a  cheese  so 
stinctive  that  law  dictates  it  come  only  from  select  provinces  of  Italy, 
armigiano  Reggiano  cheese  makers  wanted  more  productivity  while 
laintaining  this  legendary  quality.  Cargill  brought  animal  nutrition 
<perts  into  the  process  who  understood  dairy  cow  productivity, 
te  developed  special  feeds  to  supplement  the  cows'  base  diet  of 
ical  grasses  and  hay.  Now  the  cows  give  milk  that  generates  better 
elds  of  high-quality  Parmigiano  Reggiano.  And  there's  more  of  the 
imed  cheese  for  all  to  enjoy.  This  is  how  Cargill  works  with  customers. 

ollaborate      >      create      >      succeed 
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By  Frederik  Balfour 

Guanxi.  It's  the  first  word  any  business  - 
person  learns  upon  arriving  in  China. 
Loosely  translated,  guanxi  means  "con- 
nections" and,  as  any  China  veteran  will 
tell  you,  it  is  the  key  to  everything:  se- 
curing a  business  license,  landing  a  dis- 
tribution deal,  even  finding  that  coveted 
colonial  villa  in  Shanghai.  Fortunes  have 
been  made  and  lost  based  on  whether 
the  seeker  has  good  or  bad  guanxi,  and 
in  most  cases  a  positive  outcome  has 
meant  knowing  the  right  government 
official,  a  relationship  nurtured  over  epic 
banquets  and  gallons  of  XO  brandy. 

Now,  like  so  many  things  in  China, 
the  old  notion  of  guanxi  is  starting 
to  make  room  for  the  new.  Business - 
people— local  and  foreign— are  tapping 
into  emerging  networks  that  revolve 
around  shared  work  experiences  or 
taking  business  classes  together.  Net- 


working that  once  happened  in  private 
rooms  at  chichi  restaurants  now  goes 
on  in  plain  view— at  wine -tastings  for 
the  nouveau  riche,  say,  or  at  Davos - 
style  confabs  such  as  the  annual  China 
Entrepreneurs  Forum  held  annually  at 
China's  Yabuli  ski  resort.  By  tapping 
into  these  informal  groups,  Western 
companies  can  theoretically  improve 
their  understanding  of  the  marketplace, 
hire  the  best  talent,  and  find  potential 
business  partners. 

Guanxi  goes  back  thousands  of  years 
and  is  based  on  traditional  values  of 
loyalty,  accountability,  and  obliga- 
tion — the  notion  that  if  somebody  does 
you  a  favor,  you  will  be  expected  to  repay 
it  one  day.  One  of  Asia's  most  success- 
ful businessmen,  Hong  Kong  billionaire 
Li  Ka-  shing,  has  parlayed  his  guanxi 
particularly  astutely  over  the  years,  in 
the  process  winning  valuable  licenses 


Playing  the  guan  I 
game  at  Insead 
helped  Wang  sta  ', 
Tudou.com,  a 
YouTube  wannat 


and  permission 
to  build  huge  real 
estate  develop- 
ments. Playing  the 
guanxi  game  is  still 
imperative,  and 
especially  for  foreign  investors.  Knowir 
that  Party  boss  (or  his  children)  remain; 
not  just  a  competitive  advantage  but  an 
admission  ticket. 

As  China  increasingly  meshes  its 
economy  with  the  rest  of  the  world,  its 
ascendant  professional  and  entrepre- 
neurial classes  are  beginning  to  see  the 
value  of  networking  among  themselves 
"More  and  more  Chinese  who  studied 
or  worked  overseas  understand  how  to 
build  these  networks,"  says  Yang  Yuan- 
qing,  chairman  of  Lenovo  Group,  the  b 
Chinese  computer  manufacturer. 

Many  of  China's  networkers  meet 
through  an  American  or  European  MB/ 
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program.  Gary  Wang  at- 
tended Insead,  the  famous 
French  business  school 
outside  Paris.  Today  he 
runs  a  YouTube  wannabe 
called  Tudou  that  was 
built  largely  on  connec  - 
tions  made  at  B-school. 
His  partner,  Dutchman 
Marc  van  der  Chijs,  was 
married  to  one  of  Wang's 
classmates.  A  fellow  alum 
who  worked  at  Ogilvy  & 
Mather  Worldwide  helped 
out  with  public  relations. 
And  another  Insead  grad, 
Helen  Wong,  a  partner  at 
Granite  Global  Ventures, 
helped  Wang  raise  $8.5 
million  after  a  friend  heard 
him  speak  at  the  China 
Europe  International 
Business  School  (CEIBS) 
in  Shanghai.  "Without 
knowing  all  these  people 
through  Insead,"  says 
Wang,  "Tudou  prob- 
ably never  would  have 
happened." 

Executive  MBA  pro- 
grams, all  the  rage  now 
in  China,  have  become 
Guanxi  Central.  Targeted 
at  senior  executives  and 
high-powered  entre- 
preneurs, the  programs 
re  attracting  some  of  China's  most  suc- 
essfulbusinesspeople.  "It's  important 
jhave  friends  in  different  industries 
ad  meet  people  from  different  cities," 
ays  Zhou  Junjun,  who  runs  the  Chinese 
perations  of  a  South  Korean  systems 
itegrator  and  did  an  Executive  MBA  at 
ne  Cheung  Kong  Graduate  School  of 
usiness  in  Beijing. 
The  school  recently  began  offering 
n  ultra- exclusive  CEO  program  that 
ccepts  40  people.  It  has  attracted  a 
eritable  who's  who  of  Chinese  busi- 
ess,  including  Jack  Ma,  founder  of  the 
nline  exchange  Alibaba.com,  which 


Guanxi  is  an  evolving  thing.  It  used  to  mean 
access....  Now  it's  relationships  that  can 
inform  and  educate  you." 


raised  $1  billion  in  an  IPO  earlier  this 
month.  Ma  and  his  39  classmates  have 
created  an  alumni  association.  It's  a 
serious  club:  Members  who  miss  one  of 
the  mandatory  annual  meetings  must 
pay  a  $10,000  fine  (which  is  donated  to 
charity).  The  alums  also  gather  almost 
weekly  for  meals  or  rounds  of  golf  (one 
member  has  his  own  36 -hole  course), 
where  they  share  ideas  and  business 
gossip.  "Guanxi  is  an  evolving  thing," 
says  Chang  Sun,  managing  director  of 
private  equity  firm  Warburg  Pincus  Asia 
and  a  charter  member.  "It  used  to  mean 
access;  once  you  had  it  you  could  open 
doors.  Now  it's  relationships  that  can 
inform  and  educate  you." 

Multinational  companies,  of  course, 
provide  rich  opportunities  for  network- 
ing, too — and  some  are  trying  to  goose 
the  guanxi.  Ogilvy  Public  Relations 
Worldwide  holds  an  annual  party  for 
former  employees,  many  of  whom 
now  work  for  O&M  clients,  includ- 
ing Lenovo,  Johnson  &  Johnson,  and 
solar -panel  maker  Suntek.  McKinsey 
has  plenty  of  alumni  who  have  moved 
into  senior  posts  at  major  companies 
and  startups.  "Obviously,  they  became 
a  valuable  network  for  us,"  says  Andrew 
Grant,  who  runs  the  firm's  China  prac- 
tice in  Shanghai. 

Procter  &  Gamble  China  "gradu- 
ates" have  their  own  Web  site,  where 
they  post  everything  from  new  job 
prospects  to  potential  tennis  partners. 
Jerry  Liu,  who  joined  P&G  along  with 
80  other  college  recruits  in  1997,  recalls 
an  intense  bonding  experience.  "When 
you  join  the  company,  it's  like  entering 
another  college,"  says  Liu,  who  subse- 
quently did  an  MBA  at  the  University  of 
Michigan  and  used  his  P&G  connections 
to  land  a  job  at  Coca-Cola  in  Shanghai. 
If  one  thing  has  remained  the  same  for 
foreigners  in  China,  it  is  this:  Cracking 
the  guanxi  code  still  takes  hard  work  and 
perseverance.  Schmoozing  at  an  alumni 
barbecue  or  wine  tasting  goes  only  so  far 
when  trying  to  build  relationships  of  any 
lasting  value.  After  the  first  30  minutes 
at  these  functions, 
say  people  who 
have  attended, 
foreigners  and  lo- 
cals almost  invari- 
ably break  off  into 
separate  groups. 


What's  more,  Chinese  business- 
people  are  more  experienced  and 
globally  savvy  than  they  were  just  a  few 
years  ago.  They're  looking  for  business 
connections  who  can  help  them  expand 
outside  China  or  get  their  company 
listed  on  a  foreign  exchange.  "People 
want  something  more  professional  and 
strategic  from  their  relationships,"  says 
Li  Yifei,  Viacom's  chief  representative 
in  China.  "They  want  to  know  how  good 
your  guanxi  is  back  home."  1 BW 1 
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Here's  how  to  start  cracking 
today's  guanxi  code. 


I  Be  prepared  still  to  carry 
thick  stacks  of  business  cards, 
but  don't  waste  time  trying  to 
swap  one  with  every  person  in 
the  room.  Guanxi  is  about  build- 
ing trust,  not  about  building  a 
personal  data  base. 

C  Never  pass  up  an  invita- 
tion to  play  golf,  badminton,  or 
tennis  with  the  locals,  although 
crooning  at  the  karaoke  club  is 
no  longer  de  rigueur.  Wine  tast- 
ings and  art  auctions  are  good 
places  to  network. 

0  When  someone  promises 
to  open  doors  for  you,  or  even 
get  you  in  the  back  door,  be 
suspicious.  Although  navigating 
the  bureaucracy  is  still  difficult, 
increased  transparency  means 
everybody  has  to  jump  through 
the  same  hoops. 


4 


Tap  into  your  own  alma 
mater's  alumni  associations  in 
China.  China  sends  more  than 
30,000  students  abroad  every 
year.  Even  consider  enrolling  in 
local  Executive  MBA  programs. 

U  In  traditional  guanxi,  if 
someone  does  you  a  favor, 
one  day  you  will  have  to  repay 
it— remember  The  Godfather^ 
In  contemporary  guanxi,  people 
are  more  willing  to  give  without 
expecting  something  in  return. 


NOVEMBER  19,2007  I  BUSINESSWEEK 


086 


FINANCE 


EDITED  BY  JEFFREY  M.  LADERMAN 

DEFAULTS 

The  Mortgage  Resets 
Will  Keep  On  Coming 

Some  mortgage  market  commenta- 
tors have  noted  that  the  peak  months 
for  "resets"  —when  the  vast  number 
of  those  adjustable  subprime  notes 
with  initial  "teaser"  rates  of  2%  or 
3%  rise  to  a  much  higher  rate  for  the 
duration  of  the  loan— are  December 
through  March.  They're  arguing  that 
subprime  defaults  will  pick  up  in 
coming  months  but  then  taper  off. 

But  subprimes  are  not  the  whole 
story.  Factor  in  the  myriad  other 
forms  of  adjustable -rate  mortgages 
written  at  the  height  of  the  housing 
bubble— when  lenders  relaxed  their 
standards — and  resets  are  going  to 
be  a  problem  for  the  next  four  years, 
according  to  Zelman  &  Associates,  a 
New  York  institutional  research  firm. 

The  reason?  More  than  $400 
billion  of  recently  written  "option 
ARMs"  and  "Alt  A"  loans  have  five- 
year  teaser  rates  that  will  likely  reset 
to  much  higher  payments  in  2010 
and  2011.  "There  could  be  even  more 
trouble  then,"  warns  CEO  Ivy  Zel- 
man . "  If  housing  prices  drop,  these 
[borrowers]  won't  be  able  to  afford 
the  higher  rates,  but  won't  be  able 
to  sell  their  homes  without  taking  a 
loss."  -DeanFoust 


STOCK  ISSUES 


The  Older  the  Company, 
The  Better  the  IPO 


It 's  best  to  respect  elders  when  it 
comes  to  initial  public  offerings.  A 
recent  Ernst  &  Young  study  says  the 
IPOs  with  the  best  stock  performance 
in  their  early  months  are  those  of  com- 
panies that  have  been  around  awhile. 

Researchers  at  the  firm  examined 
110  companies  that  did  IPOs  in  2006 
and  the  first  half  of  2007.  Then  they 
identified  those  that  beat  the  Russell 
2000,  a  small-cap  stock  index,  in  the 


first  half  of  2007,  with  65  making  the 
cut  to  be  deemed  outperformers. 

Most  of  tne  strong  performers  had 
eight  or  nine  years  under  their  belts 
prior  to  going  public.  "Preparation  is 
unquestionably  the  key  to  success  in 
both  the  short  and  long  term,"  said 
Maria  Pinelli,  the  Americas  director 
for  Ernst  &  Young's  Strategic  Growth 
Markets.  Only  11%  of  outperform- 
ers were  public  within  their  first  two 
years. 

Just  as  experience  matters  in  a  com- 
pany's initial  success,  it  matters  for 
CEOs,  too.  The  age  group  for  the  CEOs 
of  market -beating  companies  was  50 
to  54.  -Jessica  Silver -Greenberg 
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EUROBOND  MARKET  IS  SURGING  AHEAD 
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CAPITAL  COMPETITION 


Corporate  Bonds:  Why  Europe 

Is  Outpacing  the  U.S. 

Fears  that  the  U.S.  is  losing  its  competitive  edge  in  the  capital  mar- 
kets have  abounded  ever  since  tougher  regulations  took  hold  in  the 
wake  of  the  Enron  and  WorldCom  scandals.  The  fear  has  become  a 
reality  in  the  corporate  bond  market,  where  Europe's  lead  over  the 
U.S.  is  widening,  according  to  data  compiled  by  Thomson  Financial. 

In  2006,  issuance  in  the  Eurobond  market  topped  $1.6  trillion,  vs. 
$1.1  trillion  in  the  U.S.  That's  a  change  from  2002,  when  America 
counted  $619  billion  to  Europe's  $554  billion.  "Europe's  corporate 
bond  market  has  developed  at  an  extraordinary  pace,"  says  Colin 
Mayer,  dean  of  Britain's  University  of  Oxford  Said  Business  School. 

Europe's  rise  is  partly  due  to  regulatory  overhaul  that  cut  transac- 
tion costs  to  roughly  U.S.  levels.  By  unifying  the  Continent's  dispa- 
rate markets,  Europe  is  now  a  larger  financial  market  than  the  U.S. 
This  dominance  coincides  with  the  growing  strength  of  the  euro, 
which  has  made  the  market  more  attractive  to  non-U.S.  and  even 
some  U.S. -domiciled  companies.  -Mark  Scott 


HOT  MARKETS 


Now  You  Can  Buy 
A  Piece  of  Dubai 


The  initial  public  offering  of  government -con- 
trolled ports  operator  DP  World  expected  at 
the  end  of  November  is  a  landmark  event  partly 
aimed  at  boosting  Dubai's  fortunes  as  a  regional 
financial  center.  It  could  also  be  the  first  of  a 
wave  of  privatizations  that  would  be  welcomed 
by  cash-rich  Middle  East  investors.  About  20% 
of  DP  World  is  expected  to  be  listed  on  Nov.  26 
on  the  Dubai  International  Financial  Exchange 
(DIFX),  giving  the  company  a  market  capitaliza- 
tion of  $18  billion.  "It  will  be  the  only  pure-play 
port  asset  of  this  size  in  the  world  to  be  listed," 
says  Mustafa  Abdel-Wadood,  a  partner  in  Dubai 
private  equity  firm  Abraaj  Capital.  "It  is  operat- 
ing in  the  highest -growth  markets  in  the  world." 

Dubai  officials  say  more  of  the  companies 
informally  known  as  Dubai  Inc.  will  go  public, 
too.  Among  the  possibilities:  Emirates  Airlines, 
Dubai  Aluminum,  and  Nakheel,  a  local  real  estate 
developer.  -Stanley Reed 
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Tim  Wu, 
Freedom  Fighter 

His  wireless -phone  manifesto  was  the  inspiration 
for  Google's  new  mobile -software  strategy 


Wu  is  pushing 
"Net  neutrality" 
—allowing  free 
access  to  all 
Web  sites 


By  Spencer  E.  Ante 

On  Nov.  5,  Google  unveiled  what  many 
in  the  phone  business  had  long  awaited 
CEO  Eric  E.  Schmidt  explained  how  th( 
search  giant  was  ready  to  create  new 
software  for  mobile  phones  that  would 
shake  up  the  telecom  status  quo.  A 
Google -led  "Open  Handset  Alliance" 
would  provide  consumers  an  alternativ 
to  the  big  cellular  carriers  and  give  ther 
new  choices  among  mobile  phones  and 
the  types  of  nifty  services  that  run  on 
them,  from  e-mail  to  Google  Maps. 

Google's  brain  trust  was  again  trying 
to  change  the  rules  of  the  game.  Behind 
the  scenes,  they  owe  a  sizable  debt  to  a 
man  nearly  unknown  outside  the  geeky 
confines  of  cyberlaw.  He  is  Tim  Wu,  a 
Columbia  Law  School  professor  who 
provided  the  intellectual  framework  th: 
inspired  Google's  mobile  phone  strateg 
One  of  the  school's  edgier  profs,  Wu 
attends  the  artfest  Burning  Man,  and 
admits  to  having  hacked  his  iPhone  to 
make  it  work  on  the  T-  Mobile  network. 

Now,  Wu's  offbeat  ideas  are  enter- 
ing the  mainstream.  In  February,  he 
published  a  paper  in  the  International 
Journal  of  Communication  proposing 
a  radical  new  vision  of  freedom  for  the 
U.S.  wireless  industry.  He  argued  that 
the  Federal  Communications  Com- 
mission should  mandate  that  provider; 
allow  consumers  to  use  any  cell  phone 
with  any  wireless  operator,  and  install : 
any  programs  they  want  on  their  phone 
as  long  as  they  were  not  illegal  or  harm 
ful.  "It  would  make  a  huge  difference  ir 
the  wireless  industry,"  says  Wu.  "It  wil 
blow  open  the  wireless  market." 

A  TRIGGER  FOR  INNOVATION 

The  paper  spread  like  juicy  gossip 
around  the  Googleplex.  Wu's  vision 
resonated  because  Google  had  become 
frustrated  with  phone  companies  that 
were  blocking  some  Google  applicatioi 
from  being  used  on  phones  attached 
to  their  networks.  Like  Wu,  Google 
believes  an  alliance  based  on  openness 
will  trigger  a  new  wave  of  innovation. 
"Tim  helped  us  catalyze  a  strategy,"  sa] 
Chris  Sacca,  head  of  special  initiatives 
at  Google.  "He's  a  singular  force  in  this 
space.  You're  just  seeing  the  start  of 
what  he's  going  to  accomplish." 

Wu,  35,  has  emerged  this  year  as  a  ke; 
influencer  in  telecom.  He  rose  to  promi 
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WHAT'S  NEXT 


Wu  argues  that  wireless  networks  are 
like  public  utilities  and  should  be  kept 
free  from  corporate  interference 


nence  by  popularizing  "Net  neutrality," 
the  notion  that  network  service  provid- 
ers should  not  be  allowed  to  deny  people 
access  to  certain  Web  sites  or  prioritize 
certain  content.  Telecom  carriers  believe 
their  multibillion-dollar  investments 
give  them  the  right  to  decide  what  is 
transmitted  on  their  networks.  "The 
highly  competitive  wireless 
industry  is  demonstrating 
that  neither  legislation  nor 
regulation  is  required  to 
produce  innovation,"  says 
Verizon  Wireless  spokes- 
man Jeffrey  Nelson.  While 
Sprint  Nextel  and  T- Mobile 
have  joined  the  Google  al- 
liance, AT&T  and  Verizon, 
the  two  largest  U.S.  wireless 
carriers,  have  not.  Wu 
argues  that  wireless  net- 
works are  like  public  utilities,  and  should 
be  kept  free  from  corporate  interference. 
"They  need  to  carry  content  without 
discrimination,"  he  says. 


IMPORTANT  VOICE 

Wu  has  had  a  surprisingly  large  influ- 
ence on  telecom  policy  on  Capitol  Hill. 
In  2006,  he  was  invited  by  the  FCC  to 
help  draft  the  first-ever  Net  neutrality 
rules  that  were  attached  to  the  merger 
of  AT&T  and  BellSouth.  They  required 
the  company  for  30  months  to  allow 
consumers  to  access  any  content  or 
service  of  their  choice,  while  barring 
AT&T  from  providing  faster  service  to 
any  content  or  service  provider.  Over 
the  summer,  the  FCC  adopted  two  of 
Wu's  proposals  for  an  upcoming  auction 
of  wireless  airwaves.  The  rules  require 
network  operators  to  support  any  device 
or  application  on  the  spectrum  they  buy. 
Now,  Wu  is  pressing  for  network  neu- 
trality throughout  wireless  computing. 

Wu's  work  exploring  the  nexus  of 
communications  and  the  law  has  made 
him  the  field's  most  important  new 
voice.  Lawrence  Lessig,  a  Stanford  Uni- 
versity law  professor  who  has  been  the 
leader  in  arguing  for  reduced  restrictions 


on  what  can  go  up 
on  the  Internet, 
predicts  that  Wu 
will  become  even 
more  influential 
than  he  himself 
has  been:  "The 
second  generation  always  has  a  bigger 
impact  than  the  first." 

At  Columbia,  Wu  brings  a  quirky  sen- 
sibility to  the  job.  On  a  recent  afternoon, 
he  strolled  into  the  classroom  with  a 
furry  mouse  costume.  Wu  brought  the 
prop  as  a  visual  aid  to  discuss  copyright 
law.  He  slipped  on  a  pair  of  mittens  and 
asked  the  class:  "Do  I  have 
copyright  protection?"  A 
tf^       few  students  correctly  said 
\J       no .  Then  Wu  put  on  a  giant 
mouse  mask  and  waved  his 
hands  in  the  air  like  some 
surreal  Disneyland  char- 
acter. "Do  I  have  copyright 
W  protection  now?"  he  asked. 

^K     The  class  erupted  into 
I  laughter.  Wu's  point  was 

*■  ^     that  because  costumes  are 
useful  articles,  not  works 
of  art,  they  do  not  merit 
copyright  protection. 
Born  to  a  Taiwanese 
father  and  British  mother, 
Wu  was  taught  to  think 
unconventionally.  His  hippie  parents 
met  in  grad  school  at  the  University  of 
Toronto  in  the  1960s.  His  parents,  both 
immunologists,  sent  him  and  his  young- 
er brother  to  alternative  schools  that 
emphasized  creativity.  After  Wu's  father 
died,  in  1980,  his  mother  bought  him 
and  his  brother  an  Apple  II  computer 
with  some  of  the  insurance  money.  Thus 
began  his  fascination  with  computers. 
Initially,  Wu  studied  biochemistry 
at  McGill  University.  But  he  was  a 
disaster  in  the  lab.  Once,  he  accidentally 
contaminated  it  with  radioactive  mate- 
rial. "It  was  like  Silkwood"  he  quips. 

After  college,  Wu  decided  to  apply  to 
law  school  on  a  whim.  At  Harvard,  he 
merely  drifted  through  his  classes  until 
he  took  a  course  on  technology  and  the 
law  with  Lessig,  who  was  teaching  there 
at  the  time.  "That's  when  I  first  started 
thinking  of  becoming  a  law  professor," 
says  Wu.  Armed  with  a  strong  recom- 
mendation from  Lessig,  Wu  landed  a 
plum  clerkship  with  Federal  Appeals 


Lessig 
sees  Wu's 
influence 
rising 
further 


Court  Judge  Richard  Posner  and  later 
clerked  for  Supreme  Court  Justice  Ste- 
phen G.  Breyer. 

Yet,  instead  of  heading  for  academia 
or  a  white-shoe  firm,  Wu  moved  to  Sili- 
con Valley  in  2000  and  took  a  marketing 
job  with  a  startup  that  made  communi- 
cations gear.  He  wanted  to  get  inside  the 
technology  world.  But  Wu  soon  became 
disillusioned  with  the  business.  "Most 
of  our  products  were  designed  to  contro 
the  Internet  and  extract  revenue,"  he 
says.  "My  stomach  wasn't  in  it." 

In  2002,  he  landed  a  job  teaching  law 
at  the  University  of  Virginia.  After  Les- 
sig suggested  he  work  on  a  paper  relatec 
to  corporate  control  of  the  Internet,  Wu 
explored  the  field.  Thanks  to  his  stint 
in  the  Valley,  Wu  understood  how  com- 
puter networks  operated.  He  poured 
that  knowledge  into  a  paper  exposing 
many  of  the  restrictions  that  broadbanc 
communications  providers  imposed  on 
their  customers,  such  as  constraints  on 
bandwidth  usage  or  bans  on  setting  up 
wireless  networks. 

In  2003,  Wu  presented  the  paper.  It 
fell  flat.  A  year  later,  though,  his  mes- 
sage was  heard— and  amplified— when 
former  FCC  Chairman  Michael  Powell 
cited  his  Net  neutrality  work  in  a 
speech.  "That's  when  things  took  off," 
savsWu.  1BW1 


LINKS 


Rigging  Up  Your 
Own  Phone 

In  February,  Tim  Wu 
published  a  paper 
proposing  that  the  FCC 
apply  the  industry's  "Carterfone" 
rules  to  wireless.  For  decades, 
AT&T  had  prohibited  consumers 
from  attaching  anything  but  its  own 
phones  to  its  network.  In  1 968, 
AT&T  tried  to  bar  the  use  of  a 
"Carterfone"  (above  right), 
which  linked  a  mobile  radio 
to  a  telephone.  But  the  FCC 
labeled  AT&T's  move  "unduly 
discriminatory"  and  allowed 
consumers  the  right  to  install 
devices  of  their  choice.  Wu  wrote: 
"The  same  rule  for  the  wireless 
networks  could . . .  stimulate  the 
development  of  new  applications 
and  free  equipment  designers  to 
make  the  best  phones  possible." 
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For  John  Stadter,  it  was  his  fledgling  telecom  company's  only  shot.  For  the 
residents  of  the  tiny  town  of  Bandon,  it  was  a  chance  to  finally  put  their 
community  back  on  the  business  map.  But  bringing  the  country's  fastest 
broadband  connection  to  the  remote  coast  of  Oregon  is  as  daunting  as  it 
sounds.  Watch  how  Hitachi's  pioneering  GPON  technology  helps  make  it 
look  easy  in  America's  first  2.5  gigabit-connected  town. 


5  Watch  the  documentary  film  series  at  hitachi.com/truestories 
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EDUCATION 


The  Crisis  in  Israel's 
Classrooms 

A  breakdown  in  the  financially  strapped  school 
system  is  jeopardizing  the  country's  high-tech  edge 


By  Neal  Sandler 

It  sounds  like  a  teenager's  dream:  Sleep 
late,  hang  out  at  the  mall,  and  go  to  the 
beach.  Yet  15-year-old  Barak  Rivkind  is 
sick  of  that  easy  life.  At  noon  on  a  school 
day,  instead  of  sitting  in  class,  Rivkind 
and  his  buddies  are  sipping  milk  shakes 
at  the  Aroma  cafe  in  Jerusalem's  Malha 
Mall.  That's  because  Israel's  high  school 
teachers  have  been  on  strike  since  Oct. 
9  seeking  higher  wages  and  improved 
working  conditions.  ''I've  had  enough 
of  loafing,"  says  the  10th  grader.  "We're 
missing  a  lot  of  material,  and  it  will  be 
very  difficult  to  make  it  up." 

Israeli  education  is  in  crisis — and 
many  fear  the  country's  tech  industry 
will  suffer  unless  something  is  done  to 


fix  it.  The  technology  sector  represents 
12%  of  Israel's  gross  domestic  product 
and  more  than  a  third  of  all  exports, 
and  has  been  growing  at  a  double -digit 
clip  for  most  of  the  past  two  decades. 
Fueling  that  boom  have  been  Israel's 
top-notch  schools.  "Unless  the  govern- 
ment wakes  up,  Israel  will  quickly  lose 
its  edge  in  high  tech,"  says  Giora  Yaron, 
a  serial  entrepreneur  who  has  sold  two 
companies  to  Cisco  Systems  and  is  now 
involved  in  four  other  tech  ventures. 
The  teachers'  strike  and  a  parallel 
action  by  university  professors  are  just 
symptoms  of  the  malaise  gripping  the 
country's  school  system.  In  the  1960s, 
Israeli  students  topped  international 
rankings  of  math  and  science  skills.  The 


last  time  Israel  participated  in  such  a 
survey,  in  2002,  it  had  slipped  to  33rd 
out  of  41  countries,  behind  the  likes  of 
Thailand  and  Romania.  And  just  30%  of 
18-year-old  native-born  conscripts  to 
the  Israel  Defense  Forces  in  2005  passed 
a  standard  Hebrew  reading  comprehen- 
sion test,  down  from  60%  two  decades 
ago.  "Our  most  important  resource  is 
brain  power,  and  if  we  don't  foster  this 
then  our  society  is  at  risk,"  warns  Aaron 
Ciechanover,  the  2004  Nobel  laure  - 
ate  in  chemistry  and  a  professor  at  the 
Technion  Israel  Institute  of  Technology 
in  Haifa,  Israel's  equivalent  of  MIT. 

OVERDUE  FUNDING 

The  government,  though,  has  been  slow 
to  act.  National  spending  on  education 
dropped  from  9.3%  of  GDP  in  2002  to 
8.3%  last  year.  The  2008  budget  include: 
a  $400  million  increase  for  education,  to 
$10  billion— though  that's  barely  enough 
to  keep  up  with  the  economy's  growth 
rate.  The  extra  money  will  be  used  to 
increase  teachers'  salaries,  and  the  gov- 
ernment has  committed  to  an  additional 
$2  billion  over  the  next  five  years  to  boos 
wages,  renovate  and  repair  schools,  and 
keep  them  open  longer  each  day. 

Many  Israelis  say  the  education  sys- 
tem needs  a  complete  overhaul.  Class 
sizes  average  38  to  40  students,  and  the 
Organization  for  Economic  Coopera- 
tion &  Development 
says  teachers'  wages 
in  Israel  are  the  lowest 
in  the  industrialized 
world,  with  starting 
educators  earning 
just  $600  per  month-less  than  the 
rent  on  a  modest  one -bedroom  apart- 
ment in  Tel  Aviv.  That  makes  it  tough 
to  attract  quality  professionals.  "The 
level  of  teaching  at  our  school  is  lousy, 
and  the  principal  has  no  authority  to  do 
anything  about  it,"  says  Asaf  Makover,  a 
10th  grader  at  Jerusalem's  Beit-Chinucl 
High  School.  Teachers  grouse  that  it's 
nearly  impossible  to  get  anything  done. 
"With  40  kids  in  a  class,  you  spend  mos 
of  your  time  just  keeping  order  and 
very  little  time  on  actual  teaching,"  says 
Meirav  Cohen,  a  geography  instructor  a 
a  suburban  Jerusalem  junior  high. 

The  crisis  has  parents  scrambling 
to  fill  the  gaps,  hiring  private  tutors 
to  help  children  after  school.  Bulletin 


Striking 
teachers  and 
their  supporters 
demonstrate  in 
Tel  Aviv 
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boards  in  schools  are  crammed  with  ads 
from  teachers  and  university  students 
offering  after-hours  tutoring.  "It's  the 
only  way  to  make  ends  meet  on  such 
a  meager  salary,"  says  a  teacher  at  a 
Jerusalem  high  school.  Many  parents  in 
the  mid-  '90s  banded  together  to  create 
nonprofit  programs  to  tutor  kids.  Now 
such  classes  have  spread  to  50  towns. 

BRAIN  DRAIN 

The  biggest  problems  are  in  math,  sci- 
ence, and  English.  In  each  of  these  sub- 
jects, potential  teaching  candidates  can 
usually  find  high -paying  alternatives 
in  the  tech  sector.  "After  six  years  of 
teaching,  the  crowded  classrooms  and 
the  discipline  problems  got  to  me,"  says 
Laly  Bar-Ilan,  an  algorithm  engineer  at 
WhiteSmoke,  a  Tel  Aviv  startup  that  de- 
veloped a  software  program  for  improv- 
ing English  grammar  and  writing  style. 
She  now  makes  four  times  what  she  did 
teaching  computer  science  and  English. 
"The  only  way  to  bring  back  teachers  is 
to  pay  competitive  salaries  and  improve 
work  conditions,"  she  says. 

With  such  a  shortage  of  qualified  can- 
didates, Israel  has  dropped  its  standards. 
In  the  past,  high  school  teachers  needed 
a  university  degree  in  math  or  science 
to  teach  in  those  fields,  but  nowadays 
a  degree  from  a  less  rigorous  teachers' 
college  will  suffice.  And  budget  cuts 
have  led  to  shorter  school  days.  In  1997 
students  were  in  school  for  36  hours 
weekly,  but  today  it's  just  30.  "With 
fewer  hours  and  most  kids  finished  by  1 
p.m. ,  some  subjects  have  been  dropped 
or  are  hardly  taught  at  all,"  complains 
Dan  Ben-David,  a  Tel  Aviv  University 
economist  with  three  children  in  the 
school  system.  Even  core  subjects  such 
as  math  and  science  have  been  cut  back. 

At  Israel's  seven  universities,  funding 
has  dropped  20%  in  four  years.  So  even 
as  the  student  population  has  climbed 
50%  since  1997,  the  number  of  teachers 
has  remained  steady  at  about  5,000.  And 
as  many  as  3,000  university  lectur- 
ers have  decamped  for  jobs  overseas. 
"We're  seeing  a  serious  brain  drain,"  says 
Zehev  Tadmor,  chairman  of  the  Samuel 
Neaman  Institute,  a  Haifa-based  think 
tank,  and  former  president  of  Technion. 
"Hundreds  of  professors  [are]  teaching 
at  leading  institutions  abroad  because 
we  can't  offer  them  jobs."  ibwi 


Free  Papers, 
Costly  Competition 

After  a  fast  start,  the  70 -plus  tabloids  of  Metro 
International  are  taking  a  beating  from  rivals 


By  Jennifer  Fishbein 

When  the  daily  Metro  hit  the  streets  of 
Stockholm  a  dozen  years  ago,  many  me- 
dia watchers  scoffed  at  the  concept  of  a 
free  newspaper  aimed  at  time -strapped 
commuters.  But  Metro's  street -corner 
distribution  and  easy-to-read  format 
proved  a  hit.  Metro  has  since  spread  to 
more  than  70  cities,  including  three  in 


commuters  in 
Stockholm 


Passing  out  fresh  the  U.S.— striking  fear 
copies  of  Metro  int0  traditional  papers 
pped  and  inspiring  scores  of 
imitators. 

Now  those  imitators 
are  eating  into  Metro 's 
bottom  line.  Metro  International  lost 
$32.7  million  on  sales  of  $314  million 
during  the  first  nine  months  of  2007, 
and  its  shares  have  fallen  by  a  third 
this  year.  In  France  and  Spain,  rival  20 
Minutes,  owned  by  Norway's  Schibsted, 
has  become  the  most  widely  read  paper 
in  those  key  markets.  Analysts  say  Metro 
has  failed  to  match  20  Minutes'  jazzier 
visuals  and  its  emphasis  on  local  news. 
"If  you  put  the  French,  Spanish,  and 
Swedish  editions  [of  Metro]  next  to  each 
other,  you  won't  see  a  big  difference," 
says  Patrick  Bartement,  director  general 


of  OJD,  a  circulation  auditor.  By  con- 
trast, "20  Minutes  is  very  French." 

In  the  U.S. ,  Metro  has  been  hit  by 
the  ongoing  credit  crunch,  which  has 
prompted  advertisers  to  curb  spending. 
Third -quarter  revenues  were  down  5% 
at  its  Philadelphia  edition  and  12%  in 
Boston,  where  the  New  York  Times  Co. 
holds  a  49%  stake.  Metro  founder  Pelle 
Tornberg,  who  invented  the 
free -daily  concept,  was  too 
"aggressive  in  launching  new 
newspapers"  and  overextende< 
the  company  financially,  says 
Rasmus  Engberg,  an  analyst  at! 
Handelsbanken  in  Stockholm. 

Metro  says  it  can  fix  the 
problems  by  tweaking  its 
papers  to  suit  readers  in  each 
market.  Hong  Kong,  for  in- 
stance, has  extra  business  new 
for  that  commerce -minded 
city,  while  the  Italian  editions  have  mon 
politics.  "All  our  papers  can  be  stronger 
in  understanding  local  markets,"  says 
Chief  Executive  Per  Mikael  Jensen,  who 
took  over  from  Tornberg  on  Nov.  1. 

One  disadvantage  Metro  faces  is  that 
it  doesn't  have  other  media  holdings  to 
fall  back  on.  By  contrast,  its  rival  in  New 
York  is  backed  by  publisher  Tribune 
Company".  Amsterdam-based  Telegraaf 
Media,  publisher  of  Spits,  Metro's  fierc- 
est rival  in  the  Netherlands,  has  opera- 
tions in  six  countries.  And  Schibsted 
owns  newspapers,  magazines,  and  TV 
stations  and  can  tap  their  journalists 
and  ad  salespeople.  Says  Sverre  Munck,  j 
international  operations  chief  for  Schib  I 
sted:  "We  have  more  content  and  more   J 
original  content."  ibwi 
-  With  Carol  Matlack  in  Paris 
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Jltimate  Resort®  Luxury  Destination  Clubs  is  a  private  club  offering  flexible  access  to  a 
;rowing  portfolio  of  spectacular  residences  in  25  resort  and  metropolitan  locations 
hroughout  the  U.S.,  Mexico,  Europe  and  the  Caribbean.  These  beautifully  appointed 
tomes  provide  memorable  settings  for  family  vacations,  romantic  getaways  and 
:orporate  retreats  and  incentives,  and  all  are  yours  for  the  choosing  when  you  join 
Jltimate  Resort.  It's  the  Ultimate  way  to  bring  family  and  friends  together. 


Unique  offer  for  American  Express®  Cardmembers! 

oin  Ultimate  Resort  using  your  enrolled  American  Express  Card,  and  earn  double 
Membership  Rewards®  points*  for  every  dollar  spent  on  your  club  membership  fee 
ind  annual  dues.  To  learn  more  about  this  offer  and  club  membership,  call  a 
Membership  Director  at  877.95S.I900  or  visit  UltimateResort.com/metro. 


I 


ULTIMATE 
RESORT® 

LUXURY  DESTINATION   CLUBS 


BONUSB 


Jltimate  Resort,  LLC,  is  registered  with  the  State  of  Florida  as  a  Seller  of  Travel.  Registration  No.  ST364I3.  'Offer  valid  8/1/07  through  12/31/07.  To  be  eligible  to 
tarn  bonus  points,  you  must  be  enrolled  in  the  Membership  Rewards  program  ("Program")  at  the  time  of  purchase.  You  must  charge  your  purchase  on  an  eligible, 
snrolled  American  Express  Card.  Offer  excludes  addition?.!  nights  and  concierge  services.  Bonus  points  will  be  credited  to  your  Program  account  within  6-8  weeks 
ifter  charges  appear  on  your  billing  statement.  Individual  terms  and  conditions,  as  well  as  annual  Program  fees,  apply  for  certain  Card  products.  For  more 
nformation  on  the  Membership  Rewards  program,  visit  americantxpress.com/rewards  or  call  l-800-AXP-EARN.  Bonus  ID-5467. 
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just  25  miles  from  Was' " 
here  is  easy.  Just  hop  c, , 
vintners  to  entrepreneurial 
to  technology  giants  like  AO 
Janelia  Farm  Research  Campus. . 
America's  most  gorgeous  horse ! 


' J  the'hqme  to  Washington  Dulles  International  Airport.  Getting 

Wy  flights  from  San  Francisco.  A  lot  of  smart  people  are  here,  from  savvy 
We  are  plenty  of  reasons  why.  Access  to  the  federal  government,  connections 
tp.h|||;:Grbifa|.  Sciences  and  the  world-renowned  Howard  Hughes  Medical  Institute 
Xmiles  of  high-speed  fiber-optic  technology,  seven  historic  towns  and  some  of 
%  know  youili^BSan  Francisco.  And  for  similar  reasons,  we  think  you'll  love 
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^TheNature 
Conservancy 

SAVING  THE  LAST  GREAT  PEACES  ON  EARTH 


For  52  years,  The  Nature  Conservancy  has  raced  against  time  to  preserve  the  diversity 

A     / 
of  life  on  Earth.  That's  why  we  make  every  second  count.  We  use  science-based 

plans  and  innovative  tools  to  protect  our  natural  world  for  future  generations.  So  far, 

we've  preserved  117  million  acres— and  counting.  But  there  is  still  much  more  to  do. 

Help  us  achieve  lasting  results.  Visit  nature.org  or  call  1-888-2  JOIN  TNC. 


•flafm  Nkitinal  Par'-.  Alberta.  Carvacla  c  David  Muenbh 

ejs/made  possible  by  the  generous  support  of  this  publication. 


Hire  someone  wiJh  a  strong  dssre  to  succeed.  Someone  who  proves  his  or  her  ability  to  overcome  obstacles  each 
and  every  day.  «      Na  nidation  on  Disability's  CEO  Council  (listed  at  www.nod.orVceoad.html)  vigorously 

promotes  hiring  As  leaders  of  the  corporate  world,  CEO  Council  members  know  it's  not  just 

a  good  thing  tc 


N.O.D.  thank?  BusjrfessWe 

question's,  comments  or  tax-;s 
the  web  at  wwvy  - 


lute  our  CEO  Council  and  urges  others  to  join  the  cause.  Please  send 
910  16th  Street  NW,  Washington,  DC  20006,  or  visit  us  on 


It's  abil't 


Mfilifty,  ^  at  counts. 


Register  by  January  4,  2008  and  SAVE  $300 


4th  Annual 


plans  Nuclear  Energy 


Opportunities  for  Growth  &  Investment 
in  North  America 

February  5-6,  2008  •  Marriott  Bethesda  North  •  Bethesda,  MD 


Examine  the  Next  Steps  for  the  Growth  of  Nuclear  Power 

The  Platts  4th  Annual  Nuclear  Energy  conference  features  30  outstanding 
speakers,  the  leaders  in  the  U.S.  nuclear  power  industry,  discussing  the  future 
of  nuclear  energy: 

•  Perspectives  on  the  growth  of  nuclear  energy  from  leading  nuclear 
power  operators:  Exelon  Corporation,  TVA,  UniStar  Nuclear,  Entergy 
Nuclear,  PPL  Corporation,  and  CPS  Energy 

•  Financing  new  nuclear  power  plants  —  Views  from  nuclear  power 
operators,  Wall  Street,  and  rating  agencies  on  risks  and  opportunities 
for  the  growth  of  nuclear  power 

•  The  latest  information  on  advances  in  design  and  engineering,  and  how 
the  nuclear  industry  is  meeting  the  technical  challenges  for  building 
new  reactors 

•  In  depth  discussion  on  how  to  plan  for  new  transmission  capacity  to 
support  the  expected  growth  of  nuclear  power 


Strategic  Sponsor: 

WINSTON 
&STRAWN 


Also  Sponsored  by: 


FLUOR  ^  Washington  Group  International 

US  DAY  PITNEY  LLP        )£(USEC 

'  ^    A  Global  Energy  Company 

UniStar       Morgan  Lewis 


You  cannot  afford  to  miss  this  event!  For  a  complete  agenda  or  to  register,  and 
SAVE  $300,  please  visit  us  online  at  www.events.platts.com  or  call  us  at 
866-355-2930  (toll-free  in  the  USA)  or  781-430-2100  (outside  the  USA). 


For  sponsorship  opportunities,  contact: 

Lome  Grout 

Tel:  781-430-2112 

lorne_grout@platts.com 


For  media  and  press  inquiries,  contact: 

Christine  Benners 

Tel:  781-430-2104 

christine_benners@platts.com 


The  McGraw-Hill  Companies 


Registration  Code:  PC809BW 
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NEW  MATERIALS 


A  Plastic  with  Hues  You  Can  Use 


Here's  an  invention  that  seems  more  like 
a  mood  ring  than  an  industrial  technol- 
ogy: It's  a  gelatinous  material  that  can  be 
formed  to  any  shape — from  a  flat  sheet  to  an 
autumn  leaf—  and  responds  to  changes  in 
temperature,  pressure,  moisture,  or  acidity 
by  changing  color. 

Developed  by  materials  science  profes- 
sor Edwin  Thomas  and  teammates  at 
Massachusetts  Institute  of  Technology,  it's 
made  up  of  repeating,  ultrathin  layers  of 
polystyrene  and  a  patented  polymer  whose 
molecules  change  shape,  from  short  and 
coiled  to  flat  and  long,  as  conditions  shift. 

When  the  molecules  extend  and  con- 
tract, they  reflect  different  wavelengths 
of  light,  determining  the  hue.  One  use 
could  be  to  identify  food  that's  gone  bad: 
"You  want  your  potato  chips  to  be  dry  and 

crisp,"  says  Thomas. 
The  gel  changes       »  s0  if  a  bit  of  gel  in  the 
hue  with  shifts  ,    ^.   _  _        ,  , 

packaging  goes  blue, 
in  temperature,  r         °    °  ° 

moisture,  acidity,       You  know  moisture  has 
or  pressure  crept  in." 


WIRELESS  WORLD 


Putting  All  Your  Gizmos 
On  the  Same  Wavelength 

Computers,  mobile  phones,  and  TVs  all 
receive  signals  over  radio  waves,  but  they 
were  never  designed  to  share  content  with 
one  another.  So  even  in  college  dormitories 
with  blazing  broadband  speeds  and  plenty 
of  digitally  skilled  undergrads, 
there  are  some  things  the  kids 
can't  do.  A  student  can't,  for 
example,  sit  on  a  sofa  in  the  com- 
mon room,  whip  out  an  iPhone, 
and  use  it  to  browse  a  stash  of 
photos  on  a  personal  computer 
in  his  friend's  dorm  room— much 
less  drag  and  drop  those  over  to 
the  big  TV  so  everyone  can  look  at  them. 

A  Syracuse  (N.Y.)  startup  called  Wire- 
less Grids  hopes  to  make  this  kind  of 


sharing  easy,  with  the 

help  of  new,  paradigm - 

bending  software.  Once 

you  load  it  onto  a  laptop 

or  cell  phone,  that 

device  becomes  a  node 

on  the  "  Grid  " — a  network  of  networks  in 

your  building,  town,  or  any  community. 

The  content  stored  on  it  is  available  to  all 

other  nodes,  whether  they  run  on  digital 

TV,  cellular,  or  Wi-Fi  frequencies. 

This  raises  obvious  privacy  concerns, 
so  Wireless  Grids  built  in  safeguards. 
Users  can  wall  off  material  they  doesn't 
want  others  to  see.  The  Grid  will  soon  be 
tested  in— where  else? —a  college  dorm  at 
Syracuse  University,  which  developed  the 
technology  along  with  five  other  schools. 
Chipmaker  Intel  is  considering  collaborat- 
ing with  Wireless  Grids,  while  Telecom 
New  Zealand  is  evaluating  the  technology 
for  use  in  homes.   -Jennifer  L.  Schenker 


RECYCLING 


For  Sale:  Slightly 
Irregular  Silicon 

Computer  chips  are  found 
today  in  everything  from  car 
engines  to  toys  and  greeting 
cards.  They  are  cut,  thou- 
sands at  a  time,  from  razor - 
thin,  plate -sized  disks  of  pure 
silicon.  Yet  quality  standards 
are  so  exacting  that  even  tiny 
missteps  in  manufacturing 
mean  the  whole  wafer  may 
have  to  be  discarded.  Now, 
that's  no  longer  necessary. 


IBM  has  devised  a  method 
that  grinds  away  the  topmost 
layer  of  electronic  circuits 
from  defective  wafers.  Once 
resurfaced,  the  disks  can  be 
used  again  to  test  equipment 
in  the  chip  factory.  (Today, 
perfectly  good  "virgin"  wafers 
are  wasted  in  such  routine 
tests.)  In  a  final,  extra  twist, 
the  recycled  test  wafers  can  be 
polished  and  sold  to  makers  of 
solar  cells.  In  the  solar  power 
market,  high  demand  and  tight 
supplies  of  silicon  have  driven 
up  prices.  Eric  White,  a  techni- 
cal leader  who  co  -  developed 
the  process  at  IBM's  Burlingtor 
(Vt.)  factory,  says  this  trick 
could  help  chipmakers  avoid 
wasting  3  million  wafers  a  year. 
At  $40  to  $150  per  wafer,  that 
adds  up  to  hundreds  of  million! 
in  savings. 
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'S^i  Configure  voice  mail 
a  No  calendar  entries  today 
WLAN  scanning  off 


Calling 
Steve  Henry 
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Nokia  E61i 


NOKIA 

Eseries 


Nokia  E65 


voice  over  IP 


costs  under 
control 

Increase  productivity  and  reduce  operating  costs  with  Nokia  Eseries 
VoIP  telephony.  Eliminate  costly  fixed-line  bills  and  infrastructure,  and 
gain  seamless  IP/PBX  connectivity  with  Wi-Fi  and  SIP  enabling— not  to 
mention  the  benefits  of  mobile  email,  the  web,  and  a  host  of  productivity 
features.  Revolutionize  your  business  communications  today. 
nokiaforbusiness.com/americas/eseries 

For  more  information  call:  877.997.9199 


Work  together.  Smarter. 
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'•    Acoustic    Noise    Cancelling"    Headphones 


Now  you  have  a  choice. 


On-ear 

QC  3  headphones 


S 


I 


Around-ear 
QC  2  headphones 


Bose  began  researching  noise  reduction  technology 
29  years  ago.  Since  then,  we've  been  leading  the  industry 
in  advancing  the  category  we  created. 

QuietComfort  3  headphones  represent  the  latest  achieve- 
ment. They  rest  on  your  ears  rather  than  surrounding  them. 
And  while  they  are  smaller  than  our  highly  acclaimed 
QuietComfort  2  headphones,  there  is  no  compro- 
mise in  noise  reduction,  sound  quality 
or  comfortable  fit.  So  now  you 
have  a  choice:  QC2  head- 
phones for  around-ear  use, 
and  QC3  headphones  if  you 
prefer  an  on-ear  alternative. 

Hear  the  difference  Bose  technology  makes. 

You  will  notice  a  dramatic  decrease  in  engine  roar  on  an 
airplane.  The  cabin  becomes  more  peaceful.  Connect  your 
CD  player,  MP3  player,  or  listen  to  the  in-flight  movie.  You'll 
hear  detail  you  may  have  never  experienced  while  flying. 
But  our  customers  tell  us  that  they  use  these  headphones 
at  home  or  at  the  office,  too.  Although  the  noise  reduction 
will  be  more  subtle  than  it  is  on  planes,  you  should  notice 
distractions  fading  softly  into  the  background. 

To  order  or  learrs  more  about  Bose  headphones: 

1-800-901-0256,  ext.  Q6029 


Fold-flat  design 
for  easy  storage. 


Enjoy  your  music  with  our  best-sounding 
headphones  ever.  As  Ultimate  Mobility  magazine 
reports,  Bose  headphones  "have  been  the  gold  standard 
for  years."  The  audio  is  so  lifelike,  you  may  find  yourself 
discovering  subtleties  in  your  music  that  you've  never 
heard  before. 

Two  styles  to  choose  from.  Choose  QC3  head- 
phones for  an  on-ear  fit, 
or  QC2  headphones  for 
an  around-ear  fit.  Both 
QC2  and  QC3  head- 
phones offer  the  same 
total  (active  plus  passive) 
noise  reduction  and  the 
same   acclaimed   audio 


Purchase  any 
QuietComfort  head- 
phone by  January  31, 
2008,  and  receive  $50 
toward  an  additional 
Bose  product  purchased 
at  the  same  time.* 


performance.  Your  choice  should  be  made  on  whether 
you  prefer  around-ear  or  on-ear  headphones. 

Try  them  for  30  days,  risk  free.  Both  styles  come 
with  our  30-day  Excitement  Guarantee.  Order  now  and 
you'll  receive  $50  toward  an  additional  Bose  product 
purchased  at  the  same  time.  QuietComfort  Acoustic  Noise 
Cancelling  headphones  from  Bose,  the  most  respected 
name  in  sound. 


©2007  Bose  Corporation  Patent  rights  issued  and/or  pending  The  distinctive  design  of  the  headphone  oval  nng  is  a  trademark  of  Bose  Corporation  Savings  offer  not  to  be  combined  with  other  offers  or  applied  to  previous  purchases,  and  subject  to  chai 
without  notice  Offer  is  limited  lo  two  QuietComfort  headphones  and  is  valid  1 1/1/07-1/31/08  Total  maximum  savings  is  $100.  limited  to  $50  per  additional  purchased  product  Purchases  must  be  at  the  same  time  on  the  same  receipt.  'Savings  can 
applied  to  select  Bose  branded  product  purchases  only  If  the  additional  purchase  is  less  than  $50.  the  difference  will  "not  be  given  as  cash  or  as  a  credit  against  another  product  If  the  QuietComfort  headphones  are  returned  and  the  additional  Bose  proc 
purchase  is  not  returned,  the  QuietComfort  headphone  refund  will  be  less  the  savings  amount  Offer  is  limited  lo  purchases  made  from  Bose  and  participating  authorized  dealers  Risk  free  refers  to  30-day  trial  only  and  does  not  include  return  shippi 
Delivery  is  subject  to  producf  availability  Quote  reprinted  with  permission  Ultimate  Mobility.  Fall/03 
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HELP  A  HOMEOWNER,  GET 
A  DOUBLE-DIGIT  RETURN 


By  Lewis  Braham 


ton  Kuhlman's  friend  was  in  trouble.  After  he  lost  his  job  and  fell  behind  on  his  mortgage,  the  bank 
oreclosed,  though  it  hadn't  yet  evicted  him,  his  wife,  and  three  children  from  their  home  in  Horton, 
Aich.  Enter  Kuhlman,  a  Brooklyn  (Mich.)  franchise  consultant,  who  paid  off  the  $150,000  loan 
>alance  to  the  bank  and  effectively  made  a  new  loan  to  his  friend  by  leasing  him  the  house.  I  The 
riend's  monthly  obligation  was  based  on  a  12%  interest  rate,  but  Kuhlman  structured  the  payments 
10  they  were  lower  than  those  on  the  original  mortgage,  allowing  the  friend  time  to  get  back  on  his 
eet.  The  man  now  has  a  new  job  and  is  seeking  a  mortgage  to  reclaim  the  house  from  Kuhlman.  "By 
he  end  of  the  year  he  should  be  able  to  buy  the  house  back,"  says  Kuhlman,  who  will  have  earned  a 
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100   PRIVATE  MORTGAGES 


handsome  return  while  helping  a  friend. 

On  paper  these  private  loans  look  like  a  win- 
win  situation.  Borrowers  get  their  rescue  money, 
and  lenders  earn  more  than  they  would  in  most 
fixed-income  investments,  their  risk  mitigated 
by  real  property  that  serves  as  collateral.  Struc  - 
tured  properly,  the  loans  can  even  be  held  in  in- 
dividual retirement  accounts,  with  the  proceeds 
sheltered  from  taxes. 

But  think  about  it:  Even  with  real  estate  pros 
to  help  you  set  up  and  monitor  the  loans,  they 
can  be  complicated.  What's  more,  you  have  to 
ask  yourself  whether  you're  prepared  to  throw  a 
family  out  of  its  home  if  the  loan  goes  bad.  "We 
see  a  lot  of  deals  like  this  occurring  between 
friends,"  says  Hugh  Bromma,  CEO  of  Entrust 
Group,  a  Reno  (Nev.)  firm  that  acts  as  custodian 
and  administrator  for  private  mortgage  loans 
held  in  IRAs.  "The  advantage  as  a  lender  is  that 
you  know  the  person.  The  disadvantage  is  that 
you  could  lose  your  money  and  your  friend." 

Private  mortgages,  which  are  often  called  trust 


deeds  or  "hard  money"  loans,  are  as  legally  bine 
ing  as  a  mortgage  issued  by  a  bank.  To  be  sure  of 
proper  execution,  you  should  hire  a  real  estate 
lawyer  to  draw  up  the  agreement.  You  will  also 
need  to  do  a  credit  check  of  the  borrower  and  an 
up-to-date  appraisal  of  the  property's  value. 

Lending  and  foreclosure  laws  vary  by  state, 
and  you  need  to  be  cognizant  of  them  as  well. 
Lenders  often  avoid  states  such  as  Pennsylvani; 
and  Ohio,  which  have  fairly  onerous  foreclosun 
laws,  preferring  what  is  known  as  "trust  deed" 
states,  such  as  California,  Nevada,  and  Virginia 
which  let  you  foreclose  on  a  property  without 
going  to  court.  In  these  states,  once  the  loan- 
servicing  agency  sends  the  borrower  a  notice  o! 
default  and  a  few  months'  grace  period  passes, 
the  trustee  or  administrator  can  put  the  proper 
up  for  auction. 

Whether  the  loan  is  between  friends  or  stranj 
ers,  private  lenders  say  returns  after  expenses 
have  historically  been  in  the  low  double  digits, 
with  very  low  default  rates.  "I've  been  doing 
this  for  18  years,  and  I've  only  seen  a  few  deals 
collapse  and  go  through  the  foreclosure  process 
says  Tom  Anderson,  CEO  of  Pensco  Trust,  a 
Portsmouth  (N.H.)  firm  that  administers  these 
loans  in  IRAs.  "Only  in  one  or  two  instances 
when  a  property  went  into  foreclosure  have  I  se 
a  lender  lose  money,  and  never  did  they  lose  the 
entire  investment." 

Part  of  the  reason  fo 
the  low  default  rate  is 
that  most  of  the  deals 
are  structured  as  "first' 
lien"  loans  that  are 
collateralized  against 
the  value  of  the  house, 
just  as  a  bank  would  d< 
In  the  case  of  a  default 
the  lender  can  claim  tr 
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irement  is  more  than  a  destination.  It's  a  journey. 
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property  or  be  repaid  from  the  proceeds  of  the 
foreclosure  auction.  Savvy  lenders  also  take  extra 
precautions.  "No  investor  generally  wants  to 
lend  more  than  70%  of  the  appraised  value  of  the 
property,"  says  Brian  Brady,  a  managing  director 
at  World  Wide  Credit,  a  San  Diego  broker  that 
helps  set  up  private  mortgages.  That  way,  unless 
the  property  value  falls  by  more  than  30%,  you'll 
get  your  money  back.  Besides,  a  borrower  with 
30%  equity  is  far  less  likely  to  walk  away  than  a 
subprime  borrower  with  no  equity. 

PROFESSIONAL  HELP 

It's  not  easy  to  arrange  a  private  mortgage  deal 
unless  you've  already  found  a  suitable  bor- 
rower. If  you're  not  in  the  real  estate  business, 
you  should  seek  a  professional  "hard -money" 
lender — a  real  estate  broker  who  specializes  in  fi- 
nancing private  loans.  Some  brokers  lend  directly 
to  distressed  borrowers,  but  others  lend  primar- 
ily to  investors  who  use  the  money  to  acquire 
foreclosed  properties  from  banks,  fix  them  up, 
and  resell  them.  You  can  often  meet  hard -money 
lenders  and  potential  borrowers  at  local  real 
estate  clubs,  which  are  networking  groups  for 
people  involved  with  property.  To  find  a  club  in 
your  area,  go  to  nationaheia.com,  the  Web  site  of 
the  National  Association  of  Real  Estate  Investors. 
A  few  states  also  have  private  lender  groups,  the 
best  known  of  which  is  the  California  Mortgage 
Assn.,  at  cahforniamortgageassociation.com. 

If  you  hire  a  pro  to  assist  you,  that  person  will 
get  a  cut  of  the  loan.  Paul  Williamson,  a  licensed 
hard-money  lender  in  Maitland,  Fla.  (not  all 
states  require  licenses),  typically  arranges  loans 
with  durations  of  six  months  to  three  years  at 
12%  to  15%  interest.  He  appraises  the  prop- 
erty, assesses  the  borrower's  credit  quality,  and 
handles  the  paperwork.  In  exchange,  he  pays  the 
private  lender  10%  interest  and  keeps  the  dif- 


ference. "In  the  past  two  years  I've  only  had  two 
foreclosures  out  of  200  deals,  and  one  of  those, 
after  going  through  the  foreclosure  process,  got 
all  the  money  back  plus  interest,"  he  says. 

The  ability  to  shelter  private  mortgage  loans  in 
IRAs  makes  them  especially  attractive  for  many 
investors.  To  do  that  you  need  to  set  up  what  is 
known  as  a  self-directed  IRA.  Entrust,  Pensco, 
and  Guidant  Financial  Group  specialize  in  these 
accounts.  Bear  in  mind  that  by  federal  law,  IRA 
loans  must  be  established  solely  as  investments. 
So  if  you  lend  money  to  a  friend  and  he  doesn't 
pay  up,  you'll  have  to  evict  him  or  face  stiff  IRS 
penalties  for  giving  preferential  treatment . 

Guidant  helped  Kuhlman  set  up  a  limited 
liability  company  for  the  deal  with  his  friend, 
then  wrapped  the  LLC  in  an  IRA.  "We  both 
realized  we  were  putting  our  friendship  at  risk," 
Kuhlman  says.  "But  given  the  alternative,  we 
thought  the  risk  was  worth  taking."  Luckily,  in 
this  case,  the  friendship  survived.  1  bw  1 

POOLS  THAT  SPREAD  THE  RISK 
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If  you're  not  comfortable  lend- 
ing directly  to  a  homeowner, 
a  mortgage  -loan  pool  may  be 
more  your  speed.  Operating  like 
a  mutual  fund,  the  pool  spreads 
your  money  over  many  private 
mortgages.  Returns  are  generally 
in  the  9%  -  to  - 1 1%  range . 

Investment  minimums  can  be 
as  little  as  $  5 , 0  0  0 ,  but  you  must 
be  "accredited"  to  participate, 
with  a  liquid  net  worth  of  at  least 
$250,000  for  state -registered 
pools  and  $1  million  for  federally 


registered  ones.  The  majority 
of  mortgage  pools  are  in  Califor- 
nia, where  the  private -lending 
industry  is  the  most  estabhshed. 
But  if  a  pool  is  federally  regis  - 
tered,  it  probably  makes  loans 
outside  its  home  state,  too. 

To  find  pools,  start  by  going  to 
californiamortgageassociation. 
com.  Then  seek  referrals  from 
those  in  the  business,  quiz  man- 
agers, and  ask  for  audited  finan- 
cial statements.  One  more  thing: 
The  best  pools  have  waiting  lists. 


Call  your  broker,  or  visit 
hartfordinvestor.com. 

Mutual  Funds 
401  (k) 


Annuities 
Life  Insurance 

Prepare  to  Live" 
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A  BULL 
FOR  BULLION 


Mutual  fund  maestro  Jean- Marie  Eveillard  re- 
tired in  2004,  with  an  enviable  record:  In  25  years 
running  the  First  Eagle  Global  Fund,  he  bested  the 
By  Christopher  Farreii  Standard  &  Poor's  500-stock  index  by  an  average 

of  two  percentage  points  a  year.  French-born  Eveillard  returned  to  service  in  March  when  his  succes- 
sor departed,  and  the  $22  billion  fund  has  beaten  the  S&P  by  a  percentage  point  since.  Eveillard,  who 
also  manages  First  Eagle's  $11  billion  Overseas  Fund,  is  known  for  the  unusual  practice  of  putting  gold 
in  his  portfolios.  Contributing  Editor  Christopher  Farrell  chatted  with  Eveillard  about  his  investment; 


r 


Why  gold  in  an  equity  portfolio? 

It's  an  insurance  policy.  The  idea  is  that  when  the 
equity  markets  go  down,  the  price  of  gold  will 
go  up.  So  7%  of  the  Global  Fund's  and  Overseas 
Fund's  assets  are  in  gold. 

Hasn't  that  insurance  premium  gone  up  a  lot? 

In  2001,  gold  was  $250  an  ounce.  Now  it's  over 
$800.  We  could  come  to  the  conclusion  that  the 
insurance  premium  is  too  high  or  even  the  insur- 
ance is  no  longer  required. 

In  what  form  do  you  own  the  gold? 

Most  of  it  is  bullion,  with  some  mining  shares. 
The  bullion  is  in  the  vaults  of  HSBC. 


Isn't  it  expensive  to  own  real  gold? 

We  hold  so  much  bullion  that  the  cost  of  storing 
it  is  minimal.  For  the  individual,  one  of  the  gold 
exchange -traded  funds  is  better.  You  could  buy 
mining  shares,  but  then  you  have  mining  risk. 

How  about  cash? 

We  probably  have  too  much  cash  now:  about 
15%  in  the  Overseas  Fund  and  20%  in  the  Global 
Fund.  The  reason  is  that  we  aren't  coming  up 
with  enough  good  ideas  on  how  to  invest  it. 

Why  is  that  so? 

After  five  years  of  a  bull  market,  bargains  are  few. 
I  don't  want  to  play  the  "relative  value"  game. 
I  sold  Japanese  stocks  in  the  summer  of  1988. 
In  early  1989  I'd  get  calls  from  someone  saying: 
"The  Tokyo  market  is  at  85  times  earnings,  and 
I've  found  something  for  you  at  65."  That's  not 
good  enough.  Now  it's  easier  to  come  up  with  in- 
vestments in  Japan  than  in  the  U.S.  and  Europe. 

What  attracts  you  to  Japan? 

Successful  industrial  companies.  For  instance, 
we  have  a  stake  in  Shimano.  It  owns  80%  of 
the  market  for  high -end  bicycle  parts.  No  pun 
intended,  but  it's  a  cyclical  business,  and  it's  not 
a  fast-growth  business.  It's  a  company,  to  quote 
Warren  Buffett,  with  a  "big  moat." 

What's  your  view  on  Chinese  stocks? 

We  don't  trust  its  markets,  so  we  own  Chinese 
stocks  indirectly  through  stocks  in  Singapore 
and  Hong  Kong,  or  through  Japanese  companies 
that  do  business  with  China.  We  also  own  Remy 
Cointreau  Group.  The  Chinese  love  their  cognac. 


EDUCATION 

Ecole  des  Hautes 
Etudes  Commerciales, 
graduated  1962 

CAREER 

Began  at  Societe  General 
Came  to  the  U.S.  in  1968. 
Moved  to  Arnhold  &  S. 
Bleichroeder  in  2000  whe-| 
the  firm  acquired  the  fund 
he  managed 


FIRST  EAGLE 
FUNDS  MANAGED: 

Global  (1979-2004, 
2007- );  Overseas  (1 993- 
2004;  2007- );  Gold  (199: 
2004,  2007- );  U.S.  Value 
(2001-04,2007) 

RESIDENCES 

New  York  and  Paris 

FAVORITE  WINE 

Laurent-Perrier  champagr  I 
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rhink  about  giving  your  mind  the  rest  of  the  night  of 
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Allianz  is  ready  to  help  you  find  the  answers.  We  offer  quality  investment  strategies  around 
the  world  that  help  you  reach  your  goals.  Reliable  insurance  products  to  protect  your 
property.  And  dependable  retirement  plans  to  help  you  look  forward  to  anything  but  worry. 
As  a  leading  Fortune  Global  500(R)  company,  Allianz  gives  you  the  confidence  you  need, 

whatever  your  moment,  www.allianz.com/confident 

j 
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Allianz.  Financial  solutions  from  A-Z 
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If  you're  enrolled  in  one  of  the  popular  invest- 
ment advisory  services  offered  by  brokers,  such 
as  Merrill  Lynch  Personal  Advisor,  Smith  Barney 
By  Anne  Tergesen  Advisor,  or  Schwab  Private  Client,  your  brokerag 

firm  will  soon  make  a  special  request  of  you.  You'll  be  asked  to  agree  in  writing  to  allow  the  brokerag 
house  to  engage  in  "principal  trading"  with  your  account.  That  means  buying  stocks  and  bonds  from 
the  firm's  own  inventory,  rather  than  having  your  adviser  search  for  the  best  price  on  the  open  markel 


SHOULD  YOU  BUY  FROM 
YOUR  ADVISER? 


Although  principal  trading  is  often  employed 
in  traditional  commission  -based  brokerage  ac  - 
counts,  it  had  been  effectively  off-limits  in  fast- 
growing  advisory  accounts,  which  number  some 
400,000  and  provide  unlimited  transactions 
and  a  more  comprehensive  level  of  advice  for  an 
annual  fee  that  averages  about  1%  of  assets. 

Known  as  nondiscretionary  advisory  ac  - 
counts,  these  are  governed  by  a  more  stringent 
set  of  regulations  aimed  at  preventing  conflicts 
of  interest  than  are  brokerage  accounts.  But  in 
September,  the  Securities  &  Exchange  Commis- 
sion granted  temporary  permission  for  principal 
trades  in  the  accounts,  in  part  to  give  investors 
better  access  to  hard-to-find  securities. 

Brokerage  firms  say  such  trades  are  especially 
advantageous  if  you  want  to  buy  individual 
bonds  or  shares  in  recently  completed  initial 
public  offerings.  Even  consumer  advocates  con- 
cede such  trades  may  result-in  more  competitive 
prices.  That's  in  part  because  when  brokerages 
have  a  large  block  of  a  particular  security— say, 
a  municipal  bond— in  inventory,  they  can  com- 
bine individuals'  small  orders  with  the  bigger 
ones  that  come  in  from  institutional  investors. 
That  allows  them  to  pass  along  more  attrac- 
tive prices,  says  Jeff  Strange,  a  senior  analyst  at 
Cerulli  Associates,  a  research  firm  specializing 
in  the  financial  services  industry. 

On  the  flip  side,  consumer  advocates  warn 
that  brokerage  firms  may  have  incentives  to 
push  securities  in  their  inventories.  For  in- 
stance, when  Charles  Schwab  sells  newly  issued 
bonds  as  a  principal,  the  firm  pockets  a  distri- 
bution fee  from  less  than  0.01%  to  2%  of  the 
bond's  face  amount.  In  the  disclosure  brochure 
for  its  Schwab  Private  Client  advisory  account, 
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the  firm  concedes  that  there's  an  inherent  con- 
flict of  interest  in  those  transactions. 

If  you  think  you  can  benefit  from  principal 
trades,  give  your  consent  but  keep  a  watchful  eye. 
Since  your  broker/adviser  must  seek  permis- 
sion for  each  trade  as  well  as  your  approval  to 
do  a  principal  transaction,  that's  a  good  time  to 
question  a  price.  You  also  need  to  keep  an  eye  on 
how  your  principal  trades  perform  as  a  group. 
It's  difficult  to  prove  a  broker  failed  to  give  you 
the  best  price  available  at  the  time  on  a  particular 
transaction.  That  said,  a  red  flag  might  be  raised 
if  you  see  a  pattern  of  price  declines  in  seciirities 
your  firm  recommends  and  sells  you  on  principal 
that  can't  be  explained  by  a  fall  in  a  stock's  sector 
or  in  the  overall  market.  If  you  have  concerns,  you 
can  revoke  your  consent  at  any  time. 

When  the  rule  that  permits  principal  trades 
in  these  advisory  accounts  expires  in  2009, 
the  SEC  will  weigh  whether  they're  working  in 
investors'  favor.  If  you're  diligent  in  watching 
the  transactions,  you  might  even  have  some 
informed  comment  to  offer  the  regulators,  i  BW  i 
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EUROPEAN  LEADERSHIP  FORUM  2007 


^«l  INCLUDING  CEOS  FROM  THE  BUSINESSWEEK  EUROPEAN  50  COMPANIES 


IN  ASSOCIATION  WITH 


accenture 

High  performance.  Delivered. 


Performance  Innovation  Leadership 

21  November  2007,  Claridge's,  London 

Join  the  annual  gathering 
of  Europe's  Corporate  Elite 


BusinessWeek's  seventh  annual  European  Leadership  Forum  features  executives 
from  the  'BusinessWeek  European  50',  an  elite  group  of  truly  global  champions. 
The  Forum  provides  a  unique  opportunity  to  hear  directly  from  CEOs  of  Europe's 
top  performers  participating  in  interactive  panel  discussions,  and  keynotes 
from  thought  leaders  on  Performance,  Innovation  and  Leadership. 

Speakers  will  include: 


Lord  Browne,  Former  Group  Chief  Executive,  BP  p.l.c 

Jim  Murphy,  Minister  for  Europe,  UK  Government 

Rudy  Provoost,  CEO,  Philips  Consumer  Electronics 

Pankaj  Ghemawat,  Professor  of  Global  Strategy,  IESE  Business  School 

Helge  Lund,  President  &  CEO,  Statoil 


Participation  is  by  invitation  only.   To  apply  to  join  the  debate  please  contact 

Sarah  Longland  on  +44  20  7960  2860  or  email  sarah@bwevents.com. 

To  see  the  full  program  or  for  further  information  please  visit  www.bwevents.com/elf. 
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106  WINE  I  ROBERT  PARKER 


I  first  wrote  about  Languedoc  wines  in  the  June. 
1991,  issue  of  The  Wine  Advocate.  The  title 
of  that  piece  was  "Great  wine  values  for  tough 
By  Robert  Parker  economic  times."  It's  debatable  whether  we  are  ii 
tough  economic  times  today,  but  there's  no  argument  that  this  still -overlooked  region  in  southwest 
France  produces  some  superb  wines  at  terrific  prices.  They  go  well  with  Mediterranean  cuisine  and 
are  best  during  their  first  three  or  four  years.  My  colleague  David  Schildknecht  reviewed  these  wine? 


MEATY  DEALS  FROM  THE 
SOUTH  OF  FRANCE 
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POINTS 


Champs  des  Soeurs  2005  Fitou  Bel  Amant 

This  red,  which  smells  of  blackberry  and 
beef  blood,  fills  the  mouth  with  meat  juices 
and  tart  but  ripe  black  fruits.  It  brings 
mineral  characteristics  to  bear  on  an 
understated  but  satisfyingly  long  finish.  $17 
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POINTS 


Chateau  d'Or  et  De  Gueules  2003 
Costieres  de  Nimes  This  wine  rushes  from 
the  rim  in  fruited,  smoky,  gamy,  and 
pungently  herbal  aromatic  profusion.  Silken 
in  texture,  it  displays  a  freshness  and  fluidity 
that  belie  its  15%  alcohol.  $13 
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POINTS 


Mas  Carlot  2005  Costieres  de  Nimes  Le 

Enfants  Terribles  Equal  parts  mourvedre 
and  syrah,  this  wine  unites  plum  and  bern 
preserves  with  a  raw  meat  character  for  a 
unforgettable  juxtaposition.  There  are  hin 
of  herbs,  cocoa  powder,  and  vanilla.  $14 


POINTS 
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Chateau  Coupe  Roses  2004  Minervois 
Cuvee  Vignals  An  amazing,  meaty,  marrow- 
and-pan-drippings  bouquet  comes 
together  with  bay  leaf,  fennel,  and 
marjoram.  With  ripe  plum  and  blackberry 
fruit,  roasted  and  smoked  meat  flavors  on 
the  palate,  this  is  one  distinctive  wine.  $18 
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POINTS 


Domaine  des  Aires  Hautes  2004 
Minervois  La  Livinieres  Comprising  syrah, 
grenache,  and  carignan,  this  wine  has  a 
wonderfully  soft  feel  and  a  doughy  richness. 
It  finishes  long  on  berry  fruit  tinged  with 
brown  spices,  vanilla,  and  yeasty  notes  of 
fresh  baked  goods.  $16 


90 


POINTS 


Domaine  Donjon  2004  Chateau  du 
Donjon  Minervois  Prestige  Fashioned 
from  barrel-aged  syrah  and  grenache,  this 
wine  has  intense  aromas  of  herbs  blended 
with  black  raspberry  and  cherry  liqueur. 
Chocolate,  resinous  herbs,  walnut  oil,  and 
beef  stock  all  add  to  its  appeal.  $1 7 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  Robert  Parker  is  the  world's  most  influential  w 
critic.  Visit  eRobertParker.com  to  see  tens  of  thousands  of  tasting  notes,  buy  his  books,  or  subscribe  to  his  newsletter,  The  Wine  Advocatt 
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Rare  Hoard  of  100- Year-Old  U.S.  Gold  Coins  Released  to  Public 


jst  discovered  hoard  of  U.S.  $10  Gold  Liberty  Coins  Now  Available 


Our  buyers  just  discovered  one  of  the  most  significant 
European  Bank  hoards  of  U.S.  gold  in  years.  They 
secured  1,769  magnificent  U.S.  gold  coins 
guaranteed  to  be  over  100  years  old.  The 
intage  coins  in  this  hoard  represent 
ktes  ranging  from  1866  through 
1907  that  uniquely  represent  the 
ustory  of  our  nation  in  fine  gold. 

Uncirculated  Gold  Coins 

from  the  Past  are 

Timeless  Treasures 

Each   of  these    $10   Gold 
jberty    coins    is    certified    in 
Jncirculated  Condition.  As  gold 
values   have   soared  with   unpre- 
lictable  oil  prices  and  the  falling  dollar, 
'ou  may  never  again  have  the  opportunity 
^     to  own  these  gold  coins  at  this  price. 
m    With  the  falling  dollar,  demand  for  these  coins 
W'  continues  to   escalate  as  collectors  and 
If      investors  scramble  to  scoop  up  U.S.  gold 

I         i       .       coins  for  their  pure  gold  content  and  scarcity. 
»  1    \lfoiL  ^  Certified  genuine  uncirculated  U.S. 

gold  coins  have  historical  and  numismatic 
value  that  bullion  gold  cannot  match,  making 
these  coins  even  more  attractive. 


Shown  larger  than  actual  size 
of 27  mm  in  diameter 


Don't  Miss 

This  Opportunity: 

Order  Now! 

Consider  that  the  num- 
ber of  U.S.  coin  collectors  has 
sharply  risen  to  over  50  mil- 
lion today,  you  may  never 
get  a  second  chance  to  take 
advantage  of  this  opportu- 
nity. Order  now  while  our 
limited  supplies  last.  Due 
to  our  limited  supply  of 
these  coins,  we  must  issue 
a  strict  limit  of  10  coins  per 
customer.  Buy  more  and  save! 
Why  pay  $599  or  more  for 
similar  coins?  Prices  and  orders 
subject  to  availability,  so  call  today. 
Your  satisfaction  is  assured  by  our  30-day 
money-back  guarantee. 


Order  More  &  Save 

$  per  coin 

shipping 

total 

1    Liberty  Coin 

$510 

$15S&H 

$525 

3   Liberty  Coins 

$495 

FREE! 

$  1 ,485 

5   Liberty  Coins 

$475 

FREE! 

$2,375 

10  Liberty  Coins 

$455 

FREE! 

$4,550 

Call  Toil-Free: 


1-800-642-9160 

New  York  Mint,  5577  W  78th  St.,  Edina,  MN  55439 

Not  affiliated  with  the  U.S.  Government 


ext.2228 


2007  New  York  Mint 


*Real-time  traffic  monitoring  available  only  in  select  markets.  First  90  days  of  service  included.  Real-time  traffic  requires  monthly  prerr 
XM  NavTraffic™  subscription.  ©  2007  Acura.  Acura,  RDX  and  i-VTEC  are  trademarks  of  Honda  Motor  Co.,  Ltd.  Zagat*  Restaurant  Ratings  and  Revi 


VARIABLE  FLOW  TURBO.  INSTANT  RESPONSE  FOR 
THE  INSTANT-MESSAGING  CROWD. 


I 


The  Acura  RDX.  Everything  about  it  delivers  instant  gratification,  its  i-VTEC* 
engine  features  a  turbocharger  so  advanced  it  greatly  minimizes  lag.  While 
innovative  luxuries  like  its  available  voice-activated  navigation  with  real-time 
traffic'  and  Zagat®  restaurant  reviews  deliver  information  the  way  youd  expect. 
On  demand.  See  it  at  800-To-Acura.  Advancing  acceleration. 


® 


ACUR8 

A  D  V  A  N  C 


OPINION 


ECH  &  VOU   STEPHEN  H.  WILDSTROM 


lata  Protection  for  the  Rest  of  Us 

ew  hard  drives  can  give  your  computer  inexpensive,  government-style  security 
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1  past  two  months  at  least  17  computers  containing  personal  data 
I  a  million  or  more  individuals  were  lost  or  stolen,  according  to  the 
rivacy  Rights  Clearinghouse.  These  episodes  received  little  atten- 
on  because  they  have  become  so  common  that  they  are  no  longer 
jws.  But  each  occurrence  exposed  an  organization  to  liability.  And 


countless  other  unreported  cases, 
imputers  containing  invaluable  confi- 
mtial  business  data  fell  into  the  wrong 
inds. 

The  technology  needed  to  prevent 
ese  losses  has  been  around  for  some 
ne.  But  it  has  been  hard  to  set  up  and 
anage,  and  this  has  limited  use  mainly 
the  federal  government  and  indus- 
ies  with  stringent  security  needs,  such 
health  care  and  finance.  The  game  is 
langing  with  the  availability  of  easier - 
-use  tools,  particularly  disk  drives 
ith  encryption  hardware  built  in. 
Security  experts  believe  the  only  safe 
ay  to  protect  data  from  determined 
loops  is  with  encryption  based  on 
mper- proof  hardware.  Such  hardware 
is  been  offered  on  some  IBM  or  Lenovo 
linkPad  models  since  2001,  and  today 
ie  technology,  known  as  the  Trusted 
atform  Module,  is  available  on  most 
ptops  designed  for  corporate  and  gov- 
nment  accounts.  Yet  just  because  it's 
lere  doesn't  mean  it's  used— and  most 
'the  time  it  isn't. 
I  tried  a  system  that  makes  data 
•otection  radically  easier.  It  was  a 
ititude  D830  notebook  from  Dell,  the 
:st  company  to  offer  this  feature.  The 
itebook  was  quipped  with  Win- 
)ws  XP,  a  Seagate  120 -gigabyte  Full 
rive  Encryption  (FDE)  hard  disk,  and 
>ftware  from  Wave  Systems.  The  FDE 
rives,  available  on  Latitude  D630  and 


Security  experts  believe  the  only  safe  way  to 
protect  your  information  from  snoops  is  with 
encryption  built  into  the  hardware 


D830  models,  add  $120  to  the  cost. 

Setting  up  the  drive  encryption  takes 
about  five  minutes  the  first  time  you 
use  the  computer.  Basi- 
cally, it  consists  of  setting 
administrator  and  user 
passwords,  which  can 
be  the  same.  During  the 
setup,  you  get  a  chance 
to  save  the  passwords 
to  a  thumb  drive.  Do  it. 
And  make  sure  to  store 
the  key  in  a  secure  place , 
such  as  a  safe.  Once  the 
drive  is  encrypted,  there 
is— by  design— no  way  to 
retrieve  the  information 
that  has  been  stored  on  it 
without  the  key.  Security 
is  based  on  the  Advanced 
Encryption  Standard 
(AES),  which  the  U.S. 
government  uses  for 
nonclassified  communi- 
cations and  recommends 
for  securing  commer- 
cial data.  It  is  possible, 
but  unlikely,  that  the 
National  Security  Agency  knows  how 
to  crack  AES,  but  it's  a  safe  bet  no  one 
else  does. 

The  data  encryption  is  essentially  in- 
visible to  the  user.  Because  the  encryp- 
tion and  decryption  of  data  are  handled 
by  the  drive  hardware,  not  the  main 

processor,  there  is 
little  or  no  impact 
on  performance. 
I  noticed  only 
two  differences 
from  a  standard 
Windows  PC.  One 


CONFIDENTIAL 


ver<i 
CONFIDENTIAL 

indeed 


ENCRYPTED 


is  that  you  have  to  log  in  twice— the  first 
time,  simply  to  gain  access  to  the  drive 
before  the  laptop  boots  Windows.  The 
other  difference,  a  mild  annoyance,  is 
that  for  security  reasons,  the  software 
disables  Windows'  suspend  mode, 
which  lets  you  resume  work  almost 
instantly  after  a  temporary  shutdown. 
Instead,  your  notebook  will  hibernate 
when  you  close  the  lid  or  let  it  sit  for 
too  long  while  running 
on  batteries,  and  it  will 
take  a  bit  longer  for  you  to 
resume  work. 

Although  Dell  is  offer- 
ing the  encrypted  drives 
on  laptops  marketed  pri- 
marily to  large  enterpris- 
es, the  drives  are  simple 
enough  for  individuals  or 
small  businesses  without 
IT  departments  to  use. 
I  expect  Dell  and  other 
manufacturers  will  start 
offering  this  feature 
on  a  range  of  products, 
including  PCs  geared  to 
small  businesses. 

If  you  have  a  com- 
puter that's  equipped 
with  Trusted  Platform 
Module  hardware  and 
that  runs  the  Ultimate 
or  Enterprise  version  of 
Windows  Vista,  you  can 
use  a  different  feature,  called  BitLocker, 
that  encrypts  all  or  part  of  a  drive.  It  is, 
however,  considerably  more  difficult  to 
set  up  than  the  system  I  have  described. 
As  technology  improves,  excuses  for 
not  encrypting  hard -drive  contents  are 
rapidly  disappearing.  If  you  have  data 
whose  loss  would  be  costly  or  embar- 
rassing—and  who  doesn't?— it's  time  to 
make  sure  that  information  is  safe.  1 BW 1 
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TMZ:  Cleaning  Up  By  Dishing  Dirt 

The  wildly  popular  Web  site  and  TV  show  has  nailed  celebrity  deconstruction 


Alan  Citron,  the  mild-mannered  general  manager  of  hyperactive 
celebrity  Web  site-turned-TV-show  TMZ,  is  being  asked  The  Ques- 
tion. And  he's  smiling  even  before  it's  finished.  |  "The  dumbing  down 
of  the  culture  is  a  really  competitive  field,"  says  Citron,  a  former 
business  journalist  for  the  Los  Angeles  Times.  "Where  do  you  want 

to  start?  MTV?  Sports?  Video  games?" 

I  am  asking  about  the  tut -tutting  tone 
of  some  commentators,  the  ones  who 
regard  TMZ  at  arm's  length  and  pinched 
between  two  fingers,  like  a  dirty  sock. 
In  reality  it 's  one  of  the  canniest  media 
plays  going,  even  if  it  is  comfortable— at 
home,  in  fact —with  extremely  unflat  - 
tering  pictures  and  videos  of  celebrities 
(and  quasi -celebrities),  some  of  which 
depict  things  I  can't  discuss  in  Business  - 
Week.  The  widely  syndicated  TV  show, 
which  launched  on  Sept.  10,  is  so  crazed 
in  tone  and  pace  that  it  seems  overlong 
at  30  minutes.  But  then  TMZ  is  emblem- 
atic of  this  annotative  and  abrupt  media 
age,  wherein  a  clip  of  a  bedraggled  celeb 
entering  a  store  through  a  throng  of  pa- 
parazzi equals  an  item,  so  long  as  a  funny 
headline  is  slapped  on  it.  Following  their 
6:30  a.m.  meeting— which  is  filmed  for 
the  show-18  or  so  Web  staffers  at  TMZ 
post  dozens  of  items  a  day  and  break  a 
ferocious  amount  of  news,  especially  le  - 
gal  news.  (Managing  Editor  and  guiding 
spirit  Harvey  Levin  most  recently 
produced  Celebrity  Justice,  which 
tracked  celebs'  legal  travails —a  very 
narrow  idea  that  proved  fruitful  enough 
to  support  a  daily  half- hour  show.) 

LAST  TRAIN  TO  HEAVEN 

In  September,  TMZ.com  notched  10.5 
million  unique  U.S.  visitors,  dwarfing  its 
entertainment -news  rivals.  In  fact,  the 
site,  which  is  co-owned  by  Time  Warner 
units  AOL  and  Telepictures,  ranked 
No.  5  among  all  news  sites,  besting  all 
nonportals  save  for  CNN  and  MSNBC. 
Such  numbers  get  noticed:  The  New  York 
Post's  iconic  gossip  column,  Page  Six,  is 


now  furiously  hiring  staffers  to  launch  a 
much  more  ambitious  Web  site— heavy 
on  photos  and  video,  like  TMZ— by 
yearend.  Even  Levin  is  agog  at  the  bot- 
tomlessness  of  his  audience's  appetite. 
"Britney  [Spears]  was  in  court"  recently, 
he  recalls.  "We  showed  the  parking  area, 
where  we  knew  she  was  coming  in,  for  an 
hour  and  a  half.  And  we  got  huge  traffic." 

If  Levin  ever  slowed  down— 
interviewing  him  can  require  dash- 
ing around  TMZ  %  offices  with  a  tape 
recorder  aimed  at  his  mug— I  suspect 
he'd  recognize  that  he  has  caught  the 
last  train  to  heaven.  At  57  he  found  the 
perfect  outlet  for  his  prodigious  energy, 
work  ethic,  and  old-school  instinct 
for  the  jugular.  And  it's  making  him 
famous.  Not  every  fiftysomething  ex- 
tabloid  producer  sometimes  subs  for 
Larry  King.  Forgotten  now  is  how  TMZ 
was  a  different  animal  at  its  launch, 
with  serious  columns  about  topics  in- 
cluding the  business  of  Hollywood  and 
music  and  videos  vastly  different  from 
the  quick  shots  of  raw  footage  for  which 
it's  now  famous.  "I  tried  putting  TV  on 
the  Web,"  recalls  Levin.  "It  was  awful." 


Right  now,  of  course,  TMZ  is  puttinj 
the  Web  on  TV  thanks  to  its  extremely 
fast  and  sarcastic  show.  Its  ratings  don 
equal  those  of  celeb -friendly  shows 
Entertainment  Tonight  and  Access  Hoi 
wood,  but  it  draws  a  higher  percentage 
the  younger  viewers  prized  by  advertis 
ers.  "In  short  order  they've  been  able  t 
make  a  program  based  on  deconstruct 
ing  Hollywood  equal  several  [shows] 
aimed  at  building  it  up,"  says  John  Ras! 
a  senior  vice-president  at  ad  agency 
Campbell  Mithun.  (This  must  irk  Peoj. 
magazine,  also  owned  by  Time  Warne 
which  arguably  kicked  off  the  modern 
celeb  media  craze  in  1974.  TMZ  appeal 
to  be  succeeding  in  translating  to  TV 
while  People,  and  others,  have  not.)  ItA 
raunch  also  draws  many  more  men  tha 
other  celebrity  outlets.  And  some  mai 
stream  advertisers  are  responding.  "N 
everyone  takes  it  for  granted  that  this 
a  good  place  to  put  their  brands,"  says 
Citron.  "I  am  sure  not  every  celebrity 
dying  to  work  with  us.  But  a  lot  of  cele 
rities  do."  One  is  The  Hills  star  Lauren 
Conrad,  who's  involved  in  a  TMZ- 
created  online  promotion  with  AT&T 

TMZ  had  plans  to  launch  a  site  abou 
Washington,  which  were  once  serious 
enough  for  Levin  to  fly  in  and  interviev 
potential  staffers.  These  are  dormant 
because  of  the  TV  show's  demands.  I    ! 
suggest  this  is  for  the  best,  that  people 
like  seeing  movie  stars  even  at  their 
catastrophic  worst,  that  no  one  accuse  ™ 
senators  of  being  good-looking  or  evei 
famous.  Levin  just  smiles.  "I  see  some  $ 
thing  there,"  he  says  after  an  uncharac  >„  j 
teristic  pause.  "I  see  wide  open  space.'  11) 

The  famous-for-D.C.  crowd  may  ,| 
be  comforted  knowing  that  Levin  is  t  { 
busy  to  launch  a  Beltway  effort. 

For  now,  at  least.  1 BW 1 
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Kyocera  could  save  you  hundreds, 
even  thousands,  every  year. 


TYPICAL  BUSINESS  PRINTER 


KYOCERA  PRINTER 


Vhen  are  you  going  to  make  your  move? 

your  business  is  using  typical  business  printers,  you're  typically  spending  a  lot  more  than  you 
sed  to.  And  a  low  up-front  price  may  lookgood,  until  you  see  theoperatingcostsof  consumables 
id  service.  Kyocera's  long-life  consumables  and  unique  printer  technology  dramatically  lower 
)sts.  How  much  can  you  save?  The  TCO  Tracker  -  developed  by  Kyocera,  with  price  information 
ased  upon  data  provided  and  verified  by  an  independent  authority  within  the  IT  industry  -  lets 
)u  compare  your  current  printer's  running  cost  to  a  comparable  Kyocera  printer.  The  savings 
)uld  be  hundreds,  even  thousands,  per  year.  To  find  out  how  much  your  business  can  save,  visit 
\    the  TCO  Tracker,  then  make  your  move  to  Kyocera. 

tRACKER      Visit:  www.kyoceramita.com 

k"J  Calculate  your  cost  today,  save  tomorrow. 


iter's  performance  is  simulated.  Cost  savings  ate  for  similar  size  printers  having  comparable  prin:s-per-mitiute,  paper  size,  memory,  processor  speed  and  rated  prim  volume  and  based  upon 

ige  assumptions.  Actual  cost  savings  will  vary.  See  online  TCO  Tracker  at  www.kyoceramrta.com  for  assumptions  and  details  underlying  specific  cost  savings  calculation  for  particular  comparable  printers. 

007  KYOCERA  MITA  CORPORATION  KYOCERA  MITA  AMERICA,  INC  "People  Friendly,""The  New  Value  Frontier,"  the  Kyocera  "smile"  and  the  Kyocera  logo  are  trademarks  of  Kyocera. 
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Petrobras:  Bursting  with  Energy 

With  the  stock  of  Petroleo  Brasileiro,  commonly 
called  Petrobras  (PRB),  having  soared  from  43  in 
March  to  93.18  on  Nov.  7,  is  the  party  over?  Don't 
bet  on  it,  advises  David  Riedel,  president  of  Rie- 

del  Research  Group, 
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DOUBLED  IN  JUST 

A  HALF-YEAR  1U    vlslteci  tne 

oil  company  in  Rio  de 

STOCK  PRICE  (DOLLARS) 

Janeiro  and  came  back 
impressed.  "It  isn't  just 
a  play  on  oil  or  etha- 
nol,  but  in  the  boom  in 
Brazil,"  so  the  stock  is 
still  undervalued,  he 
says.  Riedel  expects  Petrobras,  which  found  light 
oil  off  Brazil's  coast  in  September,  to  come  out  with 
another  oil  discovery  in  2008.  Petrobras  is  the  "best 
emerging -market  investment,  better  than  China 
or  India,"  says  Riedel,  who  predicts  the  Big  Board- 


listed  stock  will  hit  120  in  12  months.  As  the  work  I 
I4th-largest  oil  producer,  Petrobras  supplies  cruc  I 
to  refineries  in  Brazil  and  other  countries.  It  is  als  | 
a  major  source  of  sugarcane -based  ethanol,  since  I 
Brazil  is  the  world's  largest  cane  grower.  Riedel  se  I 
2007  profits  of  $13.87  per  American  depositary 
receipt  on  sales  of  $88  billion,  and  for  2008,  $17.7  I 
on  $103  billion.  Donald  Gimbel  of  Carret  Invest- 
ment Counselors,  whose  clients  own  shares,  says  j 
Petrobras'  vast  reserves  and  strong  market  positii  J 
will  benefit  from  a  booming  Brazil.  The  company  j 
growth  rate,  cash  flow,  profitability,  and  financial  j] 
health  are  very  strong  compared  with  its  peers  in  I 
the  U.S. ,  Europe,  and  other  nations,  says  Gimbel  i 


How  Casella 
Cleans  Up 

Trash  is  something  most 
people  throw  away.  But 
for  Casella  Waste  Systems 
(CWST),  it's  a  resource  to 
be  mined  for  profit.  Com- 
panies such  as  Casella  are 
set  to  become  big  winners  in 
the  growing  environmental 
cleanup  industry,  says  Hilary 
Kramer,  chief  investment  of- 
ficer of  GreenTech  Research, 
which  owns  shares.  Casella 
is  "an  exciting"  waste - 
management  play  because  of 
its  added  value  as  a  potential 
buyout  target  for  larger  com- 
panies, she  adds.  Casella, 
which  provides  waste - 
collection  and  -recycling 
services  to  residential  and 
commercial  customers,  has 
jumped  from  9  in  April  to 
15.21  on  Nov.  7.  But  it  re- 


THERE'S  BIG  MONEY 
IN  WASTE 

STOCK  PRICE  (DOLLARS) 
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mains  undervalued,  says  Eric 
Prouty  of  Canaccord  Adams, 
who  rates  it  a  buy,  given  its 
assets.  Bill  Fisher  of  Ray- 
mond James  Financial  has 
upgraded  Casella  to  a  strong 
buy,  with  a  target  of  22. 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


Genaera's  Potent 
Drug  Combo 

Genaera  (GENR)  may  be  one 
of  the  most  ignored  biotechs 
around.  AstraZeneca  is  its 
partner  on  a  drug  for  asthma 
that's  in  phase  II  trials,  but 
Genaera's  stock  has  slid 
to  2.20,  down  from  3.78  in 
April.  "We  can't  under- 
stand why,"  says  CEO  Jack 
Armstrong,  who  owns  21%. 
Genaera  is  also  developing  a 
drug  for  obesity  and  diabetes. 
Early  data  from  its  phase  I 
trials  showed  it  "achieved  its 
primary  goal  of  establishing 
safety  and  tolerability,"  says 
Rahul  Jasuja  of  MDB  Capital 
Group,  who  rates  the  stock  a 
buy  with  a  12 -month  target 
of  4.  The  drug  is  "an  attrac- 
tive therapeutic  target  for 
obesity  and  type -2  diabe- 
tes as  it  controls  appetite 


RIPE  FOR 
A  RECOVERY 

STOCK  PRICE  (DOLLARS) 
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and  insulin  levels,"  he  says 
Elemer  Piros  of  Rodman  & 
Renshaw,  who  rates  Genae 
outperform,  with  a  higher 
target  of  8,  says  its  asthma 
drug  will  vie  with  Genen- 
tech's  Xolair,  whose  2006 
sales  hit  $425  million,  i  BW 
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"Fortis  Turkey  is  growing  very  fast, 
thanks  to  a  business  friendly  environment 
and  highly  motivated,  well  trained  staff." 


FORTIS 


Yvan  De  Cock,  CEO,  Fortis  Turkey 
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opulation  of  70  million  people  with  an  average  age 

f  29  and  65%  are  below  34  years  old. 

tpprox.  400,000  university  graduates  per  year. 

bung,  well  educated  and  motivated  professionals. 

lighly  competitive  investment  conditions. 

xports  increased  240%  in  4  years,  up  to  85  billion 

ISD  as  of  2006. 

xcess  to  the  EU,  Central  Asia  and  the  Middle  East. 
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•  GDP  increase  of  122%  in  the  past  4  years, 
reaching  400  billion  USD. 

•  Ranked  as  the  17th  largest  economy  in  the  world 
and  the  6th  largest  economy  in  the  EU. 

•  Ranked  as  the  13th  most  attractive  country  in 
the  world  for  FDI  <oecd  2006). 

•  FDI  worth  20.2  billion  in  2006. 

•  Annual  Average  GDP  growth  of  7.4%  per  year  since  2002. 
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DO  PRIVATE  EQUITY  CEOs 

DESERVE  SYMPATHY? 

In  "Perform  or  Perish,"  our  Nov.  5  Cover  Story, 
we  examined  the  pressures  on  CEOs  who  run 
companies  for  private  equity  firms.  Many 
readers  felt  the  picture  that  emerged  was  a 
harsh  one.  While  a  few  thought  that  relentless 
demands  to  deliver  quickly  could  eventually 
make  American  corporations  more  com- 
petitive, many  more  raised  questions  about 
whether  such  a  culture  is  sustainable— or  cre- 
ates real  value.  Some  readers  blamed  buyout 
firms  for  accelerating  a  shift  of  jobs  overseas. 
Others  suggested  that  the  industry's  billion- 
aires share  the  gains  of  their  turnarounds  more 
equitably  with  the  workers  who  make  them 
possible.  -Emily  Thornton 


Management  by  greed  is  not 
management  at  all.  Private 
equity  companies  would  be 
better  off  hiring  Marine  drill 
sergeants  as  their  CEOs. 
These  firms  are  doomed 
to  fail  because  they  are 
motivated  by  greed,  not  by 
passion.  Great  wealth  can  be 
created  only  when  there  is  a 
passion  to  produce  break- 
through products. 
Screen  name:  Robert  N 

Cost  -cutting  can  enhance 
margins,  but  it  won't  drive 
growth.  Companies  must 
be  market  -  driven  to  grow. 
Private  equity  winners  use 
an  efficient  operation  as  a 
foundation,  not  a  strategy. 
Larry  Gorki n 

WESTPORT,  CONN. 


Through  tough  decisions  and 
demands  for  performance, 
the  companies  have  become 
stronger  financially,  which 
creates  job  security  for  all  of 
the  employees.  It  is  a  simple 
risk/reward  model  that 
drives  value.  If  everyone  were 
driven  to  perform  and  were 
held  accountable  for  their 
performance,  the  U.S.  might 
become  a  more  competitive 
player  on  the  world  market 
once  again. 
Screen  name:  RRIst 

About  Travelport  [one  of  the 
companies  discussed  in  the 
article],  I'm  a  former  em- 
ployee who  was,  as  our  Brit- 
ish colleagues  liked  to  say, 
made  redundant.  Travelport 
CEO  Jeff  Clarke  did  warn  us, 


PERFORM 
OR  PERISH  .3, 

For  CEOs  of  private-equity-owned 
companies,  the  pressure  to  deliver 
is  getting  unbearably  intense 

BY  EMILY  THORNTON 

BANG  &  OLUFSEN  S 
DIGITAL  ,5 

CHALLENGE  046 


and  I  had  a  soft  landing.  Most 
of  the  jobs  were  shipped 
overseas.  My  advice:  When 
employed  in  a  private  equity 
arrangement,  be  prepared 
to  give  over  your  life,  heart, 
and  soul.  That's  how  you'll 
survive  and  beat  out  foreign 
competition  for  your  job. 
Screen  name:  RWB 

Private  equity  sucks  a  com-, 
pany  dry,  leaving  its  employ- 
ees to  keep  things  going.  It's 
a  lose  -  lose  situation  for  the 
business  and  its  workers. 


And  CEOs  want  employ- 1 
ees  to  buy  into  this  mess  ?  I 
Screen  name:  Chuck 

Regarding  the  pressure  01 1 
these  CEOs:  Poor  babies!  I 
[They]  actually  have  to  dc  I 
something  for  their  millic  I 
or  they  will  be  dropped  w  I 
only  a  few  million  (or  billi  I 
in  severance. 
Peter  Christ 

CRYSTAL  RECORDS,  CAMAS.  WASH. 

It's  time  to  fight  back. 
Employees  of  a  company 


"Regarding  the  pressure  on  these  CEOs: 
Poor  babies!  [They]  actually  have  to  do 
something  for  their  millions."  peter  christ 
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By  2020,  wind  could  provk 
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how  is  crucial  to  running  a  large  proportion  of  the 
world's  wind  turbines. 

Up  to  25%  of  the  generating  costs  relate  to  mainte- 
nance. These  can  be  reduced  dramatically  thanks  to  our 
systems  for  on-line  condition  monitoring  and  automatic 
lubrication.  We  help  make  it  more  economical  to  create 
cleaner,  cheaper  energy  out  of  thin  air. 

By  sharing  our  experience,  expertise,  and  creativity, 
industries  can  boost  performance  beyond  expectations. 
Pick  our  brains.  Challenge  our  specialists! 


The  Power  of  Knowledge  Engineering 
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acquired  by  a  private  equity 
firm  should  gather  together 
to  negotiate,  agreeing  on  a 
bonus  payout.  Yes,  we  will 
accept  a  pay  cut,  they  should 
say.  But  we  want  that  wage 
reduction  credited  to  us 
with  a  premium  when  the 
sales  target  is  reached.  If 
the  company  is  sold  or  there 
is  an  initial  public  offer- 
ing, we  should  get  a  share  of 
that  pie.  After  all,  without 
hard-working  employees, 
no  CEO  can  hit  any  target. 
Screen  name:  fmLAW 


CORRECTIONS  & 
CLARIFICATIONS 

In  "Perform  or  Perish"  (Cover 
Story,  Nov.  5),  a  caption  incor- 
rectly identified  a  portrait  as  Aleris 
International  CEO  Steven  Deme- 
triou.  It  depicted  Selim  Bassoul, 
CEO  of  Middleby  Corp. 


WEB  REGULATION 


DON'T  OVERREACT 
TO  HUMAN  MISTAKES 

The  call  for  new  Internet 
regulation  prompted  by 
"interference  in  Web  content 
by  AT&T  and  Verizon"  ("Get 
your  hands  off  the  Web," 


Tech  &  You,  Nov.  5)  ignores 
the  ways  a  free-market 
Internet  policy  has  served 
consumers.  Isn't  calling 
for  re  -  regulation  after  two 
unrelated  human  mistakes  an 
overreaction? 

The  assertion  that  our 
government's  "hands -off 
approach  hasn't  served 
consumers  well"  simply 
doesn't  square  with  the 
facts.  Americans  enjoy  more 
facilities-based  broadband 
deployment,  adoption,  com- 
petition, choices,  and  invest- 
ment than  any  consumers  in 


the  world.  The  free  marke 
has  served  Americans  wel 
Scott  Cleland 

CHAIRMAN,  NETCOMPETITION.ORG 
MCLEAN,  VA. 

Editor's  note:  NetCompetitic 
members  include  Verizon, 
AT&T,  and  other  telecommw 
cations  companies. 

EMISSION  FIGHTERS 

NEEDED:  A  CORPORATE  PI 
FOR  ELECTRIC  CARS 

Efforts  to  reduce  emission ' 
will  take  a  long  time  to  hav 
beneficial  effect  ("Leave  til 
driving  to  Microsoft,"  Wh 
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xt,  Nov.  5).  Companies 
*ht  consider  collectively 
ming  a  group  to  sponsor 
1  conversion  of  existing 
s  to  electric  cars, 
irles  Radomsky 

TON,  N.J. 

IOOTH  SCIENCE 

E  TWO  SIDES 

FRICTION 

aving  energy  by  fighting 
:tion"  (What's  Next, 
v.  5),  covers  only  half  the 
ic.  Some  researchers 
lensselaer  Polytechnic 


Institute  and  the  University 
of  Akron  have  made  a  tape 
using  carbon  nanofibers 
(replicating  gecko  feet)  that 
will  stick  to  just  about  any- 
thing, including  Teflon. 
This  is  the  equivalent  of 
making  the  coefficient  of 
friction  so  high  that  there 
is  no  slipping  at  all.  What's 
more,  because  there  is  no 
chemical  adhesion,  the 
material  can  be  used 
reversibly  over  and  over 
again. 

Robert  Shafer 

LOS  ALAMOS,  N.M. 


NUMBER-CRUNCHING 

HOW  STATISTICS  CAN  LEAD 
COMPANIES  ASTRAY 

In  "Dell  learns  to  listen" 
(Outside  Shot,  Oct.  29),  Jeff 
Jarvis  provides  an  example 
of  how  statistics  can  mislead 
companies.  Dell  was  looking 
at  the  wrong  metric  when  it 
counted  "handle  time"  per 
call.  Dick  Hunter,  who  was  in 
charge  [of  customer  service], 
was  brave  to  start  counting 
how  many  problems  were 
resolved  in  one  call.  What 
you  measure  determines 


what  you  think  is  important. 
Merrie  Spaeth 

PRESIDENT,  SPAETH  COMMUNICATIONS 
DALLAS 


GREEN  ENERGY 

WHAT  THE  U.S.  CAN  LEARN 
FROM  GERMANY 

Re:  "Little  green  lies"  (Cover, 
Oct.  29).  Germany,  which 
leads  the  world  in  alternative - 
energy  output,  mandates 
that  utilities  buy  green  power 
at  cost.  Maybe  our  states 
should  follow  its  lead. 
Lanney  Wixson 

BURLINGTON,  WASH. 
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usinessWeek  TV,  our  nationally  syndicated 
rogram,  delivers  actionable  insight  into  personal 
nance  and  lifestyle  topics  including  real  estate, 
westing,  tech  trends,  and  travel. 

une  in  for  the  full  show  this  weekend, 
r  catch  clips  anytime  on  the  Web. 
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It's  Insular  at  the  Top 


,WL 


Did  Chuck  Prince  and  Stan  O'Neal  lose  touch  with  the  companies  they  ran? 


\    V\ 


I  find  that,  in  running  my  business,  I  am 
making  many  decisions  alone.  I  know 
that  can't  be  good.  How  can  a  leader 
keep  from  becoming  isolated  ? 


Arthur  Lakiisa 
KAMPALA,  UGANDA 


It's  something  of  a  coincidence  that  your 
question  arrived  this  week,  just  as  two 
CEOs,  Chuck  Prince  of  Citigroup  and 
Stan  O'Neal  of  Merrill  Lynch,  were  cast 
out  of  their  jobs  and  publicly  crucified 
for  the  "sin"  of  surprising  the  market 
with  bad  results.  Now,  we  don't  know 
if  either  CEO  had  become  isolated  from 
the  people  in  his  organization  who  knew 
trouble  was  looming.  But  the  size  of  the 
"expectation  gap"  suggests  both  CEOs 
were  blindsided,  at  least  to  a  degree,  by 
their  company's  poor  performance.  Like 
you,  perhaps,  they  were  lonely  at  the  top. 

And  perhaps,  like  you,  they  knew  it 
meant  trouble.  They  just  didn't  correct 
the  problem  soon  enough. 

That  can  be  a  fatal  mistake.  In  fact, 
when  you're  a  leader,  the  last  thing  you 
can  afford  to  do  is  allow  yourself  to  be 
pushed  into  an  ivory  corner  where  you 
end  up  plucking  decisions  out  of  the 
air.  Instead,  and  especially  if  you  run 
a  sprawling  empire  like  Citigroup  or 
Merrill,  you've  got  to  create  a  culture 
of  candor  and  an  operating  system  that 
together  bring  to  light  information  from 
every  nook  and  cranny  of  the  organiza- 
tion. And  yet,  obvious  as  that  may  be, 
there's  something  about  being  a  boss 
that  incontrovertibly  lends  itself  to 
isolation;  it's  as  if  every  natural  force  is 
working  to  "protect"  you  from  reality. 
Good  news  travels  up  fast,  but  bad  news 
festers  in  the  trenches  where  those  who 


Creeping  insularity  is  commonplace  for 
leaders.  On^foTthie  best  ways  to  fight  it  is  to 
have  all  the  ciue:stions,i-hot  all  the  answers 


possess  it  hope  they  can  make  it  go  away 
before  anyone  notices.  And  then  there 
is  the  propensity  for  leaders  to  surround 
themselves  with  yes -types  who  make 
themselves  all  the  more  welcome  with 
the  assurance,  "Don't  worry,  it's  under 
control."  Of  course,  that's  rarely  the 
case.  Which  is  why  you  have  to  get  ag- 
gressive against  creeping  insularity. 

How?  Well,  large  company  leaders, 
like  Prince  and  O'Neal, 
actually  have  an  extra 
lever  at  hand.  They  can 
cut  layers,  which  are  evil 
and  do  nothing  but  filter 
information.  But  other, 
more  universal  tech- 
niques work  well,  too. 
For  instance,  any  leader 
can  leave  the  office — and 
should.  Every  day  spent 
in  the  C  -  suite  is  a  day 
you're  not  out  learn- 
ing about  your  people, 
processes,  and  market 
realities.  Since  you  can't  rig  your  chair 
to  give  you  electric  shocks,  how  about  a 
sign  on  your  desk  that  reads:  "Why  are 
you  here  ? "  Visit  stores ,  trading  floors, 
regional  offices,  factories.  And  custom- 
ers, especially  the  ornery  ones. 

Just  as  important  as  getting  your- 
self outside  is  whom  you  surround 
yourself  with  when  you're  inside.  Yes, 
most  leaders  have  a  standing  group  of 
advisers  comprised  of  direct  reports. 
But  without  an  operating  system  and 
culture  that  reward  candor,  such  com- 
mittees can  easily  fall  into  a  grind,  with 
dialogue  devolving  into  them  telling  you 
what  they  assume  you  want  to  hear.  You 
can  alter  that  dynamic  by  reaching  into 
the  organization 
to  create  a  revolv- 
ing "kitchen  cabi- 
net/'filled  with 
the  smart,  edgy, 
self-confident 
individuals  who 


have  at-their-fingertips  expertise, 
to  avoid  the  usual  suspects,  and  mak 
sure  you  draw  in  people  who  are  swoi 
change  agents  and  inveterate  cranks. 
Change  agents  are  often  first  to  sense 
market  shifts.  And  cranks,  well,  they 
be  annoying.  But  the  best  of  them  art 
usually  onto  something  and  have  car 
in  their  veins.  Ignore  them  at  your  pe 
Finally,  leaders  can  prevent  insular 
by  doing  something  tt 
will  surely  feel,  at  first 
terribly  counterintuiti 
They  must  act  like  the  : 
dumbest  person  in  the^ 
room.  Sure,  as  a  boss, 
people  will  turn  to  you 
all  the  answers,  and  yc 
want  to  supply  them.  ] 
instead,  show  people  t 
your  job  is  to  have  all  t ! 
questions.  Greet  ever}' 
decision  and  proposal  I 
with  "What  if?"  and 
"Why  not?"  and  "Hov 
come?"  Then  wallow  in  the  answers, 
dropping  every  artifice  of  formality  d 
ing  the  ensuing  conversation  and  deb 
Kill  the  PowerPoint  slides,  and  drop  t ! 
jargon.  In  time,  this  approach  will  brt; 
an  atmosphere  of  vigorous  engageme 
and  straight  talk,  drawing  the  best  id> 
out  of  the  group,  and  yes,  even  expos: 
the  buried  crisis  that  is  about  to  blow 
Which  brings  us  back  to  Chuck  Pr: 
and  Stan  O'Neal.  Again,  we're  not  sa 
ing  either  CEO  suffered  from  isolatic 
We  just  don't  know.  But  the  market's 
surprise  at  their  poor  results  raises  a 
question  that  every  leader  must  ask: 
Am  I  alone  up  here  ? 

The  answer  can  never  be  yes.  I BW I 

BUSINESSWEEK.COM   I 

Jack  and  Suzy  Welch  await  your  questions. 
E-mail  them  at  thewelchway@business- 
week.com.  For  their  VIDEO  PODCAST,  go  to 
businessweek.com/search/podcasting.htm. 
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Should  real  estate  be  a  part  of  your  portfolio  strategy?  Many  institutional  investors  look  to  real  estate  as  a 
different  way  to  share  in  global  growth.  With  more  than  $60  billion  in  real  estate  assets  under  management, 
and  people  on  the  ground  in  22  cities  around  the  world,  Morgan  Stanley  knows  the  global  real  estate  markets. 
We've  been  involved  in  real  estate  continuously  since  1969  -  longer  than  any  other  Wall  Street  firm.  If  you're 
interested  in  understanding  the  role  real  estate  can  play  in  your  portfolio,  talk  to  Morgan  Stanley. 


Ask  a  Financial  Advisor  today. 

Visit  morganstanley.com/WORLDWISE 
or  call  866.479.1836 
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People  are  acquainted  with  the  star,  the  multi-faceted  actor.  But  John 
Travolta  is  also  a  seasoned  pilot  with  more  than  5,000  flight  hours  under 
his  belt,  and  is  certified  on  eight  different  aircraft,  including  the  Boeing 
747-400  Jumbo  Jet.  He  nurtures  a  passion  for  everything  that  embodies 
the  authentic  spirit  of  aviation.  Like  Breitling  wrist  instruments.  Founded 
in  1884,  Breitling  has  shared  all  the  finest  hours  in  aeronautical  history. 
Its  chronographs  meet  the  highest  standards  of  precision,  slurdiness  and 
functionality,  and  are  all  equipped  with  movements  that  are  chronometer- 
certified  by  the  COSC  (Swiss  Official  ChronometerTesting  Institute). 
One  simply  does  not  become  an  aviation  supplier  by  chance. 

F;or  your  nearest  authorized  retailer  please  call  800  641  7343 
WWW.BREITLING.COM 
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The  Siemens  answer:  Efficient  energy  supply. 

Finding  answers  to  climate  change  is  one  of  the  greatest  challenges  of  the  21  st  century.  And  energy 
efficiency  plays  a  key  role.  Our  innovations  efficients     si  ;erate,  transmit  and  distribute  the  power 
we  need  while  drastically  reducing  C02  emissions.  Sustainable  and  affordable  electricity- it's  good 
for  the  environment  and  good  for  the  people  who  depend  on  it  to  power  their  lives. 
www.siemens.com/answers 


Answers  for  the  environment. 
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LATEST  SUPERMODELS. 

Canon  PiXMA  Printers.  Beautifully  designed  outside  and  in. 


NYSE  |  NYSE  ARCA  |  NYSE  EURONEXT  I  NYSE  ALTERNEXT  |  LIFFE 
|  BONDS    |  EQUITIES     §  MARKET  DATA    $  OPTIONS/FUTURES 


I 
As  the  world's  leading  exchange  gro« 
for  raising  capital,  NYSE  Euronext" 
provides  companies  worldwide  the 
broadest  opportunities  for  success. 
In  geography.  In  time  zones.  In  visibilil 
NYSE  Euronext  connects  the  world 
and  brings  you  access  to  the  globe 
as  never  before. 

Only  here  do  issuers,  investors  and 
traders  have  a  range  of  worldwide    I 

listing  venues  and  capital  access       '  ^ 

till 
e 


15 


points.  And  only  here  can  they  all 
find  a  combined  global  market 
capitalization  of  more  than  $30 
trillion.  In  fact,  dollars  raised  from 
IPOs  through  July  2007  have  total* 
$57.9  billion — more  than  any  othe^ 
exchange  group  in  the  world. 


Find  out  more  about  how  doing 
business  with  the  capital  of  capital  J__ 
is  the  best  possible  choice  you  can 
make.  Visit  us  at  nyseeuronext.com 


* 


NYSE  Euronext 

ONE  MARKET.  INFINITE  POSSIBILITIES 


©2007  NYSE  Euronext.  All  rights  reserved.  NYSE  Ei  i  onext  and  its  affiliates  do  not  recommend  or  make  representation  as  to  possible  benefits  from  any  securities,  pr 
services  or  investments.  Investors  should  undertake  their  own  due  diligence  regarding  their  securities  and  investment  practices.  This  advertisement  may  contain  f< 
looking  statements  regarding  NYSE  Euronext  and  its  affiliates.  Such  statements  are  based  upon  the  current  beliefs  and  expectations  of  management  and  are  sul 
significant  risks  and  uncertainties.  Actual  results  may  differ  from  those  set  forth  in  the  forward-looking  statements.  All  data  is  as  of  July  3 1 ,  2007. 
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SHOCKER  ON  THE  STREET 

Practically  everyone  assumed  Larry  Fink  was  in  like 
Flynn.  News  reports  had  circulated  saying  Merrill  Lynch 
had  picked  the  BlackRock  chief  to  succeed  Stanley 
O'Neal,  who  was  forced  out  on  Oct.  30  in  the  wake 
of  stupendous  subprime  losses.  The  announcement 
was  expected  any  moment,  and  then  it  came  on  Nov. 
14 — only  the  job  went  to  John  Thain,  head  of  NYSE 
Euronext.  Sources  say  Fink  got  the  word  the  way  most 
of  us  did,  over  the  wires.  As  for  Thain,  who  was  expected 
to  take  over  Citigroup  in  the  wake  of  Charles  Prince's 
fall,  the  former  Goldman  Sachs  technocrat  apparently 
preferred  to  tackle  the  cleanup  at  Merrill  rather  than  at 

Sprawling  Citi.  I BW  I  PAGE  028  "He  fixed  the  NYSE.  Can  he  fix  Merrill?" 


THE  GREAT  COMMUNICATOR 

Ben  Bernanke  is  pulling  up  the 
shades  at  the  Fed.  The  chairman 
announced  on  Nov.  1 4  a  series  of 
measures  toward  his  long-sought 
goal  of  central  bank  openness. 
The  Federal  Open  Market  Com- 
mittee will  double  the  frequency 
of  its  economic  forecasts  to  four 
times  a  year  and  extend  its  horizcn 
to  three  years  from  two.  The  com- 


mittee also  will  use  its  crystal  ball 
on  overall  inflation,  not  just  the 
"core"  rate  that  excludes  food  and 
energy.  As  Bernanke  noted,  the 
overall  price  level  is  what  people 
care  about  in  the  long  run. 


GOLDMAN  TO  THE  RESCUE 

Just  when  it  looked  like  another 
bout  of  subprime  fever  would  sink 


stocks,  the  market  staged  a  huge 
rally  on  Nov.  1 3  after  Goldman 
Sachs  CEO  Lloyd  Blankfein  said 
the  investment  firm  did  not  plan 
any  big  subprime  mortgage-re- 
lated writedown.  The  heady  talk 
from  Goldman  more  than  over- 
shadowed Bank  of  America's 
statement  that  it  would  take  a  $3 
billion  subprime  hit  in  the  quarter. 
Just  one  day  prior  to  the  sunny 
Goldman  forecast,  the  stock  price 
of  E*Trade  Financial  was  cut  in 
half  after  the  beleaguered  online 
brokerage  and  bank  said  its  $3 
billion  mortgage-backed  securi- 
ties holdings  had  plunged  in  value, 
raising  fears  of  an  old-fashioned 
run  on  the  firm.  E*Trade  rebounded 
nicely  on  Nov.  1 3  after  investors 
began  to  speculate  that  it  could 
become  a  takeover  candidate.  On 
Nov.  14,  HSBC  and  Bear  Stearns 
sang  their  versions  of  the  write- 
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An  E*Trade  rescue  plan?" 

inessweek.com/magazine 


RAPPED  CONSUMERS 

the  past  25  years,  American 
ilies  have  been  able  to  keep 
ending,  through  good  times  and 
I,  by  taking  on  more  and  more 
it.  Well,  the  binge  may  finally 
aver.  Tighter  credit  standards, 
nbined  with  falling  home  prices 
'  higher  energy  costs,  are  go- 
to bring  a  painful  2008,  with 
ilies  yanking  back  on  spending, 
sort-of-good  news:  Because 
globalization,  the  consumer 
rich  may  not  drag  down  the 
|  of  the  economy. 
I  PAGE  057,  "The  Consumer 
ich" 


r  SO  SWEET  AT  HERSHEY'S 

y  may  make  chocolate  kisses, 
hey,  business  is  business.  The 
profit  Hershey's  Trust,  which 
trols  the  candymaker,  on 
[  1 1  pushed  out  6  of  the 
lpany's  10-person  board  of 
ctors,  prompting  2  more  to 

The  trust  has  said  that  it's 
appy  with  Hershey's  less 
i  delicious  performance.  It 
ailed  a  new  slate  including 
ler  Pennsylvania  Governor 

Ridge.  This  comes  about  a 
ith  after  CEO  Richard  Lenny 
iped  down,  to  be  replaced  by 
id  West. 


BIG  BLUE  GETS  BIGGER 

The  urge  to  merge  is  still  rampant 
in  software.  On  Nov.  1 2,  IBM  said 
it  will  acquire  Canada's  Cognos, 
a  maker  of  business  intelligence 
programs,  for  about  $5  billion,  its 
priciest  acquisition  ever.  IBM's 
move  follows  similar  buys  in  the  Bl 
space  earlier  this  year  by  giants 
SAP  and  Oracle.  Bl  software  helps 
companies  analyze  the  data  they 
collect  on  customers  or  operations 
in  order  to  spot  changes  fast  and 
make  better  decisions. 
S  "IBM,  Cognos,  and  the  end  of  best- 
in-breed"  businessweek.com/magazine 


DESERT  DEALMAKING 

$85  billion  in  orders— not  too 
shabby  for  one  air  show.  Of 
course,  this  one  was  in  Dubai, 
testimony  to  the  growing  clout 
of  Mideast  carriers  in  the  global 
aerospace  market.  In  one  of  the 
most  closely  watched  deals, 
Emirates  airline  rebuffed  Boeing's 
787  Dreamliner,  opting  for  70  of 
Airbus'  A350  widebodies,  worth 
$20  billion  at  list  prices.  Airbus 
also  confirmed  that  Saudi  Prince 
Alwaleed  bin  Talal  has  ordered 
one  of  its  A380s,  becoming  the 
first  private  buyer  for  the  double- 
decker  megajet. 


SAMSUNG  SCANDAL 

Corruption  has  always  haunted 
South  Korea.  But  now  the 
country's  most  respected  corpo- 


rate icon  and  President  Roh  Moo 
Hyun  are  engulfed  in  scandal. 
On  Nov.  14,  three  liberal  parties 
jointly  proposed  a  bill  in  Parliament 
requiring  an  independent  prosecu- 
tor to  probe  allegations  of  bribery 
by  Samsung  Group.  The  move 
follows  accusations  by  Samsung's 
former  chief  attorney,  Kim  Yong 
Chul,  that  Korea's  newly  appointed 
chief  prosecutor  and  the  top 
corruption  fighter  were  among 
many  senior  government  officials 
regularly  bribed.  Samsung  and  the 
officials  deny  the  charges. 
□  "Samsung  bribery  charges  rock 
Korea  poll" 
businessweek.com/magazine 


OUT  FROM  UNDER  VIOXX 

Merck  found  an  antidote  to  the 
pain  of  Vioxx,  its  recalled  arthritis 
drug  that  sparked  27,000  liability 
lawsuits.  On  Nov.  9,  the  pharma 
giant  reversed  its  former  pledge 
to  fight  each  case  aggressively 
and  announced  it  would  pay 
$4.85  billion  to  settle  the  suits. 
Industry  experts  say  the  accord 
could  provide  a  template  for  future 
liability  cases.  Patients  wishing 
to  claim  some  of  the  cash  face 
a  high  burden  of  proof  that  Vioxx 
caused  their  injuries.  The  deal 
limits  Merck's  exposure  to  future 
suits  and  virtually  erases  the  $600 
million  it  was  laying  out  per  year 
on  litigation. 

B  "What  Merck  gains  by  settling" 
businessweek.com/magazine 


Airbus  made 
several  big  deals 
in  Dubai— and 
sold  an  A380  to 
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RIDING  THE  BULL  IN  CHINA 

Chinese  companies  big  and  small 
are  playing  their  country's  stock 
markets  with  abandon,  using 
corporate  funds  to  invest  in  each 
other's  IPOs  and  masking  weak- 
ness in  their  core  businesses. 
The  eye-popping  growth  in  listed 
company  profits— 75%  in  the  first 
half— doesn't  look  so  good  when 
you  strip  out  portfolio  gains,  which 
account  for  as  much  as  100%  of 
profits  in  some  cases.  It's  a  replay 
of  what  happened  in  Japan— and 
when  that  bubble  burst,  portfolio 
losses  were  huge.  That's  part  of 
why  Beijing  is  desperate  to  keep 
the  market  from  tanking. 
I BW I  PAGE  062,  "China  Inc.  is  out  on 
a  limb" 


SILICON  AL  GORE 

Precisely  what  a  blue-chip  Silicon 
Valley  venture  capital  firm  needs 
to  add  some  political  chops:  a 
Nobel  Peace  Prize  winner.  Kleiner 
Perkins  Caufield  &  Byers  said  on 
Nov.  1  2  that  former  Vice-President 
Al  Gore  is  joining  as  a  partner.  His 
connections  could  help  energy 
technologies  such  as  solar  and 
biofuels  that  may  require  govern- 
ment policy  changes  or  subsidies. 
Kleiner,  which  has  put  money  into 
25  green-tech  companies,  also 
will  work  with  Generation  Invest- 
ment Management,  the  later-stage 
investment  firm  founded  by  Gore 
and  former  Goldman  Sachs  ex- 
ecutive David  Blood. 


YAHOO!  SETTLES 

A  week  after  members  of  Con- 
gress called  CEO  Jerry  Yang  and 
another  executive  moral  "pygmies," 
Yahoo  on  Nov.  1 4  tried  to  mend 
fences.  It  settled  a  lawsuit  filed  by 
the  families  of  a  Chinese  journal- 
ist and  a  political  dissident  who 
were  jailed  after  the  company's 
Beijing  office  turned  over  e-mails 
to  the  government.  Yahoo  paid  all 
legal  costs  and  will  start  a  fund  to 
"provide  support  to  other  political 
dissidents  and  their  families,"  but 
financial  terms  weren't  disclosed. 
□  "Yahoo!  agrees  to  pay  prisoners' 
families"  businessweek.com/magazine 


COME  TO  WORK— WIN  A  CAR 

Hourly  workers  in  auto  plants 
often  don't  show  up.  Absentee- 
ism runs  an  astonishing  10%  a 
year,  three  times  higher  than  in 
other  industries,  according  to  one 
study.  And  the  problem  is  much 
worse  at  U.S. -owned  carmakers 
than  at  foreign-owned  ones.  Now, 
General  Motors  plans  to  use  its 
new  labor  contract  to  put  a  dent 
in  absenteeism.  A  year  of  perfect 
attendance  could  win  you  a  car, 
while  sick  days  and  no-shows  will 
be  examined  much  more  closely. 
Q  Detroit  News 


BHP  GOES  AFTER  RIO  TINTO 

For  a  moment  it  seemed  the  min- 
ing sector's  rich  vein  of  mega- 
takeovers  had  petered  out,  but 
BHP  Billiton  on  Nov.  8  confirmed 
it  had  written  to  rival  Rio  Tinto 
about  a  $1 52  billion  deal.  Rio's 
board  spurned  the  offer,  which 
would  create  a  $350  billion 
behemoth,  though  BHP  could  still 
make  it  richer  through  a  multibil- 
lion-dollar  payout  to  investors. 
The  London-listed  company  also 
hasn't  ruled  out  a  hostile  bid. 


EURO-REGULATORS 

The  watchdogs  sure  were  busy 
in  Europe  this  week.  The  Euro- 
pean Parliament  voted  on  Nov. 
1 3  to  cap  carbon  emissions  on 
flights.  The  plan  calls  for  a  carbon 


A  BHP  copper 
operation  in 
Chile:  Will  the 
giant  take  over 
Rio  Tinto? 


credit  trading  system  for  airlines 
similar  to  the  one  Europe  uses 
to  meet  emissions  targets  under 
the  Kyoto  Protocol,  but  the  U.S.  is 
squawking  and  says  Europe  risks 
a  trade  row.  On  the  same  day,  the 
European  Commission  postponed 
approval  of  Google's  $3.1  billion 
takeover  of  online  ad  company 
DoubleClick.  The  deal  will  likely 
get  the  go-ahead  next  April,  pend- 
ing concessions  from  Google. 
The  EC  also  proposed  rules  that 
would  let  national  regulators  break 
up  formerly  state-owned  tele- 
com giants  like  BT  and  Deutsche 
Telekom  in  the  interests  of  spur- 
ring competition. 
□  "The  EU  delays  Google's  ad  buy" 
businessweek.com/magazine 


PELTZ'S  CHEAPER  MEAL 

Nelson  Peltz  put  his  money  where 
his  mouth  is— up  to  a  point.  The 
activist  billionaire  announced  that 
his  Triarc  company,  which  owns 
Arby's,  submitted  a  bid  on  Nov. 
1  2  for  Wendy's  International. 
Peltz,  who's  been  hounding  food 
companies  lately,  estimated  last 
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y  he  might  pay  $37  to  $41  a 
are  for  the  hamburger  chain, 
disclosing  his  offer,  he  said 
would  offer  less  but  isn't 
/ing  how  much. 


JBILE  SPAM  PLAGUE 

II  phones  are  quickly 
>rphing  into  handheld 
nputers.  As  they  do,  spam 
beginning  to  bombard  the 
Dne.  Wireless  users  in  the 
3.  will  receive  about  1 .1  mil- 
l  spam  text  messages  this 
ir.  Carriers  such  as  Verizon 
eless  and  AT&T  work  hard 
:ilter  out  this  digital  flotsam. 
t  newfangled,  open  operat- 
systems  such  as  Google's 
ently  announced  mobile 
tware  could  open  the  door 
more. 

I  PAGE  042,  "Spammers  have 
r  number" 


lODEST PROPOSAL 

the  delight  of  TV  broadcast- 
who  have  long  lobbied  for 
ph  a  move,  FCC  Chairman 


Kevin  Martin  said  on  Nov.  1 3 
that  he  wants  to  allow  them 
to  own  newspapers  in  the  20 
largest  media  markets.  The 
proposal,  which  he  called 
"modest,"  would  largely  reverse 
the  current  ban  on  so-called 
dual  ownership.  That  could 
boost  prospects  of  companies 
that  own  print  and  TV  assets. 
Newspaper  owners  grumbled 
that  it  doesn't  go  far  enough, 
while  the  nonprofit  Media  Ac- 
cess Project,  which  opposes 
concentration,  denounced  it. 


COUP  FOR  A  BOURSE 

Nasdaq  may  be  cornering  a 
big  part  of  the  $1 62  billion-a- 
year  private-placement  market. 
The  exchange  on  Nov.  1 2  said 
that  a  dozen  Wall  Street  firms 
that  had  launched  platforms  for 
trading  so-called  144a  securi- 
ties, unregistered  offerings  that 
appeal  to  big  institutional  buy- 
ers, have  now  joined  hands  to 
cooperate  on  a  single  platform 
run  by  Nasdaq.  The  Portal 
Alliance,  as  it  will  be  called,  is 
expected  to  begin  operating  in 
early  2008.  Nasdaq  is  betting 
that  the  portal  will  feed  its  main 
stock  market  over  time. 


GUIDELINES  FROM  BEIJING 

If  you're  wondering  how 
China  is  thinking  about  foreign 
investment  these  days,  check 
out  its  latest  set  of  rules,  which 
was  issued  on  Nov.  7  and  will 
go  into  effect  on  Dec.  1 .  The 
prior  set  dates  back  to  2004. 
Among  the  pointers:  Beijing 
is  eager  for  investment  in 
various  green  sectors,  such  as 
recycling  and  clean  produc- 
tion. But  exploiting  "important 
and  nonrenewable"  mineral 
resources  is  a  no-no. 
S  chinaview.cn 


OIL  ON  THE  WATERS 

Two  oil  spills  sparked  new  calls 
for  such  reforms  as  mandatory 
double  hulls  (already  required 
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For  people  on 
the  go,  go,  go. 

The  Palm  Centro  only  from  Sprint  lets 
you  do  more,  faster.  E-mail.  text,  chat  and 
use  Google  Maps  on  the  fastest  national 
mobile  broadband  network.  That's  the 
joy  of  multitasking. 


Palm   Centro.    After  S50  mail-in 
rebate,  with  new  line  of  service  or 
eligible  upgrade,  two-year  agreement 
and  a  data  plan  of  $25  or  higher. 

1-800-SPRINT-1  sprint.com/centro  i 


Phone  Offer:  Offer  ends  1/12/08.  May  require  up  to  $36  activation  fee/line,  credit  approval  and  deposit.  $200 
early  termination  fee/line  applies;  taxes  excluded.  Instant  Savings:  No  cash  back.  Requires  activation  at  the 
time  of  purchase.  Mail-in  Rebate:  Requires  purchase  by  1/12/08  and  activation  by  1/26/08.  Line  must  be  active 
30  consecutive  days.  Allow  8  to  12  weeks  for  rebate.  Upgrade:  Existing  customers  with  accounts  in  good  standing 
with  service  on  the  same  device  for  more  than  22  consecutive  months  currently  activated  on  a  service  plan  of 
$34.99  or  higher  may  be  eligible.  Other  Terms:  The  Nationwide  Sprint  PCS  Network  reaches  over  262  million 
people.  Sprint  Mobile  Broadband  Network  reaches  over  217  million  people.  Fastest  claim  based  on  total  network 
size  (sq.  miles)  multiplied  by  network  upload/download  speed  capability.  User's  speed  experience  may  vary. 
Coverage  not  available  everywhere.  See  sprint.com/coverage  for  details.  May  not  be  combined  with  other  offers. 
Offers  not  available  in  all  markets/retail  locations  or  for  all  networks.  Pricing,  offer  terms,  fees  and  features  may 
vary  for  existing  customers.  Other  restrictions  apply.  See  store  or  sprinl.com  for  details.  ©2007  Sprint  Nextel.  All 
rights  reserved.  Sprint,  the  "Going  Forward"  logo  and  other  trademarks  are  trademarks  of  Sprint  Nextel.  Palm 
and  Centro  are  trademarks  or  registered  trademarks  of  Palm,  Inc.  Google,  Google  Maps  and  the  Google  Logo 
are  trademarks  of  Google  Inc. 
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on  tankers  in  U.S.  waters).  On 
Nov.  7,  in  San  Francisco  Bay,  a 
South  Korean  freighter  sideswiped 
one  of  the  Bay  Bridge's  piers. 
The  resulting  gash  spilled  some 
58,000  gallons  of  sticky  bunker 
fuel.  And  on  the  night  of  Nov.  1 1 , 
a  violent  storm  sank  at  least  1 1 
ships  in  a  strait  leading  to  the 
Black  Sea,  including  a  Russian 
river  tanker  (not  designed  for 
rough  water)  that  broke  up  and  let 
flow  560,000  gallons  of  heavy  oil. 
The  spill  killed  tens  of  thousands 
of  birds  and  fouled  beaches  and 
the  seabed. 


RISK  OFFICERS  UNDER  FIRE 

Five  years  ago,  only  7  of  the  top 
25  U.S.  commercial  banking  com- 
panies had  a  "chief  risk  officer"  in 
the  executive  suite.  By  the  end  of 
last  year,  1 9  did.  Then  came  the 
subprime  meltdown  and  gigantic 
writedowns.  So  are  CROs  falling 
down  on  the  job?  Not  necessarily. 
Their  job  is  to  point  out  possible 
threats;  it's  up  to  other  executives 
to  act  on  the  information. 
E3  American  Banker 


MORNING  IN  BENTONVILLE? 

Low  prices  are  working  their 
magic  again.  Wal-Mart  on  Nov.  1 3 
surprised  the  Street  by  ringing 
up  shiny  third-quarter  profits.  Net 
rose  8%,  to  $2.86  billion,  on  an 
8.8%  increase  in  sales— though 


same-store  sales  rose  only  1  %. 
CEO  Lee  Scott  said  the  black-ink 
boost  reflected  a  return  to  a  rock- 
bottom-price  approach  after  a 
feint  upscale  failed  last  year.  Wal- 
Mart  also  raised  earnings  guid- 
ance, but  other  retailing  stocks 
sank  on  Nov.  1 4  after  Macy's 
slashed  its  sales  forecast. 
Q  "Wal-Mart  beats  the  Street" 
businessweek.com/magazine 


NEW  BLOOD  FOR  THE  SEC? 

SEC  Chairman  Christopher  Cox 

faced  a  Senate  grilling  on  Nov. 
1 4  over  whether  investors  should 
have  the  right  to  nominate  direc- 
tors to  boards  via  the  corporate 
proxy.  The  five-member  commis- 
sion has  a  Democratic  vacancy, 
and  the  one  sitting  Democrat, 
Annette  Nazareth,  will  step  down 
soon.  Senators  questioned  Cox's 
desire  to  put  a  temporary  rule  in 
place  without  a  full  board.  The 
Washington  Post  said  on  Nov.  1 4 
that  two  Democratic  nominees 
have  been  proposed  to  the  White 
House:  ex-securities  regulator 
Elisse  Walter  and  Luis  Aguilar,  an 
Atlanta  lawyer. 


CAP  THAT  CARBON! 

The  global  gaggle  of  scientists 
and  experts  known  as  the  Inter- 
governmental Panel  on  Climate 
Change  has  already  shared  the 
Nobel  Peace  Prize  (with  Al  Gore). 


The  panel  is  meeting  in  Valencia, 
Spain,  from  Nov.  1 2-1 7  to  boil 
down  its  three  massive  scientific 
reports  into  a  pithy  prescription 
for  policy.  When  released  on  Nov. 
1 7,  this  synthesis  is  expected  to 
say  there's  an  urgent  need  for 
countries  to  cut  their  emissions  of 
carbon  dioxide  and  other  gases 
heating  up  the  planet. 


A  GIFT  FROM  RUPERT 

On  Nov.  1 3,  News  Corp.  Chair- 
man Rupert  Murdoch  made 
explicit  what  had  long  been  sus- 
pected: He  intends  to  take  down 
the  subscription  wall  around  The 
Wall  Street  Journal's  Web  site 
and  make  it  free.  Murdoch  said 
that  heavier  traffic  will  bring  in 
"large  numbers"  of  top  advertis- 
ers. WSJ.com,  which  charges 
$99  for  nonsubscribers  to  the 
print  Journal,  has  been  cited  as 
a  rare  success  in  getting  users 
to  pay  for  online  content,  but 
some  at  News  Corp.  figure  a  free 
site  with  more  ads  could  bring  in 
bigger  bucks  than  the  1  million 
subscribers  cough  up. 


ANIMATION  NATION 

Thailand's  animators  are  racking  up 
some  big-screen  credits,  according 
to  the  cover  story  of  the  November 
issue  of  BusinessWeek  Thailand. 
Kompin  Kemgumnird,  who  cut 
his  teeth  at  Walt  Disney  and  other 
U.S.  animation  studios,  has  scored 
his  own  hit,  Kankluai,  about  an 
elephant  who  belonged  to  a  Thai 
king.  The  3D  feature  has  garnered 
awards  at  film  festivals  from  Madrid 
to  Toronto.  Juck  Somsaman,  a 
Thai  animator  who  had  a  hand  in 
the  1 995  Oscar  winner  Babe,  is 
now  also  running  his  own  Bangkok 
animation  shop,  Monk  Studio.  But 
the  future  of  Thailand's  $380  mil- 
lion animation  industry  is  in  doubt. 
The  government  is  not  lending  local 
studios  much  support,  and  the 
competition  for  talent  is  becoming 
more  intense.  Plus  other  countries 
in  Asia  are  looking  to  muscle  their 
way  into  the  business. 


A  Wal-Mart 
display  in 
Colorado:  The 
company  had  a 
bang-up  quarter 
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want  to  improve  everything 
do,  every  day.  That's  kaizen*' 

rhompson 

ni  Home  Electronics  America 


No  matter  where  in  the  world  they're  made,  Hitachi  plasma  TVs  have  one  trait 
in  common:  They're  the  product  of  kaizen.  the  Japanese  concept  of  continuous 
improvement.  Kaizen  is  more  than  a  business  buzzword  at  Hitachi;  it's  a  philosophy 
that  guides  the  efforts  of  every  person  involved  in  creating  the  company's  many 
diverse  technologies.  Watch  kaizen  inaction  at  Hitachi's  television  production  facility, 
where  a  better  way  to  work  is  helping  bring  a  better  plasma  TV  to  market. 
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Watch  the  documentary  film  series  at  hitachi.com/truestories 
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STAGFLATION  LITE? 


Growth  is  set  to  slow  as  oil  and  food  prices  continue  their  climb— an  unwelcome,  familiar 
combination.  But  there  are  reasons  to  expect  a  gentler  version  this  time  around 


There's  a  whiff  of  stagflation  in  the  air.  Not  the  1970s  disease,  when  a  stagnant  economy  generated 
9%  unemployment  and  12%  inflation.  What's  shaping  up  now  is  a  much  milder  case,  with  more  dar  t 
ger  of  "stag-  "  than  "  -flation."  Over  the  next  few  months,  economic  growth  is  set  to  grind  down,  pei 
haps  abruptly,  as  the  jobless  rate  rises.  At  the  same  time,  overall  inflation  will  be  rising  rapidly,  than 
to  the  latest  surge  in  oil  prices  and  a  speedup  in  already  rising  food  costs.  It's  a  nasty  mix  that  could 


complicate  Federal  Reserve  policy- 
making and  leave  investors  wondering 
which  way  to  turn. 

Economists  continue  to  downgrade 
their  growth  forecasts.  Most  expect 
little,  if  any,  improvement  this  quarter 
and  next,  and  many  are  seeing  a  higher 
probability  of  an  outright  recession. 
Inflation  projections  are  headed  in 
the  opposite  direction.  The  consumer 
price  index,  which  rose  at  a  yearly 
pace  of  2.8%  in  September,  is  expected 
to  increase  at  a  4%  to  5%  clip  in  the 
coming  months,  depending  on  how  far 
gasoline  and  heating  oil  prices  climb  in 
response  to  the  35%  jump  in  oil  prices 
since  August.  An  inflation  rate  above 
4.7%  would  be  the  fastest  in  16  years. 

While  third -quarter  growth  looks 
stronger,  prospects  for  the  fourth 
quarter  are  getting  bleaker.  Big  Sep- 

HOUSEHOLDS  ARE  BECOMING 
INCREASINGLY  PESSIMISTIC 
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Data:  Reuters/University  of  Michigan,  Global  Insight 


tember  gains  in  business  construction, 
foreign  trade,  and  inventories  will 
lift  last  quarter's  growth  close  to  5%, 
from  3.9%  first  reported.  By  Novem- 
ber, though,  a  litany  of  troubles,  from 
tighter  credit  to  rising  fuel  costs  and 
slowing  job  growth,  began  to  hit  con- 
sumers and  businesses.  The  Reuters/ 
University  of  Michigan  index  of  con- 
sumer sentiment  dropped  to  its  lowest 
point  in  15  years,  not  counting  the  brief 
plunge  after  Hurricane  Katrina  (chart). 

One  of  the  third  quarter's  pluses  is 
becoming  an  ominous  minus  for  the 
current  period:  Giving  a  boost  to  GDP, 
business  inventories  rose  at  an  unex- 
pectedly rapid  clip,  at  an  annual  rate  of 
some  $40  billion,  adjusted  for  inflation, 
as  estimated  by  JPMorgan  Chase.  Over 
the  previous  year,  stockpiles  grew  at 
only  half  that  pace.  The  surge  comes 
at  a  time  when  companies  are  grow- 
ing cautious  about  demand  and  profits, 
suggesting  they  may  cut  output  and 
hiring  as  they  pare  excess  inventories. 

Those  cutbacks  could  hit  fourth- 
quarter  economic  growth  hard,  even  as 
overall  demand,  especially  by  consum- 
ers, is  set  to  slow.  The  quarter  began  on 
a  soft  note,  with  October  retail  sales  up 
only  0.2%  from  September.  And  with 
crude  oil  at  $95  a  barrel,  pump  prices 
could  average  $3.45  a  gallon.  At  those 
prices,  U.S.  households  would  have 
to  spend  an  additional  $90  billion  on 
costlier  gasoline,  leaving  less  income 
for  other  purchases.  In  the  second 
quarter,  a  similar  crunch  caused  the 


growth  of  real  consumer  outlays  to 
slow  sharply,  to  only  1.4%,  from  a  3: 
first  -  quarter  rise — and  that  was  befc 
today's  worries  of  slower  job  growth' 
tighter  credit,  and  waning  confidenc 

The  other  consequence  of  higher  ] 
prices  is  inflation,  which  will  becom 
clear  in  the  November  price  indexes 
The  yearly  rate  will  be  magnified  by 
drop  in  gasoline  prices  this  time  last 
year.  Higher  costs  of  petroleum  proc 
ucts  pushed  October  import  prices  1 
by  1.8%  from  September,  the  largest 
monthly  gain  in  nearly  a  year  and  a  r 

But  it  takes  more  than  costly  enei 
to  lift  prices  of  other  items.  That's  v 
the  inflation  outlook  may  not  be  as 
as  the  overall  price  indexes  will  sug- 
gest. Inflation  in  the  costs  of  service 
(outside  of  energy)  has  been  falling, 
for  goods  (excluding  energy  and  foe 
there's  no  growth  in  prices— they' v 
fallen  over  the  past  year.  Also,  desp: 
price  jumps  in  oil  and  other  commc 
ties,  the  inflation  rate  for  imported 
goods  (excluding  fuels)  is  below  wh 
it  was^a  year  ago. 

Inflation  hasn't  spread  mainly  be 
cause  businesses  and  consumers  do 
expect  it  to  worsen.  If  they  did,  thej 
build  that  worry  into  their  behavior 
charging  and  paying  more  for  goods 
So  the  Fed  will  be  watching  gauges 
of  expected  inflation  closely.  With 
policymakers  already  concerned  ab 
price  trends,  new  worries  could  tie 
Fed's  hands  at  a  crucial  time  when  t 
economy  might  need  its  help.  1  bw  1 
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We  know  where  to  look. 

If  you  look  at  a  successful  company,  you  will  most  likely  find 
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risk  management  networks  in  the  world.  Through  a  Relationship 
Leader  who  serves  as  a  single  point  of  entry,  you  get  access  to 
highly  trained  professionals  who  know  your  industry,  know  where 
to  look  for  risks  and  what  solutions  you  should  consider.  In  a  world 
where  risks  are  changing  all  the  time,  that  is  special  indeed. 
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ARNINGS,  ON  BALANCE, 
TILL  LOOK  SOLID 


ames  Mehring/Charts  by  Ray  Vella 

ird-quarter  profits  fell  1%,  but  the  damage  was  linked  mainly 
lousing,  autos,  and  credit-market  turmoil.  Stocks  don't 
Dear  overvalued,  and  analysts  are  upbeat  about  2008,  although 
tunting  economic  concerns  are  tempering  expectations. 


8  Profit  Estimates:  During  most  of  2007,  analysts'  expectations  for  next  year  were 
ig.  But  recently  they  trimmed  their  outlook  on  concerns  about  consumer  spending 
spreading  economic  weakness.  Still,  they  see  earnings  per  share  growing  by  1 4%. 


'106.31 


106.36 

$105.29 


Thomson  Financial 


BIG  SURPRISES 

Tech  companies  pleased  Wall  Street 
as  82%  beat  analysts'  expectations. 
But  credit-market  turmoil  caused 
many  financial  companies  to  fall 
short  of  forecasts. 

DIFFERENCE  FROM  EXPECTED 
THIRD-QUARTER  EARNINGS  PER  SHARE 

BEAT  EXPECTATIONS 


LEXMARK 

362/„ 

NEWMONT  MINING 

128 

NEW  YORK  TIMES 

100 

ESTEE  LAUDER 

100 

COMPUWARE 

70 

MISSED  EXPECTATIONS 

PEABODY  ENERGY 

-63% 

TESORO 

-60 

NATIONAL  CITY 

-44 

AES 

-36 

BEAR  STEARNS 

-35 

Data:  Thomson  Financial 


:tor  Performance:  Bank  losses 
)ged  down  third-quarter  profits, 
uding  banks  and  General  Motors'  big 
adown,  S&P  500  earnings  rose  2.4%. 
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CONSUMER  STAPLES 
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IE  BEFORE  CHARGES 

48  MEMBERS;  EXCLUDES  GENERAL  MOTORS 

Standard  &  Poor's  Compustat 


NO  BUBBLE  HERE 

Looking  at  price-earnings  ratios  over  the  past  decade, 
stocks  still  appear  to  be  modestly  valued. 


PRICE-EARNINGS  RATIO 
50      FOR  STANDARD  &  POOR'S 
500-STOCK  INDEX* 


JAN.  2,  1 

■TRAILING  P-E  RATIO 


NOV.  9,  2007 

Data:  Bloomberg  Financial  Markets 
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How  expensive  is  it  to  raise  kids?  A 
BusinessWeek.com  special  report, 
"The  Cost  of  Kids,"  arrives  at  some 
scary  figures— plus  ways  to  save,  a 
rundown  of  tuition -free  colleges, 
and  the  50  most  affordable  places  in  the  U.S.  for  famili 
to  live.  Check  it  out  at  businessweek.com/go/07/kids. 
Nearly  half  of  all  college  students  graduate  owing  mc 
than  $3,000  on  credit  cards.  For  tips  on  keeping  a  lid  o 
debt,  go  to  businessweek.com/go/07/creditcards. 

And  because  readers  have  spoken  up,  Figures  of  the 
Week,  our  summary  of  stock,  mutual  fund,  and  market 
moves,  is  back— at  businessweek.com/go/figures.  i  bw  i 
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RETAIL  CHECKUP 

Black  Friday,  the  busiest  shopping 
day  of  the  year,  is  drawing  near.  But 
will  consumers  show  up?  And  how 
much  does  it  matter  to  retailers? 
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More  fathers  are  taking  on  child- 
care  duties  at  home.  Check  out  the 
new  dad-  and  kid-friendly  products. 
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Tis  the  season  for  those  with 
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some  truffle  tasting.  We  hit  the 
famed  Le  Cirque  restaurant  to  st 
if  its  $7,000  truffle  lives  up  to  th< 
price  tag. 

LET'S  TALK  TURKEY 

What  you'll  need  in  the  kitchen  ti 
make  sure  your  Thanksgiving  dir 
isn't  for  the  birds. 

Watch  our  weekly  program, 
BusinessWeek  TV.  To  see  video  clip 
find  your  local  station  and  airtime  bo 
Zip  Code,  go  to  businessweektv.cor 
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With  the  SmartChoice  Rollover  IRA,  doing  the  right  thing  with  your  401  (k) 
savings  is  easy.  A  SmartChoice  Rollover  makes  it  easy  to  choose  a  fund, 
and  it's  easy  to  open. 

Easy  to  choose  a  mutual  fund— Our  Retirement  Funds  make  it  simple  to 
choose  a  fund  for  your  rollover  that  fits  your  needs.  Just  choose  the 
Retirement  Fund  that's  closest  to  the  year  you  plan  to  retire. 

Easy  to  open— Just  call  our  Rollover  Specialists.  They'll  take  you  through  the 
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our  nationally  syndicated 
program,  delivers  actionable 
insight  into  personal  finance 
and  lifestyle  topics. 

Tune  in  for  the  full  show 
this  weekend,  or  catch  clips 
anytime  on  the  Web. 
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MEDTRONIC 

Nov.  1 9,  4  p.m.  EST 
The  medical  device  maker 
releases  fiscal  second- 
quarter  results  in  the 
wake  of  a  recall  of  faulty 
heart  defibrillator  wires. 
That  may  slash  revenues 
for  the  quarter  by  as  much 
as  $250  million. 

NORDSTROM 

Nov.  1 9,  4  p.m.  EST 
The  retailer  releases  third- 
quarter  earnings.  This 
seller  of  "accessible" 
luxury  goods  has  cut  its 
third-quarter  profit 
forecast,  and  the  fourth 
quarter  will  be  tough,  too. 
The  holiday  season  may 
be  the  worst  in  years, 
making  it  harder  to  clear 
excess  inventory. 

HEWLETT-PACKARD 

Nov.  19,  5  p.m.  EST 
The  computer  maker  is 
getting  out  of  the  digital 
camera  market  and  will 
take  a  $30  million  charge 
in  the  fiscal  fourth-quarter 
report  as  part  of  the 
move.  It  wants  to  find  a 
company  to  create  and 
distribute  digital  cameras 
under  the  HP  brand. 


CANADIAN  ECONOMY 

Nov.  20,  7  a.m.  EST 
October  consumer  prices 
may  jump  on  rising  energy 
costs.  However,  a  surging 
Canadian  dollar  is  helping 
to  hold  down  inflation 
outside  energy.  But  look 
for  the  strong  loonie  to 
crimp  third-quarter  profits 
as  reported  by  the 
government  on  Nov.  22. 

D.R.  HORTON 

Nov.  20,  8:30  a.m.  EST 
The  continuing  decline  in 
orders  for  new  houses 
and  a  cancellation  rate  on 
prior  orders  of  nearly 
50%  should  make  for 
some  ugly  results  when 
the  largest  U.S.  home 
builder  presents  its  fiscal 
fourth-quarter  earnings. 

FREDDIE  MAC  * 

Nov.  20,  8:30  a.m.  EST 
The  mortgage  financing 
company  releases  its 
third-quarter  results.  On 
Nov.  9  it  announced  the 
extension  of  Chairman 
and  CEO  Richard  Syron's 
contract  through  2009. 
Renewed  credit  fears  and 
a  subpoena  by  New  York 
Attorney  General  Andrew 


Cuomo  pushed  the  stocl 
price  to  a  seven-year  low 
on  Nov.  1 2. 

U.S.  HOUSING  STARTS 

Nov.  20,  8:30  a.m.  EST 
Economists  expect  a 
decline  in  October 
housing  starts,  one  mor< 
sign  the  building  plunge 
has  yet  to  hit  bottom. 

MITSUBISHI  UFJ 

Nov.  21,2:30  a.m.  EST 
Interim  fiscal  year  2008 
earnings  for  Japan's 
largest  bank  will  take  a  r 
from  a  writedown  on 
subprime-related 
investments.  A  weaker 
Japanese  economy  is 
expected  to  put  pressur 
on  future  profits. 


U.S.  CONSUMER 
SENTIMENT 

Nov.  21,  10  a.m.  EST 
The  October  index  of 
consumer  sentiment  fell 
to  its  lowest  level  since 
1 992— outside  of  a  one 
month  Hurricane  Katrin; 
related  shock.  Novembi 
is  expected  to  be  less 
unfavorable. 

MILLIONAIRE  FAIR 

Nov.  22-25 

Luxury-goods  companii 
and  brands  from  Audi  ti 
mobile  phone  retailer 
Vertu  show  off  their  wai 
in  Moscow.  Several 
Salvador  Dali  sculpture 
will  also  be  on  exhibit. 

EURO  ZONE  FACTORY 
ORDERS 

Nov.  22,  5  a.m.  EST 
A  strong  euro  and  a 
slowing  U.S.  economy 
hurting  euro  zone 
manufacturers.  Septerr 
ber  orders  may  drop  ev 
further  after  orders  gre' 
5.1  %  from  a  year  ago  ii 
August,  the  smallest  g* 
this  year,  ibwi 
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Increased  efficiencies 
and  decreased  risks  across 

ABN  AMRO's  4500  branches 
in  53  countries. That's 

certaint 


o 

TATA 


A  business  with  millions  of  customers  globally,  called  for  an  innovative  and  holistic  approach  to 
increase  its  client  satisfaction,  with  decreased  time  to  market  and  reduced  costs  world  over. 
To  achieve  this,  ABN  AMRO  needed  a  comprehensive  IT  solution  that  would  increase  efficiencies 
and  minimise  risks  in  its  daily  operations.  An  IT  solution  not  just  for  the  immediate  time  frame  but 
for  the  future  as  well.  As  one  of  the  world's  fastest  growing  technology  and  business  solutions 
providers,  Tata  Consultancy  Services  (TCS)  helped  ABN  AMRO  make  a  seamless  transition  to  a 
new  system  by  leveraging  a  methodology  developed  by  TCS'  Innovation  Labs.  Ensuring  that 
ABN  AMRO  was  a  step  ahead  in  reassuring  its  customers  of  a  higher  and  better  level  of  service. 
And  of  course,  enabling  ABN  AMRO  to  experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  ■  Business  Solutions  ■  Outsourcing 


To  learn  how  your  business  can  experience  certainty,  visit  www.tcs.com 
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riME  IS  MONEY- 
VOW  SEE  HOW  MUCH 


3u  probably  know  exactly  how  much  time  is 
iten  up  by  the  meetings  you're  forced  to  attend, 
ow  you  can  calculate  the  cost,  too.  Meeting  Mi- 
;r,  a  widget  just  launched  at  PayScale.com,  uses 
le  Web  site's  database  of  10  million  income  pro- 
es  from  4,000  companies  to  estimate  meeting 
irticipants'  salaries.  A  user  enters  attendees' 
b  titles  and  the  company's  regional  location, 
id  the  electronic  meter  calculates  (roughly)  the 
>st  per  second.  The  widget  can  be  loaded  onto 
laptop  or  mobile  device,  with  results  exported 
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to  a  spreadsheet.  As  it  ticks,  the  meter  can  also 
be  projected  alongside  PowerPoint  slides— an 
element  sure  to  startle  some  life  into  a  ho -hum 
presentation.  -Douglas  MacMillan 
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ROM  OLYMPIC-SIZE 
D  LITTLE  LEAGUE 


hite-elephant  stadiums  may  become  a  rarer  sight, 
cities  hosting  the  Olympics,  or  hoping  to,  plan 
izable  arenas.  For  the  2012  Summer  Games,  Lon- 
nis  to  build  an  80,000-seater  that  will  be  pared 
15,000  seats  afterward.  And  as  it  competes  for 
2016  Games,  Chicago  is  proposing  an  80,000  - 
it  stadium  to  be  largely  dismantled  later— leav- 
5,000  seats.  The  plan,  praised  by  International 
mrpic  Committee  President  Jacques  Rogge  as 
blueprint  for  the  future,"  involves  designing 
nponents  to  withstand  just  30  weeks  of  activity. 
e  cost:  about  $350  million,  says  Chicago  2016 
)kesman  Patrick  Sandusky,  a  third  of  the  price  of 
ermanent  8  0 , 0  o  o  -  seater.  -  Oriana  Schwindt 


TOM  PERKINS  ON-WHO  ELSE7-T0M  PERKINS 


In  case  you  didn't  catch  it 
the  first  time  around,  former 
Hewlett-Packard  director  Tom 
Perkins  -co  -  founder  of  venture 
capital  powerhouse  Kleiner 
Perkins  Caufield  &  Byers— says 
it  once  more  with  feeling:  He 
thinks  former  HP  chair  Patri- 
cia Dunn  was  bad  at  her  job. 
Perkins  devotes  the  opening 
chapter  of  his  memoir,  Val- 
ley Boy:  The  Education  of  Tom 
Perkins  (Penguin),  to  Dunn. 
"Why  not  start  with  what  the 
average  reader  associates 
my  name  with  ? "  he  told 
BusinessWeek.  Dunn,  he 
writes  in  Valley  Boy,  was 
obsessed  with  rules  at  the 
expense  of  strategy— an 
obsession  that  led  to  her 
probe  into  board  leaks  and 
to  the  now  infamous  "pre- 
texting" that  prompted 
him  to  quit.  (Dunn  denied 


knowledge  of  the  practice,  by 
which  directors'  and  reporters' 
phone  records  were  obtained 
under  false  pretenses.) 

Perkins  then  moves  on  to 
personal  topics,  many  discussed 
with  a  dose  of  self -congratula- 
tion. ("Harvard  Business  School 
was  a  snap,  a  breeze.")  Much  of 
the  book  details  his  adventures  in 
collecting  cars  and  other  pricey 
playthings.  More  entertaining, 
though,  is  a  chapter  on  his  search 
for  an  artistic  director  of  the 
San  Francisco 
Ballet  in  the  mid- 
1980s.  He  faced 
a  negative  press, 
demoralized 
dancers,  and, 
interestingly,  a 
dysfunctional 
board— including 
a  leaker. 
-Louise  Lee 


NOVEMBER  26,  2007  I  BUSINESSWEEK 


THE  BUSINESS  WEEl 


022   BTW 


COLD  CALL,  HOT  WATER 


File  under  Sorry,  Wrong  Number.  In  July  a 
broker  making  cold  calls  from  Saxon  Finan- 
cial Services  in  Atlanta  reached  the  home 
of  Jake  van  der  Laan  in  Canada  and  made  a 
tantalizing  offer:  Invest  in  call  options  for 
unleaded  gasoline  and  foreign  currency 
and  reap  a  300%  windfall  in  three  months. 
Two  problems:  Promising  investors  such 
returns  is  illegal— and  van  der  Laan  hap- 
pens to  be  the  enforcement  chief  at  the  New 
Brunswick  Securities  Commission.  Feigning 
interest,  the  regulator  took  up  to  four  calls  a  day 
from  Saxon  over  the  next  two  weeks  (includ- 
ing at  work),  until  he  had  enough  information 
to  act.  On  Oct.  31  the  U.S.  Commodity  Futures 
Trading  Commission  joined  in,  announcing  it 
had  charged  Saxon  with  fraudulently  solicit- 
ing Canadian  and  European  retail  customers  to 
invest  in  oil,  gas,  and  foreign  currency  options. 


Among  other  allegations,  the  CFTC  contends 
that  most  investors  lost  heavily,  despite  a  tally 
on  Saxon's  Web  site  showing  customers  making, 
money.  Saxon,  whose  Atlanta  office  is  shuttered 
could  not  be  reached  for  comment.  "It  was  the 
ultimate  coincidence,"  says  van  der  Laan's  boss, , 
Rick  Hancox,  who  heads  the  New  Brunswick 
agency.  "What  are  the  odds  you  would  dial  up  th 
director  of  enforcement  ? "  -Dean  Foust 


A  DONATION 

IN  NOBODY'S  NAME 


A  group  of  alumni  has  put  an 
unusual  condition  on  an  $85 
million  donation  to  the  Uni- 
versity of  Wisconsin  School  of 
Business:  The  B-school  can't  be 
named  for  any  donor  for  the  next 
20  years.  The  gift,  announced 
on  Oct.  27,  is  a  twist  on  today's 
naming  game.  Carnegie  Mellon's 
B-school,  for  instance,  became 
the  Tepper  School  of  Business  in 
2004,  after  hedge  fund  manager 
David  Tepper  donated  $55  mil- 
lion. The  strings  attached  to  the 
Wisconsin  donation  go  beyond 
Midwestern  modesty.  Ted  Kell- 
ner,  one  of  the  13  alums  who  each 
gave  at  least  $5  milhon,  says  the 
gift  is  a  "creative  way  to  leverage 
a  very  important  asset" :  naming 
rights.  By  2027,  says  Kellner, 
CEO  of  Milwaukee -based  Fidu- 


ciary Management,  such  rights 
may  bring  $225  million.  John 
Fernandes,  president  of  the  As- 
sociation to  Advance  Collegiate 
Schools  of  Business,  says  other 
"unnamed"  schools  may  now  try 
to  get  do-not -name  donations. 
-Alison  Damast 


MAPPING  THE  WORLD'S 
BEST  MANAGERS 


People,  operations,  and  performance— they  all 
have  to  be  managed.  Which  countries  do  that  best 
A  study  of  4,000  midsize  companies  by  Stanford 
University,  McKinsey,  and  the  London  School  of 
Economics'  Center  for  Economic  Performance 
ranked  12  nations  on  their  practices.  No.  1  in  peoph 
The  U.S.,  partly  because  a  mobile  labor  market 
makes  such  a  skill  necessary,  says  John  Van  Reene 
director  of  the  center.  Japan,  birthplace  of  "lean," 
led  in  the  performance 
area.  And  Swedes  were 
the  top  operations 
managers,  thanks, 
probably,  to  a  skilled 
workforce,  Van  Reenen 
says.  The  researchers' 
advice  to  managers  ?  Be 
self-critical.  Some  85% 
of  those  surveyed  rated 
their  own  firm's  man- 
agement above  average. 
-SonalRupani 


TOP  SCORES 

OVERALL  MANAGEMENT 

(SCALE:  1  TO  5) 

U.S.  


Data:  London  School  of  Economics, 
McKinsey  &  Co.,  Stanford  University 
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Growing  Ideas 


Can  a  tree  be  used  to  reduce  the  effect  of  global  climate  change? 

Or  serve  as  a  renewable  source  of  energy?  Can  a  tree  protect 
ourwater  supplies?  Or  make  the  world  a  more  sustainable  place?, 
We  think  it  can. 

jTp  find  but  what  else  trees  can  do,  and  to  learn  about  our 
innovations  in  sustainable  forestry,  visit  Growingldeas.com        '    ' 
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BE  SMART  WITH  YOUR  MONEY  |  PLAN  FOR  THE  UNEXPECTED  \  RETIRE  WITH  NO  REGRETS 

Words  that  build  character.  And  a  Fortune  Global  50CT  company. 
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Allianz  has  built  a  global  financial  network  with  experience  and  wisdom, 
investment  strategies  around  the  world  that  help  you  reach  your  goals.  Reliable  insurance 
products  to  protect  your  property.  And  dependable  retirement  plans  to  help  you  look 
forward  to  anything  but  worry.  As  a  leading  Fortune  Global  500*  company,  Allianz  gives 
you  the  confidence  you  need,  whatever  your  moment,  www.allianz.com/confident 

Allianz.  Financial  solutions  from  A-Z 


INSURANCE  I  ASSET  MANAGEMENT  I   BANKING 


Allianz  ® 


act  as  qr  your  financial  advisor  for  our  Insurance  and  Asset  Management  solutions: 
Allianz  Global  Investors  —  Fireman's  Fund  —  Allianz  Life 


vH'ianzSE,  Germany.  AljuHKE  is  th 
iter  Bank.  The  range  of  sfettps  in  different  markets  may  vary.  ©2 
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I0HN  THAIN 
IN  HIS  NEW 
I0B  AS  CEO  OF 
AERRILL  LYNCH 


The  appointment  of  NYSE 
Euronext  chief  John  Thain  to 
replace  Stan  O'Neal  as  CEO  of 
Merrill  Lynch  caught  almost 
everyone  on  Wall  Street  by 
surprise.  The  scuttlebutt  had 
been  that  Thain  was  headed 
the  top  job  at  Citigroup  after  the  abrupt  exit  of  Chuck 
nee.  Larry  Fink,  founder  and  boss  of  BlackRock-whichis 
tly  owned  by  Merrill- was  widely  rumored  to  be  O'Neal's 
lacement.  But  by  the  end  of  business  on  Nov.  14,  Thain 
i  set  to  sit  atop  Merrill.  I  caught  up  with  him  that  day  on 
BC  and  then  again  after  his  first  visit  to  his  new  firm. 


MARIA  BARTIROMO 

What  is  the  Merrill  board  asking  you  to  do,  specifically? 

JOHN  THAIN 

The  board  is  looking  for  leadership.  The  board  is  looking 
for  strategy  and  direction.  The  board's  looking  to  unify  the 
company.  And  it's  also  looking  to  focus  on  some  specific 
concerns -risk  management  and,  of  course,  the  fixed-in- 
come areas.  And  also  to  further  develop  the  senior  manage- 
ment team. 

How  long  did  it  take  you  to  go  through  the  books  at  Mer- 
rill? Some  people  say  it's  worse  than  we  know.  How  long 
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was  your  due  diligence? 

Whoever  is  saying  that,  I  don't  know 
what  access  they  had  to  the  information, 
but  I  had  complete  access  to  Merrill's 
books  for  as  long  as  I  wanted.  There  was 
no  issue  at  all  with  giving  me  as  much 
information  or  as  much  time  as  I  wanted. 


I'M  WOT  SURE  A  SPRAWLING  NETWORK  OF  BROKERS 
IS ...  ANY  MORE  DIFFICULT  TO  MANAGE  THAW  A 
SPRAWLING  NETWORK  OF  INVESTMENT  BANKERS" 


Merrill  owns  49%  of  BlackRock,  which  is  run  by  Larry 
Fink.  Will  you  work  together  or  make  changes  to  that 
ownership? 

I  look  forward  to  working  with  Larry.  He's  done  an  unbe- 
lievably good  job  building  BlackRock  into  one  of  the  most 
successful  financial  management  companies. 

Was  he  approached  for  the  CEO  job  at  Merrill? 

I  had  nothing  to  do  with  that,  so  I  don't  know.  You  have  to 
talk  to  the  board  about  that. 

Were  you  approached  to  head  Citigroup? 

I  did  have  conversations  with  Citigroup. 

Was  that  not  an  attractive  option  for  you? 

No,  that's  not  the  way  to  characterize  the  question.  I  chose 
to  move  forward  with  Merrill  because  of  the  attractiveness 
of  the  opportunity  there. 

How  would  you  characterize  the  culture  of  Merrill 
Lynch? 

It's  a  little  early  for  me  to  answer  that  question.  I  have  to 
learn  the  culture.  I  need  to  spend  time  with  the  people.  But 
what  I  would  say  from  the  people  I've  met  so  far— and  I . 
actually  just  came  from  Merrill  Lynch,  so  I  have  a  feeling— 
there  is  a  strong  culture  there.  They  are  very  proud  of  Merrill 
Lynch,  and  that's  a  great  opportunity  to  build  on. 

Do  you  think  of  Merrill  as  "Mother  Merrill"  ? 

Well,  I  don't  know.  I  wouldn't  have  used  that  phrase.  I  think 
that  phrase  had  a  negative  connotation  in  the  past,  and  I 
don't  think  about  it  that  way.  I  don't  know  if  they  think 
about  it  that  way. 

A  couple  of  weeks  ago,  I  interviewed  Win  Smith,  who 
is  a  former  top  Merrill  executive  and  the  son  of  one  of 
the  founders  of  the  firm.  He  said  the  thing  he  found 
most  disturbing  about  Stan  O'Neal  was  that  Stan  came 
in  and  just  started  cutting  talented  people  with  a  wealth 
of  experience. 

This  is  a  people  business,  and  whether  it's  on  the  wealth 
management  side  or  on  the  investment  banking  side  or  on 
the  trading  side,  in  the  end  the  main  asset  is  the  people. 
And  so  making  sure  that  you're  paying  attention  to  people, 
making  sure  that  you're  sensitive  to  the  culture,  making  sure 
that  the  organization  is  working  together  as  a  team  is  critical 
to  long-term  success. 

How  would  you  change  the  wealth  management 
business? 


I'm  not  at  all  sure  that  I  want  to  change  it.  I  first  have  to 
learn  about  it.  It  is  the  leading  wealth  management  fran- 
chise in  the  world.  So  I'm  not  sure  it  needs  to  be  changed. 

Would  you  like  to  see  Merrill  get  bigger?  Would  you  like 
to  see  acquisitions  globally? 

Not  necessarily.  Goldman— [I  mean,]  Merrill  is  already  a  glob 
al  franchise.  And  it  has,  as  I  said  before,  probably  the  world- 
class  position  in  wealth  management.  It's  got  a  great  position  I 
in  investment  banking  and  in  sales  and  trading.  It's  got  a  gooc 
private  equity  business.  So  I  don't  think  it  necessarily  needs 
to  do  any  particular  acquisitions.  I  think  right  at  the  moment 
we'll  focus  on  just  developing  the  businesses  we  have. 

How  will  you  manage  Merrill's  sprawling  empire  of 
brokers,  a  task  O'Neal  never  really  mastered? 

I'm  not  sure  that  a  sprawling  network  of  brokers  is  nec- 
essarily any  more  difficult  to  manage  than  a  sprawling 
network  of  investment  bankers  or  salesmen  traders.  Merrr 
is  a  global  franchise.  It  has  financial  advisers  as  opposed 
to  brokers,  and  so  we  should  amend  the  way  you  asked  the 
question.  In  the  end,  it  really  comes  down  to  the  people, 
the  culture,  and  the  communication  systems. 

Some  might  say  Merrill  has  had  a  lot  of  failed  attempts  I 
at  investment  banking,  but  would  you  expand  that  area 

I  don't  agree  with  the  way  you've  asked  the  question.  I  don't 
think  investment  banking  had  failed  attempts.  I  think  Merril; 
is  a  very  strong  competitor  in  the  investment  banking  spacer 

You  oversaw  mortgages  at  Goldman,  but  some  might  sa 
you  do  not  have  the  fixed-income  experience.  Is  that  an 
issue,  and  how  will  you  solve  Merrill's  subprime  woes? 

I  ran  mortgages  for  five  years  [at  Goldman].  I  was  inside  tb] 
fixed -income  area  for  that  period  of  time.  And  then  when 
I  was  the  CFO,  all  of  the  risk  areas  reported  to  me.  So  I  waal 
on  the  risk-taking  side  for  five  years,  and  then  I  was  on  thej 
risk-management  side  for  another  five  years.  I  don't  thinki 
there's  any  issue  with  my  knowledge  or  expertise  in  the 
fixed-income  areas. 

You  have  said  that  on  an  industrywide  level,  there's 
more  pain  to  come. 

That's  correct.  I  believe,  particularly  in  the  CDO  market  ai 
in  the  subprime  mortgage  market,  there  is  going  to  contini 
to  be  downward  pressure  on  prices.  I  think  that  it  will  take 
probably  6  to  12  months  for  these  problems  to  be  totally 
worked  out.  ibwi 

Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 
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HE  FIXED  THE  NYSE. 
CAN  HE  FIX  MERRILL? 

John  Thain  won  kudos  for  turning  around  the  Big 
Board.  Now  he  faces  a  bigger  challenge  cleaning  up 
the  subprime  mess  at  the  investment  bank. 


By  Matthew  Goldstein  and  Emily  Thornton 

Former  Merrill  Lynch  CEO  E.  Stanley 
O'Neal's  dream  to  make  his  firm  the 
next  Goldman  Sachs  may  live  on.  On 
Nov.  14,  Merrill  tapped  John  A.  Thain 
CEO  of  NYSE  Euronext  and  a  former 
Goldman  executive,  to  be  its  new  chie 

In  Thain,  the  troubled  Wall  Street 
firm  gets  a  seasoned  CEO  who  has 
won  kudos  for  pushing  the  New  York 
Stock  Exchange  into  the  modern  age 
of  electronic  trading.  Perhaps  more    , 
important  are  Thain's  two  decades  at 
Goldman,  in  which  he  became  a  lead    I 
ing  innovator  in  trading  technology.  , 
Thain;  52,  also  spent  time  on  Gold-    >  y 
man's  mortgage  bond  desk,  experien   i 
that  should  help  as  he  tries  to  fix  Mer  J 
rill's  subprime  problems.  "You  can't  ,  E 
shy  away  from  the  [Goldman]  model  ( ; 
says  Larry  Tabb  of  the  consulting  firr 
Tabb  Group.  "What  Merrill  needs  is ;  1' 
better  risk  management." 

The  irony,  of  course,  is  that  O'Nea 
who  never  worked  at  Goldman,  tried 
remake  Mother  Merrill  in  Goldman's 
image.  He  pushed  the  firm  to  move 
beyond  investment  banking  and  reta  L 
brokerage,  encouraging  moves  into 
hugely  profitable  areas  like  proprieta  „ 
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ading,  private  equity,  and  exotic 
onds  like  collateralized  debt  obliga- 
ons.  But  that  strategy  blew  up  when 
lerrill  took  a  $9  billion  hit  on  CDOs 
id  other  securities. 
Now,  Thain  must  clean  up  the  mess, 
le  extent  of  which  is  not  yet  known, 
lthough  most  of  the  other  businesses 
:e  doing  O.K.,  Merrill  has  $30  billion 
1  mortgage -backed  bonds  and  CDOs 
1  its  books.  Analysts  are  betting  the 
rm  will  take  a  further  multibillion- 
Dllar  writedown  this  quarter. 

HE  POWER  OF  CULTURE" 

[eanwhile,  Thain,  who  has  no  experi- 
lce  in  retail  brokerage,  will  have  to 
>othe  Merrill's  in-house  brokers.  The 
am,  which  long  resented  O'Neal's 
rong-arm  style,  had  hoped  their  boss, 
Dbert  McCann,  head  of  the  private  di- 
rt group,  would  nab  the  top  spot.  To 
lell  dissent,  Thain  may  promote  Mc- 
ann.  "He  understands  the  power  of 
llture,  which  Stan  did  not,"  says  Win 
nith,  a  former  Merrill  executive  and  a 
>n  of  one  of  the  firm's  founders.  "He'll 
ke  time  to  understand  the  old  culture 
id  what  made  it  so  good." 
Thain  is  quite  the  fix -it  guy.  He 
ined  the  NYSE  in  20  04,  when  morale 
as  at  an  all-time  low:  Chairman 
ichard  A.  Grasso  had  been  drummed 
it  in  a  scandal  over  his  pay  package, 
id  the  exchange's  position  in  equity 
ading  had  eroded.  Thain  orchestrated 
fast  turnaround.  In  2006,  the  NYSE 
:quired  the  Archipelago  electronic 
cchange  and  took  the  newly  com- 
ned  company  public.  Later  he  forged 
union  with  the  Euronext  exchange, 
eating  an  international  powerhouse 
equities  and  derivatives  trading. 
YSE's  stock  is  up  some  600%  dur- 
g  his  tenure.  "His  record  as  a  value 
eator  speaks  for  itself,"  says  Jamie 
;lway,  a  former  chief  economist  at  Ar- 
lipelago.  Adds  a  former  Goldman  col- 
ague:  "John  loves  to  take  things  apart 
Id  fix  them.  He  understands  risk." 
Still,  Thain's  job  this  time  could  be 
ugher.  "You  could  have  [physicist] 
ephen  Hawking  running  Merrill  and 
wouldn't  matter,"  says  Meredith 
hitney,  a  CIBC  analyst.  "It's  at  least  a 
ur-year  project."  ibwi 
Vith  Mara  Der  Hovanesian,  Roben 
rzad,  and  Aaron  Pressman 


WHY  WOT 
LARRY  FINK 
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He  foresaw  the  mortgage  crisis  and  was  a  contender 
to  succeed  Stan  O'Neal.  Then  Merrill  passed  him  over. 


By  Mara  Der  Hovanesian 

Laurence  D.  Fink,  founder  of  the 
$1.3  billion  New  York  bond  firm 
BlackRock,  was  first  on  the  po- 
dium at  Merrill  Lynch's  annual 
banking  conference  on  Nov.  13. 
After  talking  about  his  success  in 
avoiding  the  subprime  mess,  it 
was  time  for  the  Q&A.  The  first 
question  was  the  one  weigh- 
ing most  heavily  on  everyone's 
minds:  "What  is  your  firm  doing 
about  succession  planning?" 

Fink,  who  founded  BlackRock 
in  1988  and  turned  it  into  the 
world's  largest  publicly  traded 
asset  manager,  had  surfaced  as  a 
key  contender  for  two  huge  CEO 
posts  on  Wall  Street:  Merrill 
and  Citigroup.  Both  compa- 
nies, hit  hard  by  the  subprime 
debacle,  have  written  off  billions 
and  sent  their  CEOs  packing. 
Given  Fink's  subprime  success— 
BlackRock's  earnings  and  share  price 
have  surged— he  was  seen  as  Mr.  Fix-It. 

Of  the  two  jobs,  Fink  was  thought 
to  be  a  better  fit  at  Merrill  because  of 
his  close  ties  there.  A  2006  deal  rolled 
Merrill's  money  management  unit  into 
BlackRock.  Merrill  now  owns  a  49.8% 
stake,  while  BlackRock  has  doubled  its 
assets  under  management,  a  partner- 
ship that's  working  well.  A  senior  Wall 
Street  executive  knowledgeable  about 
Merrill  says,  "from  everything  I've 
heard,  [Merrill]  wanted  Fink." 

But  Fink  was  passed  up.  Instead 


Fink  had  met  with  the  firm's  board 
of  directors  the  previous  weekend  and 
expected  to  get  the  nod 


A  master  of 
risk,  Fink  turned 
BlackRock  into  an 
enormous  asset 
manager 


the  job  went  to  New 
York  Stock  Exchange 
Chairman  John  A. 
Thain.  Fink  declined 
to  comment,  but 
two  people  close  to  him  say  the  news 
was  a  complete  jolt.  Fink  had  met 
with  the  Merrill  board  the  previous 
weekend  and  expected  to  get  the  nod. 
BlackRock  planned  to  move  President 
Robert  S.  Kapito  into  Fink's  job,  say 
insiders.  Says  a  Merrill  spokesman: 
"We  think  extremely  highly  of  Larry 
and  have  considerable  interest  in 

his  and  BlackRock's 
future." 

Now  Fink  must 
work  side  by  side  with 
Thain — an  awkward 
situation  if  there  ever 
was  one.  ibwi 
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EASY  DOES  IT, 
MR.  NIEDERAUER 

Thain's  replacement  at  the  NYSE  may  need  to  work 
on  his  diplomatic  skills 


By  Joseph  Weber 
To  put  it  bluntly,  Duncan  L. 
Niederauer's  biggest  chal- 
lenge in  taking  over  the  New 
York  Stock  Exchange  may 
be  his  lack  of  finesse  in  a  job 
where  that  quality  is  badly 
needed. 

Niederauer,  48,  ascends 
to  CEO  of  the  world's  most 
important  stock  exchange 
when  most  of  the  heavy  lifting 
has  been  done.  Over  the  past 
four  years,  John  A.  Thain,  now 
departing  for  a  rescue  mission 
at  Merrill  Lynch,  overhauled 
a  struggling  NYSE's  gov- 
ernance, faced  up  to  the 
rocketing  growth  of  electronic 
trading,  and  took  the  exchange 
global  by  merging  with  the 
Paris-based  Euronext.  The  resulting 
NYSE  Euronext  dominates  interna- 
tional equities  trading,  has  a  strong 
position  in  fast -growing  derivatives, 
and  is  expanding  into  exploding 
Asian  markets. 

But  that  doesn't  mean  Niederauer, 
who  like  Thain  hails  from  Goldman 
Sachs  Group,  will  enjoy  an  easy  ride. 
He'll  need  to  continue  to  work  out 
kinks  in  the  merger  and  make  it  sim- 
pler to  trade  on  all  of  NYSE  Euronext's 
markets.  He'll  have  to  balance  the  in- 
evitable growth  of  electronic  trading 
against  the  attachment  of  some  vocal 
NYSE  veterans  to  its  vaunted  floor 
on  Wall  Street .  And  he'll  have  no 


He  is  strongly  identified  with  the  push 
into  electronic  trading -r.thus  a  villain  in 
the  eyes  of  some  floor  brokers 
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Niederauer 
(center)  has 
proven  himself 
a  behind-the- 
scenes  whiz 


choice  about  con- 
tending with  a  newly 
invigorated  competi- 
tor in  Nasdaq  and 
nascent  Middle  East- 
ern bourses  making  inroads  in  Europe. 
NYSE  officials  said  they  couldn't  make 
him  available  for  an  interview. 

For  Niederauer,  who  joined  NYSE 
Euronext  just  last  April  as  president, 
aspects  of  the  job  requiring  personal 
diplomacy  could  prove  to  be  his  tough- 
est test.  Thain,  an  affable  Midwest  - 
erner  with  a  Massachusetts  Institute 
of  Technology  engineering  education, 
brought  an  understated  touch  that 
he  had  polished  while  helping  run 
Goldman.  Nieder- 
auer has  distinguished 
himself  as  a  behind- 
the-scenes  whiz  in 
complicated  techni- 
cal areas  such  as  the 
execution  of  trading. 


The  Colgate  University  economics 
graduate,  who  has  an  MBA  from 
Emory  University,  oversaw  Goldman's 
switch  to  electronic  trading  and 
co  -  led  the  vital  logistical  operation 
within  the  firm's  equities  division. 
But  while  Thain  comfortably  roamed 
foreign  capitals,  hobnobbing  with 
business  leaders  and  politicians, 
Niederauer  "would  need  to  grow 
into  that,"  says  Richard  H.  Repetto,  a 
securities  analyst  at  Sandler  O'Neill  & 
Partners. 

'BRUTALLY  HONEST' 

Niederauer's  strong  identification 
with  the  push  into  electronic  trading 
has  made  him  a  villain  in  the  eyes  of 
some  NYSE  floor  brokers.  A  number 
of  these  traditionalists  objected  to 
his  appointment  as  president  last 
spring  and  during  that  controversy 
pointed  to  a  remark  he  reportedly  ha^ 
made  several  years  earlier.  Extolling 
electronic  trading  over  the  human 
variety,  he  supposedly  spoke  deri- 
sively about  the  need  for  individuals 
to  handle  stock  transactions.  Broken 
say  Niederauer  has  since  sought  to 
reassure  brokers  and  "specialists," 
traders  who  act  as  intermediaries  oni 
the  floor.  The  mood  at  the  exchangee 
has  improved. 

"He's  brutally  honest,"  says  one 
brokerage  executive.  "Will  Duncan's 
bluntness  and  directness  and  openne.v> 
and  honesty  fit  with  [being]  a  modern 
CEO?  We'll  see." 

Niederauer  has  made  it  clear  he 
supports  a  continuing  role  for  live 
participants  exercising  judgment  on  I 
the  exchange  floor,  but  the  momen- 
tum is  all  going  the  other  way.  Spe- 
cialists and  floor  brokers  will  contim 
to  lose  ground  as  computerized  trad- 
ing surges.  Niederauer  must  acceler- 
ate electronic  systems  to  stanch  the 
loss  of  market  share  to  Nasdaq  and 
smaller,  more  nimble  markets  in  the 
U.S.  and  Europe. 

NYSE-watchers,  who  had  expecte 
Thain  to  step  down  now  that  he  has 
put  his  stamp  on  the  institution,  dor 
anticipate  that  the  new  chief  will  de 
part  significantly  from  his  predeces- 
sor's plans.  "The  vision  has  been  set 
says  analyst  Repetto.  "The  strategy! 
in  place."  I BW I 
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A  CHAIN  REACTION 
IN  SHAKY  DEBT? 

As  exotic  CDOs  topple,  the  impact  could  ripple  through 
debt  markets  and  wallop  more  funds  and  banks 


By  David  Henry 

The  fate  of  one  exotic  security  may  sig- 
nal more  trouble  ahead  for  the  credit 
markets.  In  early  November,  a  collat- 
eralized debt  obligation  called  Carina 
CDO  apparently  started  liquidating 
its  $450  million  portfolio  filled  with 
bonds  backed  by  subprime  mortgages 


Credit  downgrades  on  pools  of 
mortgages  have  thrown  14  collateralized 
debt  obligations  into  technical  default 


and  pieces  of  other  CDOs.  These  sales 
prompted  credit  rating  agency  Stan- 
dard &  Poor's  to  downgrade  Carina's 
bonds  from  AAA  to  junk  in  a  day. 
The  fear  is  that  more  dramatic 
downgrades  could  follow,  perhaps 
setting  off  a  chain  reaction  that  might 
trigger  further  fire  sales,  extend  the 

credit  meltdown,  and 
threaten  the  economy. 
"Systemic  risk  is  sky 
high,"  says  Morgan 
Stanley  strategist 
Gregory  J.  Peters. 
The  complexity 
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of  such  structured  finance  deals  as 
Carina,  which  piled  one  esoteric  bond 
upon  another,  have  amplified  threats  in 
the  credit  market.  In  the  housing  - 
market  heyday,  investment  firms 
packaged  subprime  and  other  risky 
loans  into  investment  pools  that  issued 
bonds.  Those  securities  were  then 
grouped  together  into  CDOs,  whose 
own  bonds  were  sometimes  sold  to 
other  CDOs.  Credit-rating  agencies 
graded  securities  all  along  the  chain. 

But  when  home  prices  started  to  sinl 
and  troubled  borrowers  stopped  mak- 
ing payments  on  their  loans,  the  pyra- 
mid began  to  crumble.  First  the  ratings 
on  mortgage -backed  securities  took  a 
hit.  Moody's  Investors  Service,  for  ex- 
ample, has  downgraded  $56  billion  of 
such  bonds,  creating  problems  for  the 
CDOs  that  own  them.  In  turn,  Moody': 
has  cut  the  ratings  on  338  CDO-relate( 
bonds  this  year  and  has  another  734 
under  review  for  downgrade. 

Such  rating  changes  create  a  particu  i 
lady  dire  situation  for  some  CDOs.  The 
rules  governing  Carina  and  many  oth-  - 
ers  dictate  that  certain  events  can  put  i 
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CDO  into  technical  default.  In  the  case 
of  Carina  and  at  least  13  other  CDOs, 
technical  default  occurred  because  the 
ratings  on  underlying  holdings  dropped 
too  far.  With  more  securities  under 
review  by  the  rating  agencies,  dozens 
of  additional  CDOs  may  be  headed  for 
the  same  fate,  according  to  research  by 
Citigroup  strategist  Ratul  Roy. 

FEEDING  ON  ITSELF 

More  defaults  would  have  serious 
implications  for  the  already  troubled 
credit  markets.  When  a  CDO  falls  into 
technical  default,  investors  in  the  top 
tier  of  bonds  usually  get  additional 
rights.  They  can  collect  all  the  interest 
payments  for  themselves,  leaving  other 
investors  with  nothing.  So  investors  in 
the  lower  part  of  the  food  chain,  includ- 
ing hedge  funds,  investment  banks,  and 
other  CDOs,  take  a  big  financial  loss. 

In  the  worst -case  scenario,  the 
top-level  bondholders  can  force  the 
CDO  managers  to  dump  assets.  Only 
investors  in  Carina's  bonds  are  be- 
lieved to  have  done  that  so  far.  If  more 
do,  additional  fire  sales  could  depress 
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prices  further  and  create  more  panic  in 
the  markets. 

Making  matters  worse,  another  wave 
of  mortgage  delinquencies  might  be 
on  the  way.  Some  $362  billion  worth 
of  subprime  loans  are  due  to  reset  to 
higher  interest  rates  in  2008,  according 
to  Banc  of  America  Securities. 

Rating  agencies  are  also  looking  at 
another  segment  of  troubled  bonds, 
those  backed  by  Alt  -A  mortgage  loans ; 
some  $675  billion  of  Alt  -A  bonds  were 
issued  in  2005  and  2006.  They're 
considered  less  risky  than  subprime 
ones,  but  the  underlying  mortgages 
often  came  with  teaser  rates  that  will 
jump  higher  soon.  On  Nov.  9,  S&P, 
which  like  BusinessWeek  is  owned  by 
The  McGraw-Hill  Companies,  put  $2.1 
billion  of  bonds  backed  by  Alt  -A  mort  - 
gages  on  watch  for  downgrades. 

If  such  downgrades  occur,  billions 
worth  of  CDOs  holding  the  bonds 
could  get  hit.  That  would  keep  the  vi- 
cious cycle  going,  making  it  harder  for 
borrowers  to  find  loans  and  threaten- 
ing all  manner  of  mortgage -related 
investments.  1 BW 1 


HOW  GOLDEN  ARE 
THEIR  PARACHUTES 

Not  all  exit  packages  are  created  equal.  Here's  how 
much  10  top  financial-services  CEOs  would  receive 


By  Lauren  Young 

It's  anybody's  guess  which— if  any— 
CEO  of  a  major  financial -services  firm 
will  next  fall  victim  to  the  subprime 
mortgage  mess.  But  by  parsing  proxy 
statements  and  crunching  numbers, 
savvy  analysts  can  figure  out  roughly 
how  much  those  chiefs  might  walk 
away  with  (table).  At  BusinessWeek's 
request,  Paul  Hodgson,  a  senior 
research  associate  at  The  Corporate 
Library  in  Portland,  Me. ,  did  just  such 
an  analysis  for  10  CEOs. 

To  determine  the  size  of  each  exit 
package,  Hodgson  examined  the  value 
of  disclosed  pension  benefits  and  non- 
qualified deferred  compensation  plans 

IF  THEV  WERE  GOING 

Exit  packages  for  10  prominent  financial -services  executives 


as  well  as  unvested  restricted  stock 
and  options.  His  estimates  use  an  av- 
erage of  the  high  and  low  stock  prices 
on  Nov.  6.  Hodgson  also  factored  in 
cash  severance  payments  for  those 
who  had  them. 

The  latest  disclosure  rules  make  it 
trickier  to  piece  together  exit  pack- 
ages for  executives  at 
Goldman  Sachs,  Mor- 
gan Stanley,  and  Bear 
Stearns.  All  of  these  firms 
have  a  fiscal  year  ending 
in  November  and  are  not 
yet  subject  to  the  stricter 
disclosure  rules  others 
must  follow.  These  firms 


Lehman's  Fuld  could  walk 
away  today  with  $299  million 


NEW! 


will  have  to  provide  more  information 
in  their  next  proxies. 

Far  out  ahead  of  the  pack  is  Richard 
S.  Fuld  Jr.,  CEO  of  Lehman  Brothers, 
who  has  worked  at  the  investment 
bank  since  1969  and  has  run  it  since 
1993.  His  comp  would  be  $299.2  mil- 
lion, much  of  it  restricted  stock.  If  he 
were  to  collect  today,  his  payout  woulc 
be  second  only  to  the  $351  million 
former  ExxonMobil  CEO  Lee  Raymon 
received  in  2006.  Next  on  the  list:  Ban 
of  America  CEO  Kenneth  Lewis,  with 
$120.2  million.  Lehman  declined  to 
comment.  Bof  A  said  the  amount  re- 
flects what  Lewis  earned  in  prior  yean 

In  contrast,  Citigroup's  Charles 
Prince  walked  out  with  $29.5  million, 
plus  a  $12.6  million  bonus.  That  puts 
him  ahead  of  five  other  chief  execu- 
tives on  the  list.  Merrill  Lynch  CEO 
Stanley  O'Neal  left  with; 
$161  million  but  no  bonu. 
Timing  is  everything: 
O'Neal's  stock-based 
package  would  have  beer' 
worth  $250  million  had  hk 
left  a  year  ago.  ibwi 
-With  Paula  Lehman,  fer.\ 
McGregor,  and  David  Pol 


CEO/COMPANY 


CEO  SINCE  EXIT  PACKAGE 

(MILLIONS)* 


Richard  Fuld  Jr./Lehman  Brothers  Nov.  1993 

Kenneth  Lewis/Bank  of  America  Apr.  2001 

Lloyd  Blankfein/Goldman  Sachs  June  2006 
John  Mack/ Morgan  Stanley 


Angelo  Mozilo/Countrywide 
Financial 


June  2005 
Feb.  1998 
July  1993 


James  Cayne/Bear  Stearns 

James  Dimon/JPMorgan  Chase  Dec.  2005 

Daniel  Mudd/Fannie  Mae  June  2005 

G.  Kennedy  Thompson/Wachovia  Apr.  2000 

Richard  Syron/Freddie  Mac  Dec.  2003 


$299.2 
120.2 
76.3 
75.1 
73.5 
31.2 
25.5 
22.4 
21.7 
17.8 


COMMENTS 

Fuld's  potential  payoff  is  huge  because  of  his  38  years  at  the  firm.i 
Most  of  the  money  is  in  restricted  stock,  which  has  limited  liquidity 

Pension  and  assorted  retirement  benefits  make  up  two-thirds  of 
the  package. 

Because  Goldman  has  not  suffered  writedowns,  Blankfein's  exit 
package  is  worth  more  than  it  was  a  year  ago. 

Most  of  that  figure  comes  from  restricted  stock.  Mack's  options 
have  no  value  at  the  current  stock  price. 

Mozilo's  stock  options  are  worthless,  but  pension  and  severance 
payments  still  add  up  to  a  tidy  sum. 

A  falling  stock  price  has  sliced  about  a  third  off  Cayne's  potential 
payout  since  last  year. 

Dimon's  payment  is  comparatively  modest  by  his  own  design.  He 
slashed  executive  retirement  benefits  when  he  became  CEO. 


::■ 


Leaving  a  government-sponsored  enterprise  is  not  as  lucrative  as 
departing  a  Wall  Street  firm. 

He  might  wish  he  retired  a  year  ago  when  his  package  was  worth 
more  than  $35  million. 

Mortgage  woes  took  the  stock  down  and  cost  Syron  $5.4  million 
possible  payments. 


"Based  on  Nov.  6  stock  prices 
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on  Wireless.  It's  the  Network  for  your  business. 
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EXTRA  INNINGS 
IN  THE  DIGITAL  GAME 

Digital  rights  looked  like  peanuts  in  2000.  Now  some 
Major  League  Baseball  owners  want  a  bigger  share 


By  Ronald  Grover 

At  a  meeting  of  Major  League  Base- 
ball owners  in  Naples,  Fla.,  on  Nov. 
14,  one  important  topic  wasn't  on  the 
official  agenda:  digital  rights.  But  in 
the  corridors  of  the  Ritz- Carlton,  the 
Boston  Red  Sox  and  Baltimore  Orioles 
were  leading  a  campaign  to  get  a  bigger 
piece  of  baseball's  online  action  for 
themselves. 

The  digital  game  looked  pretty  sim- 
ple for  team  owners  in  June,  2000.  The 
Internet  was  shaping  up  as  a  great  pro- 
motional medium,  but  no  one  figured 
it  would  be  much  of  a  moneymaker. 
So  when  Commissioner  Bud  Selig  of- 
fered up  a  low-risk  way  to  tap  the  Net, 
owners  quickly  agreed  to  plunk  down 
$1  million  apiece  to  promote  the  sport 
online  and  to  share  equally  in  whatever 
money  might  come  their  way. 

That  was  before  broadband  be- 
came common  in  many  homes.  Now 
the  league's  online  operation,  Major 
League  Baseball  Advanced  Media 
(MLBAM),  is  the  envy  of  pro  sports, 
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this  year  generating  revenues  of 
roughly  $360  million.  It  earns  a  lot 
of  its  money  from  subscription  fees 
(which  are  as  high  as  $99  a  season 
to  watch  games  online)  and  service 
charges  on  tickets  to  games  (the  site 
sells  one-third  of  all  tickets  to  the 
ballpark). 

Some  owners,  including  the  Los  An- 
geles Dodgers  and  Los  Angeles  Angels 
of  Anaheim,  want  to  be  able  to  stream 
videos  of  their  games  to  the  hometown 
fans  and  keep  the  advertising  and 
other  revenue  for  themselves.  "We 
want  MLBAM  to  continue  to  grow, 
but  the  local  markets  are  ours,"  says 
TV  producer  Thomas  C.  Werner,  the 
Red  Sox's  chairman.  The  Angels  and 
the  Dodgers  did  not  make  executives 
available;  the  Orioles  did  not  return 
calls  and  e-mails. 

The  online  financial  potential  isn't 
easily  estimated.  But  "if  there  wasn't 
money  to  be  made,  they  wouldn't  be 
fighting  in  the  first  place,"  says  Josh 
Bernoff ,  a  principal  analyst  with  digital 
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media  consultant  Forrester  Research. 

The  baseball  teams  are  not  the  only 
ones  asserting  their  digital  rights. 
Today,  video  content  is  the  media  and 
entertainment  world's  buzz  phrase. 
Hollywood  writers  are  fighting  over  it, 
eager  to  get  a  cut  of  iTune  downloads 
and  shows  on  mobile  phones. 

Selig  faces  a  particular  dilemma. 
He  has  long  tried  to  level  the  playing 
field  within  the  league.  Among  the 
advantages  a  few  teams  have— includ- 
ing the  Red  Sox  and  Orioles — is  that 
they  own  lucrative  cable  channels, 
which  give  them  more  money  to  lure 
the  superstars.  Werner  believes  those 
TV  rights  extend  to  digital  streaming. 
MLB  executives  reject  that  idea. 

But  Selig  knows  that  he  has  to  find 
a  digital  peace.  In  September  he  wrote 
a  letter  ordering  MLBAM 's  board  of 
directors — made  up  mostly  of  team 
owners— to  "break  the  logjam"  and 
find  a  way  to  let  clubs  get  a  share  of  th 
revenue  from  local  online  broadcasts. 
MLB  President  Robert  A.  DuPuy  says 
he  hopes  to  have  such  a  plan  in  place 
before  Opening  Day  next  spring. 

That  might  not  be  enough.  Where 
digital  riches  are  concerned,  matters 
can  easily  get  contentious.  The  New 
York  Rangers  hockey  team  has  already 
taken  its  grievances  to  the  courts. 
When  the  franchise  couldn't  reach  an 
agreement  with  its  own  league  about 
digital  rights,  it  sued  to  sever  all  its 
financial  ties  with  the  National  Hockey 
League's  Internet  company.  That  batO 
is  wending  its  way  through  federal  ap 
peals  courts,  ibwi 
—With  TomLowry 
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A  legal  test  of  where  traditional 
media'sjfights  end  and  those  of 
new  media  distribution  begin  is 
in  the  courts  now.  Liberty  Media, 
owner  of  the  Starz  pay  TV 
channel,  has  sued  Walt  Disney 
for  allegedly  violating  a  1 993 
agreement  to  secure  "exclusive" 
TV  and  Internet  rights  to  Disney's 
movies.  The  Web  site  Swik.net  is 
following  the  case  as  both  sides 
scurry  to  put  together  their 
pleadings. 
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A  HOT  HAND  IN 
OIL  SPECOLATION 

Goldman  analyst  Jeffrey  Currie  keeps  calling 
oil's  next  move  correctly— and  gaining  influence 


By  Stanley  Reed 

When  oil  was  $74  a  barrel  in  July,  Gold- 
man Sachs  analyst  Jeffrey  Currie  made 
the  controversial  prediction  that  prices 
would  soon  spike  to  above  $90.  After 
his  prophecy  was  fulfilled,  he  reversed 
course  on  Oct.  30,  warning  that  traders 
had  gotten  ahead  of  themselves  and 
should  take  profits.  His  advice  contrib- 
uted to  a  nearly  $3.15  per  barrel  drop 
that  day,  to  $90.38.  Although  prices 
have  bounced  around  since  then, 
Currie's  instincts  appear  to  have  been 
on  the  mark  again. 

Over  the  past  year,  the  41 -year- 
old  American,  based  in  London,  has 
become  one  of  the  most  influential 
people  in  the  oil  market.  Currie  con- 
sistently bucked  the  crowd.  In  2005, 
when  some  oil  companies  though 
prices  would  settle  at  $40  per  barrel, 
he  raised  eyebrows  by  forecasting  a 
long-term  price  of  $60.  "People  were 


highly  skeptical,"  he  says. 

A  former  teacher  of  econom  - 
ics  at  the  University  of  Chicago, 
Currie  joined  Goldman  in  1996. 
He  still  likes  to  play  the  profes- 
sor, illustrating  impromptu 
lectures  with  hand  drawings  of 
supply  and  demand  curves.  It 
was  his  study  of  the  oil  futures 
curve  this  summer  that  helped 
convince  him  that  a  price  spike 
was  likely.  In  June,  the  curve 
shifted  into  a  pattern  called  backward- 
ation, meaning  near-term  prices  were 
much  higher  than  those  several  years 
away.  To  Currie  this  meant  buyers 
were  scrambling  to  get  their  hands  on 
supplies,  a  condition  that  would  force 
prices  even  higher. 

Despite  his  recent  caution,  Currie 
remains  a  long-term  bull  on  oil  and 
other  commodities.  He  forecasts  that 
U.S.  light  sweet  crude  will  be  $85  a 


Colorado  rig: 
Currie  predicted 
the  spike  to 
$90  a  barrel 
back  in  July 


barrel  at  yearend  and 
$95  in  12  months.  Thl 
native  Oregonian  ar- 
gues that  petroleum 
prices  rise  and  fall  in 
long  cycles  of  investment  and  paybacl 
The  world  is  paying  the  price  for  low 
investment  in  oil  production  and  refin 
ing  throughout  most  of  the  1980s  and 
'90s,  Currie  argues.  "It  is  the  revenge 
of  the  Old  Economy,"  he  says,  ibwi 


WHAT  OPTIONS  ARE  TELLING  US 


By  Peter  Coy 

Could  oil  hit  $200  a  barrel  in  the  next 
year?  Some  traders  are  betting  it  might. 
Others  think  it  could  fall  below  $60,  vs. 
around  $94  a  barrel  now.  The  betting 
action  is  in  options  on  light  sweet  crude 
oil  on  the  New  York  Mercantile  Ex- 
change. A  call  option  gives  its  owner  the 
right  but  not  the  obligation  to  buy  1 ,000 
barrels  of  oil  at  a  set  price,  known  as  the 
strike  price;  a  put  option  gives  its  owner 
the  right  to  sell  at  the  strike  price. 

Call  options  are  for  bulls,  while  put 
options  are  for  bears.  The  table  shows 
that  as  of  Nov.  14,  someone  had  spent 
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12$  per  barrel  for  a  contract  giving  him 
or  her  the  right  to  buy  1 ,000  barrels  of 
oil  on  or  before  December,  2008,  at  a 
strike  price  of  $200  a  barrel.  The  person 
is  betting  that  the  market  price  will  go 
even  higher  and 
has  reserved  the 
right  to  buy  oil  at 
$200  and  then 
sell  it  at  a  profit. 
This  blue-sky  bet 
is  a  lot  more  ex- 
pensive than  your 
average  lottery 
ticket,  since  12<t 


DECEMBER,  2008,  CALL  OPTIONS* 

Strike  price 

$100 

Cost  of 
option/bbl.  oil 

I   $3.04 

110 

I     1.76 

150 

I    0.33 

200 

I     0.12 

Data:  New  York  Mercantile  Exchange 


times  1 ,000  barrels  comes  to  a 
layout  of  $120  per  contract. 

On  the  bearish  side,  some- 
one else  spent  17c  per  barrel 
for  the  right  to  sell  (or  "put")  oil  at  $50 
a  barrel  on  or  before  December,  2008. 
That's  a  bet  on  buying  oil  on  the  open 
market  cheap,  selling  it  for  $50,  and 
pocketing^the  difference. 

Most  options 
expire  with  zero 
value,  but  people 
buy  them  in  hopes 
that  something 
crazy  will  happen. 
As  the  New  York 
Lottery  says:  You 
gotta  be  in  it  to 
win  it. 


DECEMBER,  2008,  PUT  OPTIONS* 

Cost  of 
Strike  price    option/bbl.  oil 

$50     I    $0.17 

60     I     0.73 

80     I     5.11 

90     I    10.14 

It 
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BEND  IT  LIKE ... 
BLANCO 

The  Chicago  Fire  striker,  like  Beckham,  has  amped  up 
pro  soccer's  star  power.  Plus,  he's  pulling  in  Latino  fans 


By  Stanley  Holmes 

It  was  David  Beckham,  the  fair-haired 
English  midfielder,  who  garnered  all 
the  headlines  early  this  year  when  he 
came  to  the  U.S.  to  ply  his  trade  for 
some  $250  million  over  five  years,  in- 
cluding endorsements.  But  as  Ameri- 
can pro  soccer  has  come  of  age  this 
season— at  least  financially— the  player 
most  responsible  isn't  Beckham.  In- 
stead, it's  Cuauhtemoc  Blanco,  a  fiery 
striker  who  grew  up  in  a  barrio  outside 
Mexico  City.  With  an  explosive  season, 
Blanco  has  helped  boost  attendance 
across  Major  League  Soccer  (MLS), 
with  the  draw  for  his  own  Chicago  Fire 
rising  60%,  to  16,000  people  a  game. 
Beckham  may  have  a  pop  star  wife 
and  Hollywood  bling.  But  the  34-year- 
old  Blanco,  who  collects  $2.5  million 
per  season,  has  the  support  of  Lati- 
nos, particularly  Mexican  Americans. 
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Blanco  (right) 
has  helped  boost 
attendance 
across  the  league 


Latinos  are  44  million  strong 
in  the  U.S.  and  growing  fast 
as  a  percentage  of  the  popu- 
lation. MLS,  which  holds  its 
championship  match  between 
Houston  and  New  England  on 
Nov.  18,  has  a  higher  percent- 
age of  Hispanic  fans  than  any 
other  sport  in  the  country. 
Don  Garber,  the  league's  com- 
missioner, often  refers  to  his 
organization  as  "the  League  of 
the  New  America."  He's  even 
taking  Spanish  lessons. 

Tapping  into  that  fan  base 
is  paying  dividends.  This  year, 
total  attendance  at  MLS  games 
exceeded  the  3  million  mark 
for  the  first  time.  TV  ratings  are  up,  and 
the  league  has  secured  the  first  national 
TV  broadcasting  fees  in  its  12-year  his- 
tory. Sponsorship  revenue  has  climbed 
25%,  and  jersey  sales  have  catapulted 
700%  from  last  season— all  of  which 
have  helped  turn  the  league  profitable. 
Says  Garber:  "We're  on  a  good  path." 

Individual  franchises  are  starting  to 
log  operating  profits,  too,  beginning 
with  teams  such  as  Chicago's,  which 
have  large  fan  bases  and  stadiums  built 
for  the  sport.  That  has  helped  propel 
the  price  of  a  new  franchise  to  $30 
million  from  $10  million  in  2005.  "I 
didn't  sign  on  to  lose  money,"  says  Joe 
Roth,  the  majority  owner  of  a  Seattle 
franchise  unveiled  on  Nov.  13. 

Not  that  the  league's  backers 
have  any  illusions  about  displacing 
that  other  football  as  a  commercial 
enterprise.  Under  Garber's  leader- 
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ship,  expenses  and  expectations  have 
been  carefully  managed.  MLS  has  an 
unusual  business  model  in  which  the 
league  itself  controls  and  negotiates 
player  salaries,  keeping  spending  in 
line  with  growth.  "We  need  to  continu 
to  go  about  building  this  slowly  over 
the  next  decade,"  says  Garber. 

Perhaps  the  league's  riskiest  move 
came  last  year,  with  a  strategic  change 
that  led  to  the  arrival  of  Beckham  and 
Blanco.  That's  when  Garber  approved 
a  "designated  player"  rule  letting  each 
club  recruit  a  top  foreign  player  and 
not  have  it  counted  against  the  team's 
salary  cap.  MLS  was  gambling  it  could 
raise  the  level  of  play  a  few  notches 
without  busting  its  business  model. 

So  far,  Garber's  bet  has  paid  off,  as 
confirmed  by  the  rising  attendance 
and  viewership.  But  many  teams  still 
are  not  making  money.  Brazilian  soc- 
cer legend  Pele  recently  said  the  MLS 
needs  to  spend  more  money  on  more 
top  foreign  players  to  bring  up  the 
quality  of  play.  Salaries  for  most  U.S. 
players  are  modest— averaging  less 
than  $70,000  per  year— and  are  grows 
ing  more  slowly  than  the  20%-a-year 
rate  across  the  rest  of  the  soccer  world 

As  for  Beckham,  he  got  off  to  a  roug 
start  in  the  U.S.  An  injury  kept  him 
from  lifting  his  team,  the  Los  Angeles 
Galaxy,  into  the  playoffs.  Still,  when  h\ 
did  play,  he  thrilled  fans.  League  spom 
sor  Adidas  has  sold  more  than  250,00 
David  Beckham  Galaxy  soccer  jerseys  - 
making  it  the  best -selling  soccer  jerse 
in  the  world.  Beckham  and  Blanco - 
Garber  needs  both  if  MLS  is  to  realize . 
his  goal  of  becoming  the  league  for  thj 
New  America,  ibwi 
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Vnencan  Century  Investments  International  and  Domestic  Growth  Funds  -  Average  Annual  Total  Returns  as  of  9/30/07 


-merging  Markets*, ** 

Global  Growth*,"* 

leritage* 

lew  Opportunities  II*,  ** 


Morningstar  Asset  Class 
Diversified  Emerging  Markets 
World  Stock 
Mid-cap  Growth 
Small  Growth 


lyr. 

3yr. 

5yr. 

Life 

62.69% 

45.15% 

39.50% 

13.68% 

31.44% 

24.24% 

21.06% 

12.92% 

53.24% 

29.540/0 

21.09% 

13.74% 

36.46% 

18.89% 

20.51% 

1 2.35% 

Inception 

9.30.97 

12.01.98 

11.10.87 

6.01.01 


Expense  Ratio 

1.80% 

1.31% 

1.00% 

1.50% 


.vailable  exclusively  through  Financial  Advisors.  "Redemption  of  shares  within  1 80  days  of  purchase  will  be  subject  to  a  2%  redemption  fee. 
Ademption  of  shares  within  60  days  of  purchase  will  be  subject  to  a  2%  redemption  fee. 

Ma  presented  reflects  past  performance.  Past  performance  is  no  guarantee  of  future  results.  Current  performance  may  be  higher  or  lower  than  performance 
nown.  Investment  returns  and  principal  values  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original  cost.  To  obtain  performance  data 
Urrent  to  the  most  recent  month's  end,  please  call  1-877-442-6236  or  visit  americancentury.com.  Performance  reflects  Investor  Class  shares  Data  assumes 
investment  of  all  dividends  and  capital  gains.  The  advertised  performance  is  attributable  in  part  to  unusually  favorable  market  conditions  and  mav  not  be 
ipeated  or  consistently  achreved  in  the  future.  y 

|u  should  consider  a  fund's  investment  objectives,  risks,  charges  and  expenses  beta  [he  fund  s  prospectus,  which  can  be  obtained  by  calling  1-877-442-6236  contains  this  and  other 
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SPAMMERS  HAVE 
YOUR  NUMBER 

E-mail's  scourge  is  coming  to  your  cell  phone,  where  it 
will  be  more  than  annoying— it'll  cost  you 


•  Roger  O.  Crockett 

We've  all  been  deluged  by  annoying, 
unsolicited  e-mails:  an  offer  for  free 
Viagra  or  a  job  that  "guarantees"  a  $l 
million  paycheck.  Deleting  spam  from 
the  office  PC  is  a  morning  ritual  that 
ranks  right  up  there  with  standing 
in  a  long  line  at  the  coffee  shop.  But 
it's  about  to  get  much  worse :•  Spam  is 
creeping  onto  an  even  smaller  screen, 
your  cell  phone. 

Steadily,  more  text  and  voice  spam 
are  invading  handsets.  Wireless  us- 
ers in  the  U.  S .  will  receive  about  l .  l 
million  spam  text  messages  this  year, 
up  38%  from  2006,  estimates  mes- 
saging specialist  Ferris  Research.  By 
next  year,  mobile  spam  messages  are 
expected  to  hit  1.5  million.  That's  far 
from  an  epidemic-it  pales  next  to  the 
250  million  Americans  who  use  wire- 
less services— but  security  experts  and 
wireless  consultants  warn  that  phone 
spam  will  grow  in  coming  years. 
Viruses  and  surreptitious  code  that 
monitors  a  phone 's  use  may  be  next . 


1.1 


MILLION 


"Wireless  phones  are  a  brand-new 
attack  target  for  the  hackers,"  says 
Tom  Bowers,  senior  security  evan- 
gelist with  Kaspersky  Lab,  a  software 
vendor. 

Normal  e-mail  spam  is  bothersome. 
But  mobile  spam  also  can 
be  expensive.  Consumers, 
especially  in  the  U.S. ,  are 
charged  for  receiving  their 
text  messages— some- 
times as  much  as  200  per 
message.  Spammers,  using 
automated  dialers,  can 
shoot  millions  of  texts  to 
random  cell-phone  num- 
bers. Phone  companies 
intercept  many  of  them; 
in  May,  Verizon  Wireless 
sued  telemarketers  that  it 
said  had  "inundated"  the 
company  with  more  than 
12  million  unsolicited  commercial  text 
messages.  Verizon  said  it  blocked  all 
but  4,618  from  reaching  customers, 
but  the  torrent  still  hit  them  with  un- 


Estimate  of  spam 
text  messages 
received  by  U.S. 
cell  phone  users  in 
2007,  up  38%  over 
2006 

Data:  Ferris  Research 


wanted  charges  and  clogged  network; 
Receiving  unwanted  text  messages 
isn't  the  only  problem  phone  users  fac 
Illegal  operators,  often  working  over- 
seas where  call  centers  are  cheaper  to 
run,  use  automatic  dialers  to  send  voic 
spam  or  "SPIT"  (spam  over  Internet  tt 
lephony)  to  cell  phones.  Even  if  the  cal 
go  unanswered,  they  cause  cell  phone; 
to  ring.  "The  more  provocative  proble: 
with  mobile  phones  is  the  stuff  beyon< 
text  messages  and  e-mail,"  says  Paul 
Catalano,  a  partner  at  tech  consultanc 
RelevantC  Business  Group. 

OPEN  SYSTEMS 

Phones,  after  all,  are  morphing  into 
handheld  computers.  We  receive 
e-mail  on  them,  keep  our  calendars 
and  contact  lists  on  them,  browse  the 
Internet,  even  edit  files.  Worldwide  ar 
nual  sales  of  smartphones  with  PC-lil 
operating  systems  will  grow  by  150% 
over  the  next  four  years,  to  294  milhoi 
in  2011,  says  researcher  In-Stat. 

Google's  plan  to  offer  Android,  an 
"open"  phone  operating  system  akin  1 
the  Linux  PC  operating  system,  raises 
additional  questions.  When  it  arrives 
next  year,  Android  will  be  open  to  botJ 
well-meaning  developers  and,  concei 
ably,  spam  propagators  to  tinker  with 
before  it  winds  up  in  phones.  Until  no 
carriers  have  kept  their  systems  close' 
to  outside  developers  and  to  consume 
wanting  to  customize.  Whatever  that 
might  have  cost  in  thwarted  innova- 
tion, it  kept  spam  and  viruses  some- 
what in  check.  Carriers 
planning  to  offer  Androic 
phones  say  they  will  sere 
developers.  T- Mobile  US 
spokesman  Peter  Dobrov 
says  in  an  e-mail:  "It's 
important  to  safeguard 
the  privacy  and  security 
our  customers,  as  well  as 
protect  the  integrity  of  o' 
network." 

Still,  it  seems  inevitab 
that  as  more  hands  are 
able  to  edit  and  use  phon 
software,  incursions  will 
rise.  Says  Ken  Silva,  chie 
security  officer  for  security  software 
maker  VeriSign:  "Unfortunately,  thai 
which  makes  our  life  more  convenier 
usually  makes  it  less  secure."  1  bw  i 
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If"  the  two  types  of  insurance  families  need  most 
came  in  one  easy,  affordable  package. 


||rm  life  and  disability  together.  There  are  ifs  in  every  family's  life.  Insuring  those  its,  however,  can  be  h, 
I  figure  out.  So  MetLife  removed  the  guesswork.  By  bundling  term  life  and  disability,  we've  brought  togetl 
{e  two  types  of  insurance  families  need  most  in  one  easy,  affordable  package.  It's  one  more  . 
tip  you  create  a  personal  safety  net  that's  filled  with  promises  and  bursting  with  guarantees.  £aj1 
presentative  today  to  see  what's  inside  this  amazing  new  package. 


jletlife.com  or  1-888-MetLife 
jluarantees  for  the  if  in  life." 

I  ropolitan  Life  Insurance  Company,  New  York.  NY  10166.  Guarant 

I  isory  products)  and  are  subject  to  product  terms,  exclusions  art 

ling  life  insurance  provider  in  the  U.S.  based  on  in-force  life  r~ 


\  apply  to  certain  insurance  and  annuity  products  (not  securities,  variable  or  \m 
flirtations  and  the  insurer's  claims-paying  ability  and  financial  strength.  Mef 
-.  2006.  ^2007  MetLife  Inc.  PEANUTS  ©UFS.  Inc.  L08071619[exp0808]  Air 


Dulany  (seated  left)  with 
GPC  members  Regina 
Lopez,  Garces,  Khemka, 
and  Mailman 
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THE  MOST 
ELITE  CLUB 
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WORLD 


By  Aili  McConnon 

A  Rockefeller  heir  is  creating  a  new 
model  of  giving  that  links  some 
of  the  world's  wealthiest  families. 
But  how  much  of  the  Global 
Philanthropists  Circle  is  style,  and 
how  much  is  substance? 


It's  one  of  the  most  exclusive  clubs  anywhere, 
which  is  why  you've  probably  never  heard  of 
it.  Members  come  from  68  of  the  wealthiest 
families  in  22  countries.  Many  are  connect- 
ed to  business  dynasties  around  the  world. 
The  point  of  the  club:  to  give  away  money  so 
that  it  has  the  greatest  long-term  impact  on 
pressing  global  issues.  "Most  philanthropists, 
even  experienced  ones,  say  that  it's  harder 
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to  give  money  away  effectively  than  it  is  to  make  it,"  says  Beth 
Cohen,  director  of  the  Global  Philanthropists  Circle  (GPC). 

The  GPC  is  the  brainchild  of  Peggy  Dulany,  60,  and  her  fa- 
ther, David  Rockefeller,  a  grandson  of  Standard  Oil  founder 
John  D.  Rockefeller  Sr.  While  it's  common  now  for  philan- 
thropists to  partner  with  one  another,  Dulany's  six-year- 
old  Circle  was  one  of  the  first  to  try  such  collaborations.  She 
recognized  early  on  that  philanthropy  was  becoming  more 
global.  Worldwide  giving  by  the  superrich  reached  $285  bil- 
lion last  year,  according  to  a  Merrill  Lynch/Capgemini  study. 
But  with  so  many  big  new  gifts,  there's  more  waste  as  phi- 
lanthropists struggle  up  a  learning  curve.  Dulany  saw  a  need 
for  an  organization  that  would  allow  givers  around  the  world 
to  meet,  exchange  ideas  and  strategies,  and  work  together  to 
take  on  increasingly  complex  issues. 

Today  the  Circle's  members,  who  pay  $25,000  in  annual 
dues,  include  such  U.S.  families  as  the  Hewletts,  the  Gunds, 
and  Ted  and  Vada  Stanley,  newcomers  to  this  year 's  ranking  of 
philanthropists  (see  page  51).  Overseas  members  include  the 
Lopez  family,  one  of  the  wealthiest  Filipino  business  clans; 
Marcos  de  Moraes,  a  newly  minted  Internet  millionaire  from 
Brazil;  and  the  Benjelloun  banking  family  from  Morocco. 

The  chance  to  socialize  with  one  another  is  a  big  part  of  the 
GPC's  appeal.  As  befits  such  an  illustrious  group,  these  en- 
counters are  often  held  at  Rockefeller  family  estates.  Recent 
gatherings  have  included  an  evening  gala  at  a  Park  Avenue 
ballroom.  Bill  Gates  Sr.  was  a  panelist.  Glenn  Close,  a  friend 
of  Dulany's  who  has  traveled  with  her,  stopped  by.  Richard 
Gere,  a  former  GPC  member,  skipped  this  year's  event.  Every 
summer  the  GPC  offers  a  weeklong  retreat  at  Dulany's  9,000 
acre  Montana  ranch.  The 
agenda  includes  three  days  of 
camping  solo  in  the  wilder- 
ness. Participants  can  either 
fast  or  take  along  subsistence 
rations  of  fruits  and  nuts  to 
munch  on  as  they  meditate 
on  their  philanthropic  goals. 
Next  spring  40  members  will 
visit  a  Rockefeller -owned  is- 
land off  the  coast  of  Maine: 
Shorter  sessions  are  held  at 
the  Tudor  -  style  Playhouse  on 
the  Rockefeller  estate  in  Tar- 
rytown,  N.Y. ,  where  members 

share  details  of  their  projects  in  the  morning ,  followed  by  ten  - 
nis  or  bowling  in  the  afternoon. 

Those  are  just  the  regular  group  meetings.  The  real  action 
happens  on  the  trips  overseas.  On  those  outings,  which  mem  - 
bers  pay  for  themselves,  the  group  might  lunch  with  Prince 
Charles  at  his  home  in  London,  spend  an  afternoon  with  the 
Bhutanese  royal  family  in  the  Himalayas,  or  join  Mexican  bil- 
lionaire Carlos  Slim  Helu  for  dinner  in  his  private  art  museum. 
Next  year  they  head  to  Kenya  where  one  of  their  guides  will  be 
Africa's  first  woman  Nobel  laureate,  Wangari  Maathai,  who 
won  the  Peace  Prize  in  2004  for  her  work  with  the  environ- 
ment and  human  rights.  And  there  are  business  luminar- 
ies as  well.  Ted  Turner,  Ratan  Tata,  chairman  of  the  Indian 
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conglomerate  Tata  Grou] 
and  Coca-Cola  Chairma 
E.  Neville  Isdell  have  all  ad  , 
dressed  the  group. 
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AGPC- 

organized  lunch 
with  Prince 
Charles 
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POWER  NETWORKING 

The  swanky  settings  and  tr! 
chance  to  mix  it  up  with  cc- 
lebrities  raise  the  question « !  B 
whether  members  are  in  it  ftt'r 
the  philanthropy  or  the  full 
At  their  most  noble,  the  GPI 
and  networks  like  it  provide 
way  for  donors  to  share  thd  tt 
successes  and  learn  from  one  another 's  mistakes  as  they  wrei 
tie  with  issues  that  transcend  borders .  At  their  worst ,  they  're/ m 
tax -deductible  vanity.  "These  networks  are  a  great  idea  if  pec ' ,es 
pie  are  serious  about  it,"  says  Trent  Stamp,  president  of  Chan' '« 
ity  Navigator,  a  nonprofit  charity  evaluator.  "But  if  it's  just  i 
excuse  to  bring  rich  people  together  to  network  and  pursi 
for-profit  endeavors,  then  they're  an  expensive  waste  of  time 
The  GPC  believes  that  introductions  to  the  world's  rich  ar 
powerful  can  turbocharge  a  philanthropic  project.  Beside  ^ 
Cohen  says,  if  a  donor  is  considering  putting  hundreds  of  mi 
lions  into  a  cause,  the  fees  are  a  small  price  to  pay. 

Dulany  works  hard  to  engineer  the  kind  of  spontaneous  ei  (S; 
counter  that  can  get  projects  moving.  At  the  group's  annu 
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0  JUMP-START  A  PROGRAM,  ONE  GPC  MEMBER 
(AID  TO  ANOTHER:  "IF  YOU  BRING  THE  PRESIDENT  OF 
IOLOMBIA,  I  WILL  BRING . . .  DESMOND  TUTU" 


leeting  in  2003 ,  she  seated  Maria  Eugenia  Garces  -  Campag- 
a,  a  philanthropist  from  a  prominent  Colombian  ceramics 
imily,  next  to  Tokyo  Sexwale  — a  mining  multimillionaire, 
>rmer  Robben  Island  prisoner  (with  Nelson  Mandela),  and 
lrrent  South  African  presidential  candidate.  Garces  told 
exwale  that  she  wanted  to  help  integrate  former  guerrilla 
pmbatants  back  into  Colombian  society.  He  suggested 
imp-starting  the  process  with  a  meeting.  "If  you  bring  the 
resident  of  Colombia,"  he  offered, "  I  will  bring  Nelson  Man- 
pla  or  Desmond  Tutu." 

Two  years  later,  the  young  foundation  Garces  started  with 
pr  siblings  launched  five  centers  in  the  slums  of  Cali,  the 
tuntry's  third-largest  city,  and  three  in  rural  Colombia.  The 
wnters  provide  job  training  and  services  to  former  paramili- 
jy  and  displaced  people .  They  grew  out  of  a  2005  symposium 
lat  Garces,  Sexwale,  and  others  arranged  to  bring  together 
pbel  laureate  Tutu,  Colombian  President  Alvaro  Uribe,  busi- 
pss  leaders,  and  conflict  veterans.  In  the  wake  of  the  meeting, 
fibe  changed  Colombian  law  to  let  groups  mediate  conflicts 


among  victims,  offenders,  and  communities,  paving  the  way 
for  efforts  like  those  of  Garces. 

The  GPC  is  also  a  full -service  philanthropic  consultancy. 
GPC  staff  members  sat  down  with  Garces  and  her  siblings 
when  they  joined  in  2003  to  help  them  lay  out  the  issues  that 
they  wanted  their  foundation  to  tackle .  Then  they  hammered 
out  a  strategy  for  doing  so  and,  most  important,  a  standard 
for  measuring  the  impact.  The  Circle  then  helped  organize 
the  symposium  and  the  conflict -resolution  programs  that 
came  about  as  a  result. 

The  GPC  provided  similar  services  for  Uday  Khemka,  42, 
and  social  investor  Josh  Mailman,  53.  Khemka,  a  vice-chair- 
man of  India's  Sun  Group,  a  family-owned  global  investment 
outfit,  is  focusing  his  efforts  on  climate  change.  Dulany  first 
met  Khemka's  parents  in  2001  at  the  World  Economic  Forum 
in  Davos  where  she  is  frequently  a  speaker  on  philanthropy. 
Mailman,  whose  family  were  industrialists  early  in  the  last 
century,  is  spearheading  a  program  to  fund  and  connect  social 
entrepreneurs  in  five  Middle  Eastern  countries. 

PIONEER  IN  PARTNERSHIPS 

The  Circle  also  serves  as  a  sort  of  stamp  of  approval  for  mem- 
bers seeking  funding  from  outside  sources.  A  GPC -crafted 
strategy  helped  South  African  philanthropist  Hylton  Appel- 
baum  sign  on  a  bank  and  an  insurance  company  in  his  home 
country  as  corporate  sponsors  and  secure  grants  and  advice 
from  the  Flora  Family  Foundation,  a  spin-off  of  the  Hewlett 
Foundation.  His  cause:  education  and  health  in  sub-Saharan 
Africa.  Since  2002,  Appelbaum's  foundation  has  produced  TV 
programs  seen  in  several  African  countries  that  are  designed 
to  teach  English,  math,  and  financial  lit  - 
eracy.  The  health  program,  launched  in 
2003,  consists  of  Webcasts  for  health- 
care workers  to  give  them  the  most  up- 
to-date  tips  on  HIV/AIDS  prevention. 
The  program  also  streams  "infotain- 
ment" into  clinic  waiting  rooms  that 
shows  the  importance  of  AIDS  testing. 
Since  it  was  created,  the  voluntary  test  - 
ing  rate  has  risen  by  more  than  25%. 

Dulany  started  her  first  nonprofit  in  1987  when  she  found- 
ed GPC's  parent,  the  Synergos  Institute.  The  consultancy 
focuses  on  poverty  and  inequality  and  connects  nonprofits 
in  developing  countries  with  one  another  and  with  corpora- 
tions and  political  leaders.  Dulany's  family  had  its  own  foun- 
dation, of  course,  the  Rockefeller  Foundation,  which  helped 
invent  modern  American  philanthropy.  But  foundation 
trustees  operate  according  to  founders'  values,  not  neces- 
sarily those  of  subsequent  generations,  says  Sara  Engelhardt , 
president  of  the  New  York-based  Foundation  Center,  a  phi- 
lanthropy research  organization.  Synergos  allowed  Dulany  to 
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Sexwale  with 
Mandela  in 
Johannesburg 
in  1994 


focus  on  partnerships  long  before  the  family- 
foundation  did  and  to  find  ways  to  involve  for- 
profit  groups,  which  many  nonprofits  tended 
to  shun. 

Using  the  Rockefeller  name  as  a  calling  card 
was  something  Dulany  tried  to  avoid  early  on. 
In  her  twenties,  she  switched  to  her  middle 
name  after  a  reporter  offered  cash  to  anyone 
who  "could  find  the  Rockefeller"  at  the  squat- 
ter settlements  in  Brazil  where  she  was  a  vol- 
unteer. But  then  she  had  a  pivotal  meeting  with 
anti-apartheid  activist  and  former  African 
National  Congress  President  Oliver  Tambo 
in  the  1980s.  She  wanted  to  support  his  cause 
and  had  been  planning  to  demonstrate  at  the 
South  African  Embassy.  Instead,  he  suggested 
that  she  use  her  connections  to  do  good. 


PUBLIC  PLEDGES 

A  week  later,  Dulany  did  just  that.  She  was  in  Paris  with  her 
father,  who  invited  her  to  breakfast  with  the  CEO  of  Johnson 
&  Johnson.  But  Dulany  had  plans  to  meet  with  Johnny  Maka- 
tini,  another  leader  in  the  anti- apartheid  movement.  So  she 
suggested  they  all  dine  together.  The  conversation  that  en- 
sued helped  speed  J&J's  disinvestment  in  South  Africa,  she 
says.  At  that  point,  she  realized  her  vast  family  network  is  "the 
unusual  value-added  that  I  have." 

The  GPC  is  a  smaller  program  within  Synergos  focused  on 
linking  individuals  rather  than  groups.  Since  it  was  launched 
in  2001,  half  a  dozen  gilt-edged  networks  have  cropped  up 
around  the  globe.  Most  of  them  adopt  a  similar  strategy  of 
connecting  people  rather  than  raising  money  for  specific 


NETWORKS  OF  THE  RICH 
AND  WELL-CONNECTED 

These  elite  groups  pool  resources  and  Rolodexes 

to  address  global  warming,  health,  education,  and  poverty 


Asia  Pacific  Philanthropy  Consortium  The  nonprofit  has  been  formally 
linking  high-net-worth  Asian  individuals,  corporations,  and  family 
foundations  since  2005.  The  research  group  also  educates  Asian  givers. 
A  workshop  in  Singapore  drew  1 9  families  from  1 1  countries. 


Clinton  Global  Initiative  The  last  annual  meeting  of  the  two-year-old, 
invitation-only  group  attracted  1 ,300  businesspeople,  politicians,  heads 
of  state,  and  philanthropists— as  well  as  Angelina  Jolie.  Membership  fees 
are  $1 5,000. 


Global  Philanthropy  Forum  Founded  in  2001 ,  the  group  focuses  on 
advocacy.  Last  year  Google  hosted  its  three-day  annual  conference; 
speakers  included  Bill  Clinton  and  Google's  founders.  Membership  is 
open  and  costs  $10,000.  For  the  annual  meeting  only,  it's  $1 ,700. 


Philanthropia  The  invitation-only  London  and  Switzerland-based  group 
was  started  by  Indian-born  software  multimillionaire  D.K.  Matai  and  wife 
Surinda  in  2005.  It  connects  1 ,000  ultra-high-net-worth  Asians, 
Americans,  and  Europeans,  including  CEOs. 


Wealth  &  Giving  Forum  Founded  by  North  Carolina  chemicals  busi- 
nessman Leonard  Kaplan  in  2003,  the  invitation-only  network  convenes 
semiannually.  Speakers  at  the  summer  meeting  at  The  Greenbrier, 
a  West  Virginia  resort,  have  included  Robert  F.  Kennedy  Jr. 
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projects.  Bill  Clinton's  network,  the  Clinton  Global  Initia- 
tive, is  the  best  known  and  has  taken  the  model  to  a  new  level. 
While  the  Circle  operates  under  the  radar,  the  CGI  sends  out 
a  stream  of  press  releases  during  its  annual  meeting.  Dulany 
was  able  to  secure  access  to  this  year's  invite-only  gathering! 
for  members  other  network.  The  event  attracted  some  l,30d 
business  people,  politicians,  and  philanthropists— as  well  as! 
music  and  movie  stars  and  a  swarm  of  media.  A  good  number 
of  its  members  troop  up  on  stage  after  making  big  pledges,  tci 
shake  hands  and  have  a  photo  op  with  the  former  President 
Any  donor  who  doesn't  come  through  on  a  pledge  is  not  in-i 
vited  back  the  following  year. 

In  contrast,  the  GPC  annual  meeting  is  a  fund -raising -fret' 
zone  where  soliciting  guests  outright  is  verboten.  As  a  result 
Dulany's  group  tends  not  to  produce  the  kinds  of  gifts  tha 
generate  headlines.  Instead  it  claims  to  provide  one-on-onn 
services  that  result  in  groundbreaking  initiatives  down  thnj 
road.  The  GPC  doesn't  give  specifics  on  most  members'  pro- 
jects, making  its  success  hard  to  gauge. 

It's  also  difficult  to  assess  the  actual  balance  between  sub- 
stance and  style  at  the  GPC.  Do  its  members  become  mom 
effective  philanthropists  after  chatting  with  the  likes  o ! 
Partners  in  Health  founder  Paul  Farmer  at  the  elegant  Asi.j 
Society  on  Manhattan's  Park  Avenue?  Certainly,  they  ma;i[ 
be  more  inspired  after  visiting  Nelson  Mandela  in  South  Af  ? 
rica  and  think  more  strategically  after  chatting  with  formej 
Mexican  President  Vicente  Fox  or  Philippine  President  Glori  | 
Macapagal- Arroyo. 

Charity  Navigator  gives  the  GPC's  parent,  Synergos,  aij 
overall  rating  of  three  out  of  four  stars— administrative  cost  | 
bar  it  from  top  marks .  Its  fans  say  that 's  an  outdated  measure  j 
ment  that  fails  to  capture  the  real  value  of  a  network  like  th 
GPC.  Sexwale,  for  example,  says  he  could  never  duplicat  j 
the  networking  and  access  to  experts  if  he  were  operating  o: 
his  own.  His  fellow  South  African,  Appelbaum,  echoes  th  I 
sentiment:  "If  I  learn  about  someone  else  tackling  the  sam 
problem  in  a  brilliant  way,  I  can  fast-track  what  I'm  doin 
by  taking  a  leaf  out  of  their  book.  I  don't  have  to  reinvent  th 
wheel.  Well,  that's  priceless."  i  Bw  i 
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Vith  a  great  rate  plus  No  Hassle  Rewards, 
[our  savings  can  really  take  you  places. 


ike  advantage  of  the  new  Capital  One  Rewards  Money  Market  Account 
)  automatically  earn  travel  reward  miles  on  top  of  a  4.00%  APY. 

•  no  blackout  dates      •  no  expiration  dates      •  no  hassles 

iqn  up  today  and  get  2,500  bonus  miles  when  you  open  an 
fccount  with  $500  or  more. 


pitalone.com/save4rewards  •  1-877-854-5417 


.00% 
■  APY" 

Money  Market 
plus  Rewards 

Capital  Chie 


PDIRECT  Banking 


uai  Percentage  Yield  (APY)  in  effect  as  of  11/07/2007.  You  will  earn  1  mile  for  every  $20  of  average  balance  for  the  month  in  vour  Rewards 
ley  Market  account.  The  2,500  mile  bonus  will  be  applied  to  your  rewards  balance  within  60  days  of  the  minimum  qualifyinq  deposit  amount 
ting  to  this  account.  Terms  and  conditions  of  this  offer  may  change  at  any  time.  Minimum  initial  deposit  amount  is  $1  Rates  are  variable  and 
/  change  at  any  time.  Withdrawal  limits  apply.  This  product  is  offered  by  Capital  One  Bank  and  Capital  One,  N.A.,  members  FDIC. 
X)7  Capital  One  Services,  Inc.  Capital  One  is  a  federally  registered  service  mark.  All  rights  reserved. 
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THE 

GREATEST 
GIVERS 


By  Aili  McConnon  and  Jessica  Silver-Greenberg 

Many  of  this  year's  top  U.S. 
philanthropists  are  keeping  their 
money  close  to  home 


Whittling  down  a  lifetime  of  earnings  — a  prospect  most  of 
us  would  like  to  avoid — is  the  goal  of  many  of  the  billionaires 
and  multimillionaires  in  BusinessWeek's  annual  ranking  of 
Most  Generous  Givers.  If  their  megagifts  to  causes  ranging 
from  cancer  research  to  civil  rights  to  the  prevention  of  meth 
addiction  are  any  indication,  they're  making  good  progress. 
Sixteen  of  the  50  U.S.  philanthropists  on  our  list  gave  north 
of  $100  million  this  year,  ninedonated  $200  million  or  more, 
and  one  towered  above  them  all  with  $723  million  in  gifts. 

Many  of  the  givers  on  our  list,  including  Bill  and  Melinda 
Gates,  Michael  and  Susan  Dell,  and  George  Soros,  continue  to 
send  big  checks  abroad  to  support  global  health,  development , 
and  democracy.  But  the  recipients  of  most  of  the  new  nine- 
digit  donations  this  year  are  American  institutions  either  near 
the  givers'  homes  or  closely  tied  to  their  personal  experience. 
Donors  want  to  stay  close  to  their  money  in  other  ways  as  well, 
demanding  a  high  level  of  involvement  to  ensure  that  the  for- 
tunes they  worked  hard  to  make  will  be  used  effectively  to  al- 
leviate the  problems  they  consider  most  urgent. 

The  largest  new  gift  on  our  list  comes  from  Jon  Huntsman, 
whose  eponymous  chemical  manufacturing  company  was 
acquired  in  a  deal  valued  at  $10.6  billion  this  year.  Most  of 
his  giving  goes  to  cancer  research;  in  July  he  gave  over  $700 
million  to  the  Huntsman  Cancer  Institute  in  Utah.  Three- 
quarters  of  his  lifetime  giving  will  be  focused  in  Utah,  he  says, 
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where  he  lives  and  where  his  son  is  governor.  The  choice  o 
cancer  research  is  also  personal:  The  disease  took  his  mothei 
stepmother,  and  father,  and  he  has  battled  it  three  times. 

CHILDHOOD  EXPERIENCE 

David  Koch,  a  newcomer  to  our  list,  is  fighting  cancer  as  we: 
and  pledged  $100  million  for  a  research  center  at  Massa 
chusetts  Institute  of  Technology.  "When  one  has  or  has  ha 
cancer,  one  becomes  a  crusader  to  try  to  find  a  cure,"  he  say: 
The  motivation  to  fund  research  into  an  illness  that  touche 
them  is  also  behind  the  giving  of  Ted  and  Vada  Stanley.  Stan 
ley,  chairman  of  collectibles  company  MBI,  which  has  create 
memorabilia  for  the  likes  of  the  National  Football  League  an 
Coca-Cola,  says  he  and  his  wife  initially  considered  givin 
money  to  the  International  Rescue  Committee,  a  nonprof 
that  provides  relief  for  refugees  around  the  globe.  But  whe 
their  college -age  son  was  diagnosed  with  bipolar  disorder  i 
the  mid-1980s,  "it  was  clear  what  our  cause  was  going  to  be 
he  says.  The  Stanleys  have  donated  $568  million  to  support  re  j* 
search  into  mental  illness. 

Sometimes  the  backstory  to  a  gift  comes  from  a  childhoo  Js 
experience.  That's  how  it  is  for  Lorry  Lokey,  80,  the  foundf  » 
of  Business  Wire,  a  newswire  that  distributes  press  release  f* 
for  thousands  of  companies,  and  which  Lokey  sold  to  War 
ren  Buffett  in  2006  for  an  estimated  $600  million.  Lokey 


IN  DEPTH 


THE  50  MOST  GENEROUS  PHILANTHROPISTS 

Rank  Name  /  Background 
Donors  new  from  last  year 

2003-07 

giving 

(millions) 

Causes 

Lifetime 

giving* 

(millions) 

Net 

worth" 

(millions) 

Lifetime 
giving  as  % 
of  net  worth 

1 

Warren  Buffett/  Berkshire  Hathgway  CEO 

40,650 

Health,  education,  humanitarian  causes 

40,780 

52,000 

78 

2 

Bill  &  Melinda  Gates  /  Microsoft  co-founder 

3,519 

Global  health  and  development,  education 

28,144 

59,000 

48 

3 

George  Kaiser /Oil  and  gas,  banking,  real  estate 

2,271 

Poverty  in  Oklahoma 

2,522 

1 1 ,000 

23 

4 

George  Soros  /  Investor 

2,109 

Open  and  democratic  societies 

6,401 

8,800 

73 

5 

Gordon  &  Betty  Moore  /  Intel  co-founder 

2,067 

Environment,  science,  San  Fran.  Bay  area 

7,404 

4,500 

165 

6 

Walton  Family  /  Family  of  Wal-Mart  founder 

1,475 

Education 

2,015 

82,500 

2 

7 

Herbert  &  Marion  Sandler  /  Golden  West  co-founders 

1,368 

Medical  research,  education,  social  reform 

1,389 

2,400 

58 

8 

Eli  &  Edythe  Broad  /  SunAmerica,  KB  Home  founder 

1,216 

K-1 2  education,  arts,  scientific  research 

2,286 

7,000 

33 

9 

Donald  Bren  /  Real  estate  developer 

915 

Education,  conservation,  research 

1,326 

13,000 

10 

10 

Jon  Huntsman  /  Huntsman,  chairman 

800 

Cancer,  business  education 

1,233 

1,900 

65 

11 

Bernard  Osher  /  Banking,  investments 

780 

Arts,  education,  social  services 

805 

900 

89 

12 

Alfred  Mann  /  Medical  devices 

698 

Biomedical  education  and  research 

1,735 

2,200 

79 

13 

Michael  &  Susan  Dell  /  Dell  founder 

674 

Children's  health,  education 

1,200 

1 7,200 

7 

14 

Michael  Bloomberg  /  Bloomberg  founder,  NYC  mayor 

584 

Health,  education,  arts,  social  services 

1,045 

11,500 

9 

15 

David  Rockefeller  /  Standard  Oil  heir,  banking 

562 

Biomed  research,  global  development,  arts 

937 

2,700 

35 

16 

Jeff  Skoll  /  Founding  president  of  eBay 

560 

Social  entrepreneurs 

744 

3,500 

21 

17 

T.  Denny  Sanford  /  Banking  and  credit  cards 

559 

Science  education,  medical  research 

559 

2,800 

20 

18 

Veronica  Atkins  /  Widow  of  Dr.  Robert  Atkins 

519 

Eradication  of  obesity  and  diabetes 

519 

60 

865 

19 

John  Templeton  /  Investor 

514 

Science  about  life's  big  questions 

1,003 

2,000 

50 

20 

Robert  Wilson  /  Investor 

508 

Environment 

541 

600 

90 

21 

Pierre  &  Pam  Omidyar  /  eBay  chairman  and  founder 

493 

Unleashing  human  potential 

657 

8,900 

7 

22 

T.  Boone  Pickens  /  Energy  and  investing 

445 

Higher  education  and  athletics,  health 

445 

3,000 

15 

23 

Sandy  &  Joan  Weill  /  Former  Citigroup  chairman,  CEO 

435 

Education,  health  care,  arts,  social  causes 

800 

1,800 

44 

I  24 

John  Kluge  /  Metromedia  founder 

401 

Library  of  Congress,  higher  education 

751 

9,500 

8 

25 

Ted  Turner  /  CNN  founder 

389 

Environment,  global  security 

1,500 

2,300 

65 

26 

Lorry  Lokey  /  Business  Wire  founder,  chairman 

373 

Education,  libraries,  and  culture 

415 

NA 

NA 

27 

Kirk  Kerkorian  /  Investor 

365* 

Humanitarian  and  Armenian  causes 

696 

18,000 

4 

28 

Shelby  White  /  Widow  of  investor  Leon  Levy 

365* 

Ancient  studies,  arts,  humanities 

525 

600 

88 

29 

David  Koch  /  Koch  Industries  executive  vice-president 

364 

Medical  care,  cancer,  education 

500 

17,000 

3 

30 

Bernard  Marcus  /  Home  Depot  co-founder 

351 

Jewish  causes,  health,  free  enterprise 

700 

2,000 

35 

31 

Irwin  &  Joan  Jacobs  /  Qualcomm  co-founder 

330 

Education,  arts 

627 

1,600 

39 

32 

Frank  &  Jane  Batten  /  Landmark  Comm.  founder 

314 

Education,  early  childhood  development 

510 

2,000 

26 

33 

Robert  Meyerhoff  /  Real  estate  developer 

300 

Arts,  higher  education 

305 

NA 

NA 

34 

Paul  Allen  /  Microsoft  co-founder 

283 

Arts,  health/human  services,  science 

937 

16,800 

6 

35 

Oprah  Winfrey  /  Harpo  chairman 

263 

Education;  women,  children,  and  families 

303 

2,500 

12 

36 

Robert  Day  /  Trust  Company  of  the  West  CEO 

262 

Education,  health  and  arts 

305 

1,600 

19 

37 

Ted  &  Vada  Stanley  /  MBI  founder 

254 

Mental  illness,  crisis  relief 

568 

NA 

NA 

38 

David  &  Cheryl  Duffield  /  PeopleSoft  co-founder 

244 

Animals,  humane  society,  education 

331 

1,200 

28 

39 

James  Simons  /  Investor 

243 

Math,  science,  education,  autism 

267 

5,500 

5 

40 

Dan  Duncan  &  family  /  Enterprise  Products  Ptnrs.  co-founder 

230 

Medical  research,  education,  youth 

300 

8,200 

4 

.1 

Frances  Comer  /  Widow  of  Lands'  End  founder  Gary  Comer 

228 

Environment,  education,  youth 

268 

1,000 

27 

12 

Ira  &  Mary  Lou  Fulton  /  Fulton  Homes  CEO 

224 

Higher  education,  community 

266 

410 

65 

13 

Dawn  Greene  /  Widow  of  lawyer  Jerome  Greene 

200 

Education,  medicine,  arts 

260 

NA 

NA 

J4 

Marguerite  Hoffman  /  Widow  of  investor  Robert  Hoffman 

199 

Dallas  arts  and  social  services,  science 

208 

NA 

NA 

15 

George  Lucas  /  Lucasfilm  founder 

196 

Education,  arts,  health,  civil  rights 

213 

3,900 

5 

.6 

Larry  Ellison  /  Oracle  CEO 

193 

Research  on  aging  and  diseases 

808 

26,000 

3 

17 

Thomas  Siebel  /  Siebel  Systems  founder 

189 

Education,  meth  prevention,  community 

386 

1,900 

20 

\B 

Peter  Lewis  /  Progressive  chairman 

188 

Arts,  environment,  youth,  social  reform 

426 

NA 

NA 

t9 

Leo  &  Kay  Drey  /  Schram  Glass  heir,  silviculture 

180 

Conservation 

180 

NA 

NA 

^0 

Haim  &  Cheryl  Saban  /  Saban  Capital  Group  CEO,  chairman 

176 

Children's  health,  U.S.  and  Israeli  charities 

195 

3,400 

6 

last 
sC 
erv 
Ins 

d  on  public  records  and  interviews  with  donors   "Based  on  the  Forbes  400  list  and  donor  information   t-Tie  broken  in  decimals.   Data:  BusinessWeek,  GuideStar,  The  Chronicle  of  Philanthropy. 
enter  on  Philanthropy  at  Indiana  University   How  we  create  the  list:  To  measure  what  donors  have  given  or  pledged  over  the  past  five  years,  a  team  of  reporters  spends  months  conducting 
ews  and  scouring  databases,  news  reports,  and  foundation  filings.  For  consistency,  we  count  pledges  in  full  at  the  time  they're  announced,  discounting  only  those  that  are  formally  revoked.  If  a  gift 
lock,  we  value  it  at  the  t-me  it's  announced.  To  avoid  double-counting,  the  survey  counts  gifts  to  foundations  at  the  time  they're  given  and  not  when  the  money  flows  out  of  foundations. 
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gifts  to  libraries  across  Oregon  are  tied  to 
the  memory  of  an  Oregon  librarian,  Mary 
Hancock  Bell,  who  sparked  his  passion 
for  reading  when  he  was  young.  A  love  of 
learning  also  fueled  Lokey's  $74.5  million 
donation  to  the  University  of  Oregon, 
bringing  his  total  there  to  $132  million  in 
four  years.  While  large  donations  to  one's 
alma  mater  are  common,  there's  a  slight 
twist  with  Lokey's:  He  didn't  go  to  the 
University  of  Oregon.  He  would  have,  if 
not  for  an  uncle  who  steered  him  toward 
Stanford  University.  "While  I  have  great 
loyalty  to  Stanford,"  says  Lokey,  "I  try 
to  find  out  where  the  money  will  do  the 
most  good." 


LEADERSHIP  TRAINING 

Sentiment  often  spurs  a  decision  to  fund 
a  cause,  but  donors  are  increasingly  businesslike  in  how  they 
give.  Some,  like  T.  Denny  Sanford,  chief  executive  of  bank 
and  credit -card  holding  company  United  National,  have  at- 
tached stipulations  to  gifts,  such  as  a  cost  cap  on  construc- 
tion. When  the  University  of  Minnesota  reported  that  the 
stadium  Sanford  had  pledged  to  build  in  2003  would  cost 
$300  million  and  not  the  $120  million  he  had  projected,  he 
revoked  his  pledge.  This  year,  Sanford's  $400  million  pledge 
to  Sioux  Valley  Hospitals  &  Health  System  in  South  Dako- 
ta, renamed  Sanford  Health,  vaulted  him  to  No.  17,  up  from 
No.  49  a  year  ago. 

Robert  Day,  CEO  of  Trust  Co.  of  the  West,  spent  six  months 
hashing  out  details  of  a  gift  to  his  alma  mater,  Claremont 
McKenna  College  in  Claremont,  Calif.  He  and  administra- 
tors settled  on  a  $200  million  price  tag  for  The  Robert  Day 
Scholars  Program,  which  will  fund  scholarships  for  juniors 
and  seniors.  Day  thinks  MBA  degrees  are  a  waste  of  time,  so 
his  gift  pays  for  leadership  training  to  prepare  students  to  lead 
organizations  ranging  from  multinationals  to  hospitals  to  law 
firms.  Day  was  inspired  to  give  by  his  friend,  Eh  Broad,  No.  8 
on  BusinessWeek's  ranking.  "Eli  gets  up  in  the  morning  and 
says,  'I  would  like  to  do  this  stem-cell  research  at  UCLA,'  and 
he  goes  from  there  to  figure  out  how  much  it's  going  to  cost," 
says  Day. 

Such  discipline  makes  it  easier  to  get  a  sense  of  the  im- 
pact one's  money  can  have.  For  a  huge  organization  such  as 
the  Gates  Foundation,  "it's  important  for  us  to  learn  what's 
working  and  what's  not,  and  to  see  which  models  show 
promise,"  says  Fay  Twer  sky,  head  of  the  foundation's  Im- 
pact Planning  &  Improvement  Office,  which  was  set  up  last 
year.  But  many  donors  judge  impact  less  formally.  Direct 
feedback  is  enough  for  Sandy  and  Joan  Weill,  who  have  do- 
nated more  than  $300  million  to  Cornell  University  and 
its  Weill  Medical  College.  Says  the  former  chief  executive 
and  chairman  of  Citigroup:  "As  in  business,  we  constant- 
ly evaluate  the  return  on  our  investment  when  it  comes 
to  giving."  By  working  closely  with  groups  they  support, 
"we  are  able  to  see  firsthand  the  impact  being  made."  1  bw  1 
-With  Joshua  Vittor 
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HOW 


COMPANIES 
DIG  DEEP 


By  Conrad  Wilson 

Top  corporate  givers  such  as  IBM  and 
Oracle  have  learned  how  to  make  their 
philanthropy  pay 


Many  corporations  talk  about  the  importance  of  being  a  goc 
corporate  citizen  and  supporting  causes  employees  cai 
about.  To  find  out  which  companies  were  the  most  generoi 
givers  for  fiscal  year  2006,  for  both  cash  and  "in -kind"  dc 
nations  such  as  drugs  and  software,  BusinessWeek  survey* 
companies  in  the  Standard  &  Poor's  500 -stock  index. 

Our  survey,  conducted  over  six  months ,  found  a  lot  of  corr 
panies  putting  their  money  where  their  mouths  are.  Son 


You  know  how 
to  make  money. 

But  do  you 
know  how  to 
give  it  away? 


Writing  a  check  is  not  the  only  way  to 
support  your  favorite  charities.  A  Giving 
Account®  at  the  Fidelity6  Charitable  Gift 
FundSM  may  make  it  possible  to  give  more, 
save  more  on  your  taxes,  and  extend  your 
generosity  over  a  longer  period  of  time. 

A  dynamic  approach  to  charitable  giving 


The  Fidelity  Char.table  G.ft  Fund™  ("Gift  Fund")  is  an  independent  public  charity  with  a  donor-advised  fund  program.  Various  Fidelity  companies  provide 
nondiscretionary  investment  management  ana  administrative  services  to  the  Gift  Fund.  Charitable  Gift  Fund5"  and  the  Charitable  Gift  Fund  logo  are  service 
narks,  and  Giving  Account®  is  a  registered  service  mark,  of  the  Trustees  of  the  Fidelity  Investments*  Charitable  Gift  Fund.  Fidelity  and  Fidelity  Investments  are- 
•egistered  service  marks  of  FMR  Corp.,  used  by  the  Gift  Fund  under  lie  ense.  Y  lnveslments  are 
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200  companies  filled  out  a  28-question 
survey  about  how  much  they  give  and 
what  causes  they  support.  Of  the  200, 
190  gave  numbers  for  their  cash  giving, 
and  125  for  in-kind  donations.  On  top  of 
ranking  companies  by  dollar  amount  of 
cash  and  in  -  kind  gifts,  we  also  track  do  - 
nations  as  a  percentage  of  pretax  profits 
to  see  just  how  deep  companies  are  digging. 

REPORTING  WRINKLES 

Oracle,  our  biggest  in -kind  giver,  was  a  change  from  the  phar- 
maceutical companies  that  tend  to  top  the  list.  The  software 
giant's  numbers  underscore  what  can  be  a  controversial  area 
in  the  world  of  giving— the  way  companies  value  in- kind  do- 
nations. In  fiscal  year  2004,  when  we  last  measured  Oracle's 
giving,  it  valued  software  donations  one  way;  this  year,  it's 
using  a  method  that  results  in  a  higher  valuation.  That's  part 
of  the  reason  the  company's  donations  jumped  from  $151  mil- 
lion to  $1.9  billion  in  2006.  The  company  also  has  alarger  phi- 
lanthropy program  now,  a  result  of  enhancing  the  programs 
of  companies  it  has  acquired  over  the  past  few  years  and  ex- 
panding its  education  initiatives.  But  the  change  shows  how 
making  apples -to -apples  comparisons  can  be  difficult,  even 
at  the  same  company. 

Harrah's  Entertainment  tops  the  list  of  most -generous  cash 
givers,  that  is,  the  companies  that  gave  the  most  as  a  percent- 
age of  pretax  profits.  The  casino  operator  highlights  another 


ORACLE'S  NUMBERS  UNDERSCORE  A  C0NTR0VERSIA1 
AREA  IN  THE  WORLD  OF  GIVING:  THE  WAY  COMPANIES 
VALUE  IN-KIND  DONATIONS 


wrinkle  in  what  can  motivate  a  company's  giving.  The  $76. 
million  in  cash  that  Harrah's  donated  is  equivalent  to  Q.2<; 
of  its  pretax  profit.  But  that  giving  isn't  necessarily  altruisn 
In  five  states,  operating  subsidiaries  make  what  Harrah's  de 
scribes  as  state  -regulated  donations  or  payments  and  reinve; 
"a  specific  percentage  of  profits  back  into  the  community  vi 
designated  charitable  or  governmental  organizations." 

A  trend  among  many  of  the  companies  that  took  our  sui 
vey  was  a  move  to  incorporate  philanthropy  more  deeply  in1 
their  business  models.  In  some  cases,  you  can  even  see  it  i 
the  organizational  chart:  Stanley  Litow,  president  of  the  IB! 
Foundation  and  vice-president  for  corporate  citizenship  ar 
corporate  affairs,  reports  to  the  company's  executive  vice 
president  of  innovation  and  technology,  Nicholas  Donofrir 
One  technological  innovation  that  IBM  initially  developed  1 
use  in  its  philanthropy  program  brought  in  more  than  $10 
million  in  2006  revenue,  after  it  was  offered  to  paying  cu; 
tomers.  Actual  revenues  from  philanthropy?  As  a  spur 
greater  corporate  generosity,  that  can't  be  topped.  1  bw  1 
-  With  Frederick  F.  Jespersen 


MOST-GENEROUS  CORPORATE  DONORS 


The  top  15  cash  givers  donated  a  total  of  $1.9  billion;  pharmaceutical  companies  dominated  in-kind  giving 


LARGEST  CASH  GIVERS 
Company 

2006" 
cash  giving 
(millions) 

Wal-Mart  Stores 

250.0 

Bank  of  America 

200.0 

Target 

158.3 

Altria  Group 

132.1 

Citigroup 

131.2 

JPMorgan  Chase 

128.1 

Johnson  &  Johnson 

125.4 

Wells  Fargo 

120.0 

Exxon  Mobil 

106.5 

General  Electric 

100.9 

Microsoft 

96.1 

Chevron 

90.8 

Bristol-Myers  Squibb 

80.2 

Harrah's  Entertainment 

76.8 

Kroger 

69.8 

MOST  GENEROUS  CASH  GIVERS 
AS  %  OF  PRETAX  PROFIT 

Company 

2006* 
cash  giving 
(millions) 

Gifts  as  a 
%  of  pretax 
profits 

Harrah's  Entertainment 

76.8 

9.2 

CA 

7.0 

4.5 

Kroger 

69.8 

4.0 

General  Mills 

61.0 

3.6 

Weyerhaeuser 

30.0 

3.6 

Target 

158.3 

3.5 

Starbucks 

28.4 

3.1 

Estee  Lauder 

21.8 

3.1 

Bristol-Myers  Squibb 

80.2 

3.0 

Avon 

19.2 

2.7 

DTE  Energy 

7.5 

2.3 

Whirlpool 

13.0 

2.1 

Freeport-McMoRan 

55.2 

2.0 

Biogen  IDEC 

9.2 

1.8 

Corning 

33.1 

1.7 

MOST  GENEROUS 
IN-KIND  GIVERS 

Company 

2006- 
in-kind 
giving 
(millions) 

Gifts  as  a 
%  of  preta 
profits 

Oracle 

1900.0 

31.4 

Biogen  IDEC 

100.0 

20.0 

Bristol-Myers  Squibb 

445.0 

16.9     I: 

■ 

Rizer 

1618.0 

12.4     | 

Merck 

768.0 

121     1 

Abbott 

265.0 

11.6 

Eli  Lilly 

363.0 

10.6 

Halliburton 

360.1 

10.4 

* 
Viacom 

142.0 

6.1 

Yum!  Brands 

62.3 

5.6 

Office  Depot 

33.1 

4.5 

Kroger 

70.0 

4.0 

Time  Warner 

264.3 

3.9 

Adobe 

24.4 

3.6 

Tribune 

33.1 

3.3 

'Fiscal  year  Data:  Company  reports  Methodology;  We  surveyed  companies  in  the  S&P  500  to  measure  the  amount  spent  on  philanthropic  actrvities.  and  200  responded.  For  in-kind  gifts,  companies  have  some  leeway  in  how 
to  value  the  donation.  With  cash,  it  may  go  directly  to  a  recipient  or  to  a  company's  foundation.  For  gifts  to  a  foundation,  we  counted  money  when  it's  donated— not  when  it  flows  out  in  grants.  The  exception  is  with  "pass-througl 
foundations  where  all  the  money  put  in  flows  out  in  the  same  fiscal  year.  Where  we  found  companies  counting  foundation  grants  as  new  money,  we  tried  to  separate  out  the  grants. 
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Vl;isicrs'  'champion. 


Transamerica  companies  offer  insurance,  investment,  and 
retirement  strategies  to  help  make  your  dreams  a  reality. 


Transamerica 

The  Power  of  the  Pyramid® 


an  AEGOIMa  company 

INSURANCE         •         INVESTMENTS         •         RETIREMENT 

Transamerica  Financial  Life  Insurance  Company  is  authorized  to  conduct  business  in  New  York.  Transamerica  Occident  Life  Insurance  Company  is  authorized  to  conduct  business  in  all  othi 

Masters'  is  a  registered  trademark  of  Augusta  National,  Inc. 
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ES.  5  CONTINENTS    77  HOTELS    7  AUTHENTIC  PALACES.  6  PRIVATE  ISLANDS. 


.   ;:\P  A  HOTEL'CHAINTHAT  IS 


hL  and  unhindered  by  routine 


NO  ROOM  fOR  THE  ORDINARY 


t  iotels  Resorts 
Mid  Palaces 


ka'Bhuffln-L.ingkawi-Zarnbca    Opening  Soon:  Cape  Town 'lohannesliurg- Doha- Palm  Island-Dub. 
'i  060  I  825)       www.tajhotels.com       Or  contact  your  travel  consultant.       A  TATA  E1 
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RAHUL  SOOD,  CTO,  HP'S  GAMING  UNIT 


CREATE 

Industrial  designers 
create  initial  sketches 
of  the  guitar's  inter- 
changeable body- 


COLLABORATE 

The  digital  prototype 
is  shared  among 
designers,  engineers 
and  even  customers, 
so  the  design  can  be 
refined  earlier  in 
the  process. 


INTEGRATE 

Engineers  design  the 
mechanical  structure 
in  Autodesk"  Inventor' 
using  data  from  the 
original  sketch. 


HOW  DIGITAL  PROTOTYPING 
GETS  THIS  CUSTOM  ELECTRIC 
GUITAR  ON  STAGE  FASTER. 


autodesk.com/digitalp/ototyping 
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In  this  issue  of  IN,  we  show  how  Hewlett-Packard,  Yahoo!,  and  others  are 
working  on  a  new  model  of  change— innovation  via  absorption.  With  the  hope 
of  transforming  their  own  slow-moving  organizations,  these  big  companies  are 
buying  startups  to  learn  from  their  consumer-centric,  fast-paced  cultures. 

And  with  the  Presidential  primaries  just  a  few  months  away,  IN  asked  the 
major  candidates  of  both  political  parties  where  they  stand  on  the  issue  of  inno- 
vation. When  Chinese  Premier  Wen  Jiabao  announces  that  his  country  is  "pur- 
suing an  innovation-based  model  of  development,"  as  he  did  on  Sept.  6,  the  U.S. 
may  need  a  policy  response.  Check  out  what  the  candidates  have  to  say. 


BRUCE  NUSSBAUM,  EDITOR-IN-CHIEF 


2  inshort 

Businesses  atwitter;  the  power  of 
opposing  ideas;  mapping  behavior;  a 
leg  up  on  high  fashion,  and  more 

inpolitics 

What  the  Presidential  candidates  think 
about  innovation— and  how  they  would 
spur  it  in  engineering,  science,  the 
military,  and  eco-friendly  pursuits 


10  infocus 

HP'S  CULTURAL  REVOLUTION 

To  pick  up  the  pace  of  innovation,  the 
tech  giant  is  betting  on  startups  and 
injecting  their  DNA  into  its  operations 
14    YAHOO'S  HOT  INCUBATOR 

19  innetworks 

Software  maps  that  show  who  is  work- 
ing on  common  problems  can  shave 
years  off  research 


22  unsocial 

Tired  of  the  Web  masses?  Now  you  can 
find  your  own  gated  communities  on 
the  Net— if  they'll  let  you  in 

24  incars 

How  ailing  auto  giant  Ford  gambled— 
and  turned  a  risky  concept  car  into  a 
full-fledged  model  for  the  showrooms 

28  indata 

Why  ads  in  video  games  are  so  hot 
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inshort 


Reena  Jana 


TREND:  BUSINESSES  ATWITTER 

Companies  are  discovering  Twitter,  the  popular 
online  "microblogging"  service  that  lets  users 
instantly— and  constantly— widely  broadcast  short 
messages  using  cell  phones  and  PCs.  Amazon.com 
and  JetBlue  send  customers  messages  via  the 
Twitter  Web  site,  texting,  and  RSS  Web  feeds  to 
flag  discounted  products  and  flights.  Twitter  CEO 
Jack  Dorsey  and  co-founder  Biz  Stone  (left)  use  it, 
too,  to  register  their  sometimes  hourly  thoughts 
on  the  social-media  company's  management  tac- 
tics, triumphs,  and  mistakes— if  you're  interested. 


TREND:  APPLYING  DESIGN  AS  A  BALM  FOR  HEALTH  CARE'S  ILLS 

Innovation  leaders  known  for  focusing  on  consumer  products 
want  to  improve  health  care.  Clayton  Christensen,  author  of 
The  Innovator's  Dilemma,  is  writing  a  book  on  medical  issues 
that  examines,  for  example,  how  advances  in  medicine  might 
spark  new  business  models  such  as  DNA-based  diagnostic 
centers.  At  the  Illinois  Institute  of  Technology's  design  school, 
the  Rethinking  Health  project  is  tackling  health-related  chal- 
lenges. One  goal:  more  ergonomic  hospital  environments. 


TOOL:  OPPOSITES  ATTRACT 

In  The  Opposable  Mind 
(Harvard  Business  School 
Press),  Roger  Martin,  dean 
of  the  University  of  Toron- 
to's Rotman  School  of  Man 
agement,  supports  what  he 
calls  integrative  thinking. 
It's  a  managerial  technique 
that  requires  synthesizing 
opposing  ideas  rather  than 
weighing  pros  and  cons, 
the  more  typical  tack.  The 
goal:  to  devise  radical  solu- 
tions to  business  dilem- 
mas. Drawing  on  the  hab- 
its of  Jack  Welch  and  eBay': 
Meg  Whitman,  as  well  as 
CEOs  overseas  such  as  S. 
Ramadorai  of  Tata  Con- 
sultancy, Martin  makes  a 
compelling  argument  for 
a  paradoxical  approach  to 
problem-solving. 


SCHOOL 
STARTS  B  30  AM 


VIOLIN  LESSON 
ENDS  2  30  PM 


SCHOOL 

ENDS  3:00  PM 

RELIGIOUS  SCHOCJI 
STARTS  3  AS  PM 


BASEBAI 
STARTS ( 


RELI6I0 
ENDS  4 1 


SAM         6AM 
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OOL:  MAPPING  DAILY  BEHAVIOR  (EVEN  THOSE  LOST  KEYS) 

imple,  color-coded  maps  can  make  sense  of  masses  of  data.  ModeMapping,  a  visualiza- 
on  tool  developed  by  industrial  designer  Stuart  Karten  of  Marina  del  Rey,  Calif.,  color- 
pdes  consumer  behavior  patterns.  For  client  Johnson  Controls,  Karten  used  ModeMap- 
ing  to  discover  that  drivers  switch  roles  frequently  during  the  day,  going  from  being  a 
ir-pooling  parent  to  a  commuter  to  a  friend  rushing  off  to  socialize.  People  rarely  have 
me  to  return  home  when  they  forget  things.  This  mapping  of  daily  behavior  led  Karten's 
aff  to  suggest  new  products,  including  a  radio-frequency  identification-tagging  sys- 
:m  that  alerts  people  when  certain  key  items  (say,  kids'  sports  equipment  or  a  briefcase) 
•en't  in  the  car. 


TOOL:  GREEN  DETECTORS 

There's  a  new  kind  of  cor- 
porate audit  out  there:  a 
green  audit.  Facing  accu- 
sations of  "greenwash- 
ing,"  or  exaggerating  a 
product's  eco-friendliness 
in  marketing  campaigns, 
companies  are  seeking  new 
ways  to  bolster  their  green 
cred.  New  York  ad  agency 
Green  Team  Advertising 
(www.greenteamusa.com), 
with  such  clients  as  Jaguar 
and  British  Airways,  con- 
ducts "awakening  audits" 
by  Stan  Kaczmarek,  an 
environmental  engineer 
and  former  head  of  global 
environmental  affairs  at 
Johnson  &  Johnson.  Green 
Team  points  out  potential 
problems,  suggests  solu- 
tions, and  tries  to  make 
sure  a  company's  sup- 
ply chain  or  product  line 
can  be  promoted  as  truly 
sustainable.  Johnson  & 
Johnson-owned  Aveeno,  a 
maker  of  skin-care  prod- 
ucts, is  among  the  compa- 
nies that  have  completed 
the  audit. 


NOVEMBER  2007  IN    3 


Satisfied  Customer? 


t 


Microsoft  Knows. 


Microsoft  wanted  to  quantify 
the  business  impact  of  customer 
satisfaction.  So  the  company  asked 
a  team  of  Ross  MBA  students  to 
address  the  challenge.  Within  seven 
weeks,  the  team  developed  a  solution 
that  changed  how  a  key  Microsoft 
business  group  measures  success. 


www.bus.urri.il 


This  wasn't  a  case  study.  This  wasn't 
an  internship.  It  was  part  of  the  core 
MBA  curriculum  at  Ross.  We  call  it 
action-based  learning.  It  works. 


D3  MICHIGAN 

ROSS  SCHOOL  OF  BUSINESS 
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Bruce  Nussbaum 


THE  CANDIDATES  ON 
INNOVATION:  WHAT  IT  IS 
AND  WHAT  THEY'LL  DO 


WTiere  do  the  leading  Presidential  candidates  stand  on  the  issue  of  innovation?  The 
creation  of  new  things  that  have  value  in  the  marketplace  has  always  been  a  major 
orce  for  generating  wealth  and  power.  But  the  rise  of  Asia  is  changing  the  geography 
3f  innovation,  shifting  it  East,  away  from  the  U.S.  and  Europe.  China  and  India  have 
Decome  not  only  low-cost  sources  for  manufacturing  and  services,  but  also  their  univer- 
sities and  research  labs  are  growing  centers  for  talent— engineers,  scientists,  designers, 
nventors.  It  is  no  accident  that  governments  in  Asia  and  Europe  are  putting  billions 


nto  building  a  creative  generation  of  innovators.  Wealth 
ind  power  in  the  21st  century  will  increasingly  depend  not 
inly  on  new  products  and  services  but  also  on  new  business 
nodels,  health-care  organizations,  educational  systems, 
nd  military  forces. 

BusinessWeek  questioned  the  leading  candidates  in  the 
lepublican  and  Democratic  parties  about  their  views  on 
nnovation.  First  we  asked  for  their  definition  of  the  word, 
nnovation  is  not  simply  invention.  It  involves  creating  value, 
oth  in  business  and  in  civic  society.  Their  responses  varied 
om  broad  visions  to  specific  policy  proposals. 
Then  we  asked  for  their  plans  to  stimulate  innovation  in  four 
lajor  areas— science  and  engineering  education,  green  energy, 
le  military,  research  and  development— as  well  as  how  they 
ould  develop  better  ways  to  measure  innovation. 


We  present  their  answers  here.  It  is  clear  that  some  have 
thought  deeply  about  the  subject  and  others  have  not.  Among 
the  Democrats,  Hillary  Clinton,  Barack  Obama,  and  Bill  Rich- 
ardson have  the  most  detailed  proposals.  Two  out  of  the 
leading  four  Republican  candidates,  John  McCain  and  Mitt 
Romney,  have  very  specific  proposals.  Rudy  Giuliani  empha- 
sizes lower  taxes  and  school  vouchers  in  his  approach.  We 
didn't  get  a  response  from  Fred  Thompson  so  we  examined 
his  speeches  to  mine  his  thoughts. 

Nearly  all  the  candidates  are  in  favor  of  spending  more 
federal  money  for  education  in  science,  math,  and  engineering. 
And  Republicans  and  Democrats  alike  want  to  invest  more 
in  nonoil  energy  sources.  Most  have  advisers  on  innovation 
with  ties  to  Silicon  Valley  and  leading  research  universities. 
The  candidates'  agendas  follow: 
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"INNOVATION-WILL  BE  KEY 
TO  CREATING  NEW  JOBS 
AND  REBUILDING  MIDDLE 
CLASS  PROSPERITY." 


HILLARY  CLINTON 

Science  and  Engineering 
Education:  Triple  the  number 
of  National  Science  Foundation 
fellowships  and  increase  the 
size  of  each  by  33%;  provide 
government  financial  support 
to  encourage  women  and 
minorities  to  study  math, 
science,  and  engineering. 

Green  Energy:  Create  a 
$50  billion  fund  to  finance  an 
energy  research  agency  that 
will  provide  tax  incentives  to 
homeowners  and  businesses 
to  make  houses  and  offices 
more  energy  efficient;  a  tax 
credit  to  gas  station  owners 
for  installing  E85  ethanol 
pumps;  and  loan  guarantees  for 
commercialization  of  cellulosic 
biofuels. 

Military:  Double  the  research 
budget  of  the  Defense  Dept. 

Innovation  advisers:  Tom 

Kalil,  special  assistant  to 
the  Chancellor  for  Science 
&  Technology  at  University  of 
California-Berkeley 


"INNOVATION  IS  THE 
CREATION  OF  SOMETHING 
THAT  IMPROVES  THE  WAY 
WE  LIVE  OUR  LIVES." 


BARACK  OBAMA 

Science  and  Engineering 
Education:  Increase  science 
and  engineering  grads  and 
minorities  and  women  in 
science  and  technology; 
expand  public  school  offerings 
in  science,  technology, 
engineering,  and  math. 

Green  Energy:  Implement  a 
market-based  carbon  trading 
system  to  cut  carbon  emissions 
80%  by  2050;  invest  $150 
billion  in  biofuels  and  fuel 
infrastructure;   accelerate 
commercialization  of  plug-in 
hybrids;  invest  in  low-emissions 
coal  plants;  move  toward  a 
digital  electricity  grid. 

Military:  Add  65,000  soldiers 
and  27,000  marines  to  the 
military;  invest  in  programs  like 
the  Defense  Advanced  Research 
Projects  Agency. 

Innovation  advisers:  Former 
FCC  chairmen  Bill  Kennard 
and  Reed  Hundt;  Larry  Lessig, 
Stanford  Law;  Netscape  founder 
Marc  Andreessen:  Rob  Glaser, 
RealNetworks,  among  others 


"INNOVATION  MEANS 
TAKING  IMPOSSIBLE  TASKS 
AND  TURNING  THEM  INTO 
REALITY." 


JOHN  EDWARDS 

Science  and  Engineering 
Education:  Invest  more  in 
teacher  pay  and  training; 
expand  math  and  science 
education;  strengthen  high 
school  curricula;  expand  the 
number  and  size  of  National 
Science  Foundation  fellowships. 

Green  Energy:  Create  a  $13 
billion-a-year  New  Energy 
Economy  Fund  to:  invest  in 
clean,  renewable  energies;  add 
energy-saving  technologies 
to  buildings,  transportation, 
and  industry;  help  U.S. 
automakers  expand  their  use 
of  biofuels,  hybrid  and  electric 
cars,  hydrogen  fuel  cells,  and 
ultralight  materials.  Invest  $1 
billion  a  year  in  clean  coal  and 
carbon  recycling. 

Military:  "Green  the  military" 
using  renewable  energy  and 
energy  efficiency  to  increase 
innovation,  save  millions  of 
dollars,  and  reduce  reliance  on 
vulnerable  supply  lines. 

Innovation  adviser:  Leo  Hindery, 
InterMedia  Partners 


"THE  AMERICAN  DREAM 
IS  A  BELIEF  THAT  WE  CAN 
MAKE  TOMORROW  BETTER. 
INNOVATION  POWERS  THAT 
DREAM." 

BILL  RICHARDSON 

Science  and  Engineering 
Education:  Create  250  math, 
science,  and  innovation 
academies  countrywide  for 
grades  7-12;  fund  100,000  new 
math  and  science  teachers. 

Green  Energy:  Invest  in  solar, 
wind,  biodiesel,  geothermal, 
hydrogen,  and  other  clean 
energy  technologies. 

Military:  Increase  size  of  the 
armed  forces;  adjust  promotior 
selection,  and  recruiting 
policies. 

Measuring  Innovation:  Conside 
implementing  at  the  Commerc 
Dept.  level  the  ideas  that  come 
out  of  the  Small  Business 
Innovation  Research  program; 
track  the  extent  to  which 
federal  R&D  dollars  spent 
at  universities  result  in 
commercial  products. 

Innovation  advisers:  Burton  Le 
formerly  Science  &  Technology 
Fellow,  National  Academy  of 
Sciences 
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e  convinced  that  to  realize  your  ambitions,  you  need  to  pull  out  all  the  stops, 
worldwide  leader  in  consulting,  technology  services  and  outsourcing,  we  help 
)  transform  your  energies.  To  move  forward.  And  because  your  problem  is 
e,  the  solution  will  be  too:  we  work  together  to  find  the  best  answer  for  you. 
this  way  of  working  together  the  Collaborative  Business  Experience®, 
we're  known  for.  It  brings  greater  flexibility,  reactivity  and  creativity,  qualities 
etermine  your  performance  and  drive  your  ambition. 

s  at  www.us.capgemini.com 


Capgemini 

CONSULTING. TECHNOLOGY. OUTSOURCING 
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"AMERICA  CAN  MEET  ITS 
CHALLENGES  THROUGH 
INNOVATION...LOW  TAXES 
STIMULATE  GROWTH  [AND] 
SPARK  INNOVATION..." 


RUDY  GIULIANI 

Science  and  Engineering 
Education:  Establish  federal 
school  voucher  programs; 
provide  choice  within  the 
Individuals  with  Disabilities 
Education  Act;  give  educational 
opportunities  to  military 
families;  expand  charter  schools 

Green  Energy:  Diversify  energy 
portfolio  into  ethanol  and  bio- 
fuels,  renewable  energy,  nuclear 
power,  clean  coal,  natural  gas, 
and  North  American  oil  and 
gas;  encourage  entrepreneurs 
in  future  technologies  such 
as  advanced  hybrid  cars  and 
hydrogen  fuel  cells. 

Military:  Add  10  new  brigades 
to  the  Army  and  expand  Navy 
to  more  than  300  ships;  build  a 
new  long-range  bomber;  build  a 
hybrid  military-civilian  corps  to 
stabilize  failing  states. 

Innovation  advisers:  Floyd 
Kvamme,  partner  emeritus, 
Kleiner  Perkins  Caufield  & 
Byers;  Bob  Grady,  Carlyle  Group 


"WHAT  WE  NEED  IS 
ANOTHER  SPIKE  IN 
AMERICAN  CREATIVITY  AND 
INNOVATION." 


FRED  THOMPSON 

*Science  and  Engineering 
Education:  Review  federal 
programs  for  cost-effectiveness, 
reduce  federal  mandates,  and' 
return  education  money  to 
states;  encourage  students 
and  teachers  to  pursue 
careers  in  science,  technology, 
engineering,  and  math. 

Green  Energy:  Invest  in 
renewable  and  alternative 
fuels;  promote  greater  energy 
independence;  emphasize 
conservation  and  energy 
efficiency;  conduct  research 
into  technologies  that  improve 
the  environment. 

Military:  Expand  size  of  the 
military;  support  missile 
defense  system;  strengthen 
global  alliances;  enhance 
intelligence  community. 

Innovation  advisers:  No 

response 

*Culled  from  campaign 
materials 


"INNOVATION  IS  FUELED 
BY  RISK  CAPITAL,  SKILLED 
WORKERS,  INCENTIVES  FOR 
ENTREPRENEURS,  ALIGHT 
REGULATORY  FRAMEWORK, 
AND  OPEN  ACCESS  TO 
MARKETS" 

JOHN  MCCAIN 

Science  and  Engineering 
Education:  Provide  incentives 
for  summer  mentoring 
programs  for  high  school 
and  college  math,  science, 
technology,  and  engineering 
students;  train  science  and 
math  teachers. 

Green  Energy:  Set  reasonable 
caps  on  carbon  and  other 
greenhouse  gas  emissions; 
provide  tradable  credits. 

Military:  Structure  defense 
procurement  to  provide  the 
finest  equipment  at  the  lowest 
possible  cost,  with  incentives 
for  superior  performance. 

Innovation  advisers:  John 
Chambers,  Cisco  Systems;  Fred 
Smith,  FedEx 


"INNOVATION  AND 
TRANSFORMATION  HAVE 
BEEN  AT  THE  HEART  OF 
AMERICA'S  SUCCESS  FROM 
THE  VERY  BEGINNING.  " 


MITT  ROMNEY 

Science  and  Engineering 
Education:  Focus  on  fields 
such  as  math  and  science  so 
the  workers  of  the  future  can 
remain  competitive  in  the  new 
global  marketplace. 

Green  Energy:  Become  energy 
independent;  increase  use  of 
alternative  sources  of  energy 
like  nuclear,  ethanol,  and 
biodiesel;  invest  in  alternative 
energy,  energy  efficiency,  and 
low-carbon  technologies. 

Military:  Provide  100,000  more 
troops;  devote  4%  of  GDP  to 
make  equipment,  health  care, 
and  arms  investments. 

Innovation  advisers:  R.  Glenn 
,  Hubbard,  Columbia  Business 
School  dean,  former  chair, 
Council  of  Economic  Advisors; 
Geoffrey  Boisi,  chairman, 
Roundtable  Investment 
Partners 

-Reporting  by  Matt  Vella,  wit 
John  Cady  and  Susann  Rutted^ 
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Adept:  A  new  furniture  solution.  Accomplish  more  with  less.  Be  flexible. 
Achieve  your  goals.  Check  out  Adept  at  AllsteelOffice.com/adp1 . 
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McKinney  of  H' 
innovation  offi 
and  Voodoo  Pi 
founder  Sood  J 
out  to  rock  HPi 


PUTTING  THE  i  INTO 


I  BY  REENA  JANA 


t  Hewlett-Packard's  Page  Mill  Road  complex  in  Palo  Alto,  Calif.,  in  the  basement  be- 
eath  the  meticulously  preserved  offices  of  founders  William  Hewlett  and  David  Packard, 
a  cavernous  room  that  has  the  feel  of  a  chaotic  startup.  Tables  and  chairs  are  strewn 
bout  and  a  giant,  makeshift  screen  takes  up  an  entire  wall,  even  wrapping  around  a 
orner.  HP  projectors  made  for  corporate  presentations  are  clustered  together  to  cast 
uge  video-game  images  on  the  wall.  The  life-size  scenes  are  so  crisp  and  detailed 
lat  you  almost  feel  as  if  you  could  walk  onto  a  Madden  NFL  game  or  Halo  3  battle.  J 
his  game  room  is  the  kind  of  place  where  you  would  expect  to  find  young  programmers 
anging  out,  jazzed  on  Mountain  Dew  and  revving  up  ideas  for  a  new  3-D  Web  or  the  next 
eneration  of  social  media.  It's  a  different  business  culture  from  the  one  you'll  find  in  the 


NOVEMBER  2007  IN    11 


infocus 


gray  cubicles,  where  most  engineers  work,  in  the  rest  of  the 
building.  The  area's  playful  environment  is  critical  to  HP's 
future.  The  space— and  its  projection  system,  itself  a  proto- 
type—is one  result  of  the  Innovation  Program  Office,  launched 
in  2006  to  help  the  info  tech  giant  buy  hip,  nimble  start- 
ups for  its  huge  Personal  Systems  Group,  which  makes  PCs. 
mobile  devices,  and  workstations.  The  hope  is  to  inject  big 
doses  of  the  small  companies'  creative  juices  directly  into 
the  HP  culture. 

HP  has  learned  some  key  lessons 
on  the  acquisition  trail  over  the 
past  two  years:  how  to  develop  cool, 
high-margin  products  that  appeal  to 
new  consumer  groups  such  as  video- 
game fanatics;  how  to  use  social 
media  to  conduct  Web-based  con- 
sumer research;  and,  perhaps  most 
important,  how  to  inspire  engineers 
in  HP  Laboratories  to  turn  concepts 
into  products  faster. 

HP's  culture  has  been  in  turmoil  in 
recent  years.  The  HP  Way,  the  com- 
pany's management  code,  was  once 
Silicon  Valley's  innovation  model. 
Top  executives  mingled  with  lower- 
level  employees  to  discover  fresh 
ideas.  For  decades  the  company's 
engineer-led  approach  generated  a 
flow  of  popular,  affordable,  and  utilitarian  products  until 
it  became  synonymous  with  complacency  and  high  costs. 
Carleton  S.  "Carly"  Fiorina  came  in  as  chief  executive  in 
1999  and  tried  to  blow  apart  that  culture.  Her  marketing- 
focused  strategy  generated  strong  sales  but  demoralized 
employees.  Mark  V.  Hurd,  who  succeeded  her  in  2005,  has 
been  working  to  restore  tradition  and  reinvigorate  the  com- 
pany's 30,000  engineers. 

Trouble  is,  restoring  the  HP  Way  may  no  longer  be  enough. 
The  old  strategy  was  for  engineers  to  create  technologies 
and  products  and  then  expect  customers  to  buy  them.  Yet 
over  the  past  five  years  the  company's  businesses— comput- 
ers, printers  and  imaging  machines,  storage  devices  and 
servers,  and  info  tech  service— as  well  as  those  of  Dell,  Cisco, 
and  Yahoo!— have  shifted  their  focus  from  developing  cool 


technologies  to  making  products  customers  want.  "We  were 
missing  the  DNA  of  an  organization  that  had  its  finger  or 
customer  desires,"  says  Phil  McKinney,  a  chief  technol 
ogy  officer  of  the  Personal  Systems  Group  and  head  of  the 
innovation  office. 

HP  is  trying  to  market  personal  computers  today  as  beinj 
friendly,  not  just  fast  and  powerful.  Its  slogan:  "The  com 
puter  is  personal  again."  It's  not  just  selling  fast  printers,  bu 
pitching  terrific  printing  experiences.  But  shifting  away  fron 
^^^^_  a  tech  focus  to  a  consumer  orientE 
tion  is  proving  hard  for  a  156,000 
person  company  that  includes  ; 
small  army  of  engineers  convincet 
they  are  right. 

Enter  Voodoo  PC.  The  gamin 
room  at  HP  was  the  brainchild  c 
Voodoo's  Rahul  Sood,  co-founde 
of  the  30-person  startup  based  i: 
Calgary,  Canada,  a  cult  brand  amon 
gamers.  Now  35,  Sood  is  chief  tec! 
nology  officer  of  HP's  new  globj 
gaming  business  unit. 

The  tech  giant  snapped  up  Voodo 
because  it's  a  fan-based,  game 
driven  company  with  a  devote 
following  for  its  luxe  offering 
from  lipstick-red  PCs  to  custor 
ized  $50,000  PCs  tricked  out  wit! 
jewels  and  leather.  The  machines  have  cut-out  panels  th;i 
reveal  their  complex  innards— the  typical  Voodoo  unii 
are  about  as  far  as  possible  from  the  commoditized,  n 
nonsense  gray  boxes  that  HP  sells.  Sood  himself  is  a  fien 
gamer,  and  he  began  the  outfit  with  his  brother  to  mal 
better  machines  for  himself  and  his  friends.  Gamers,  ni 
techies,  run  the  business.  At  Voodoo,  "we  took  the  ultima 
wish  list  from  customers  and  rolled  it  into  the  product  lin 
says  Sood,  who  has  gelled,  spiky  hair  and  rectangulai  hipst 
glasses.  He's  now  helping  to  bring  that  customer-centr 
DNA  to  the  600  engineers  and  researchers  who  inhabit  tl 
huge  company's  research  labs. 

"When  I  first  walked  into  HP  Labs,  I  thought,  'Everyone 
smarter  than  me.  They  know  more  about  the  tech  and  ft 
damentals  of  research.'  But  I  brought  a  completely  differe 
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iile  we  can't  do  much  about  the  traffic,  we  can  help  clean  the  air. 
bmAir®  from  BASF  is  the  first  and  only  automotive  commercial 
talyst  that  destroys  ground-level  ozone,  a  key  component  of  smog, 
r  ,d  converts  it  into  pure,  breathable  oxygen.  Already  installed  on  over 
1  ;nillion  car  radiators,  PremAir  turns  cars  into  veritable  smog-eating 
lichines.  It's  the  kind  of  sustainable  innovation  from  BASF  that  leaves 
>ryone  breathing  easier.  Learn  more  at  basf.com/stories 
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perspective.  They  don't  know  what  gamers  want  or  need. 
...No  one  [at  HP]  had  ever  figured  this  out." 

So  how  is  Voodoo,  the  innovation  unit's  initial  project, 
changing  its  new  parent?  The  first  fruit  of  the  acquisition,  the 
HP  Blackbird  002  personal  computer,  was  available  for  pre- 
orders  online  in  September  and  hit  stores  this  month.  The  PC 
was  originally  designed  by  an  outside  shop,  but  HP  scrapped 
that  plan  and  redesigned  the  machine  with  Voodoo  after  the 
deal.  It  has  distinctively  Voodoo— and  un-HP— touches  such 
as  a  customizable  black  metal  panel  with  elegant  geometric 
designs  and  a  liquid  cooling  system  that  replaces  the  distract- 
ing hum  of  fans.  It's  so  user-friendly  that  consumers  who  want 


to  customize  it  themselves  can  do  so  without  using  tools.  It 
takes  10  seconds  to  replace  or  upgrade  a  hard  drive  on  Black- 
bird—a  job  that  typically  requires  30  minutes.  Although  it's  a 
premium  PC  (priced  at  $2,500  to  $5,000)  aimed  primarily  at 
hard-core  gamers,  the  high-margin  machine  was  purchased 
by  film  editors,  animators,  medical  imaging  specialists,  an 
energy  trader,  a  plastic  surgeon,  and  even  Navy  SEALs,  accord- 
ing to  the  company.  It's  a  powerful,  fast  computer  with  room 
for  five  hard  drives  to  accommodate  rich  graphics. 

Curious  HP  engineers,  frustrated  at  not  being  able  to  trans- 
late their  ideas  into  products  quickly,  have  been  making  pil- 
grimages to  the  gaming  room.  Chat  up  researchers  at  HP  Labs. 


BRICKHOUSE:  YAHOO'S  HOT 
LITTLE  INCUBATOR 


Within  Silicon  Valley,  Yahoo!  has  a  reputation  for  being 
bureaucratic  and  slow  to  innovate,  especially  in  contrast  to 
rival  Google.  To  infuse  itself  with  startup  energy,  Yahoo  began 
an  offsite  incubator  late  last  year  called  Brickhouse  (BW— Feb. 
26).  Its  job  is  to  shorten  the  time  it  takes  to  bring  new  ideas  to 
market.  "The  goal  is  to  take  the  idea,  develop  it,  and  make  sure 
it's  seen  by  senior  management  quickly," 
says  Salim  Ismail,  whose  business  card 
reads,  simply,  "Head  of  Brickhouse."  "We 
need  to  iterate,  see  customer  reactions, 
and  launch  fast,"  he  says. 

In  the  rapidly  moving  world  of 
search,  that's  the  way  to  go.  Various 
Yahoo  researchers  voiced  similar  ideas 
for  a  fast-paced  product-development 
incubator  over  the  years,  but  it  took 
an  outsider's  initiative  to  make  it  real. 
Caterina  Fake,  co-founder  of  Flickr,  the 
photo-sharing  site  acquired  by  Yahoo 
in  2005,  is  credited  with  doing  so.  She 
wanted  to  keep  Flickr's  startup  culture 
alive  inside  the  bigger,  slower  parent 
company.  Now  it's  up  to  Yahoo  to  make 
that  culture  its  own. 

Brickhouse  is  located  in  the  South  of 
Market  district,  where  the  hip  digerati  live 
and  work  in  San  Francisco,  more  than  40  miles  from  Yahoo's 
Sunnyvale  (Calif.)  campus.  There  are  the  clich6d  trappings  of 
geeky  culture:  beanbag  chairs,  a  foosball  table,  and  Nerf  darts. 
One  wall  has  a  huge  sheet  of  paper  covered  with  countless 
iterations  of  a  lightbulb,  the  symbol  of  a  great  idea.  Cheap 
shoji  screens  separate  different  areas  of  the  large,  loft-like 
office.  "It's  deliberately  iow-budget,"  says  Ismail. 

Brickhouse  employees  share  space  with  other  divisions 
Of  Yahoo,  such  as  Yahoo!  Video,  wl  ,        :nftware 

applications  ideo,  and  iich 


•^ 


focuses  on  user-interface  design.  But  the  shop  also  opens 
its  conference  room  to  Bay  Area  entrepreneurs  for  large 
meetings.  And  Brickhouse  holds  "Wii  Wednesdays"  when 
friends  of  Yahoo  workers  gather  to  play  video  games.  The  idea 
is  to  build  informal  social  contacts  with  other  startups. 
How  does  the  Brickhouse  model  work?  Any  of  Yahoo's 
13,000  employees  can  submit 
proposals  for  possible  new  products. 
Up  to  200  ideas  are  submitted  each 
A  month.  A  council  of  five  top  company 

~—      —  executives,  including  CEO  Jerry  Yang 

|^^3  and  his  co-founder,  David  Filo,  vets  only 

|^  Wi**  *ne  best  five  to  10-  Before  Brickhouse 

began,  there  were  far  fewer  suggestions 
and  they  tended  to  be  brief  one-liners. 
Now,  says  Ismail,  "employees  post 
screenshots,  create  mock-ups,  present 
cases,  and  describe  potential  hurdles." 

In  February,  Brickhouse  unveiled 
its  first  product,  Pipes,  a  free  software 
tool  that  lets  users  gather  and  mix 
RSS  feeds  from  many  Web  sites.  Pipes 
received  critical  raves  by  bloggers  for 
its  ease  of  use.  The  site  was  so  busy  its 
first  day  that  it  crashed.  But  how  Yahoo 
will  monetize  the  venture  is  unclear. 
Next  up  is  Fire  Eagle,  set  for  this  fall.  It's  a  Web-based 
software  platform  that,  for  example,  lets  people  meet  up  with 
co-workers  and  friends  more  easily  by  broadcasting  their 
whereabouts,  often  tracked  by  GPS,  in  online  posts  or  cell- 
phone text  messages.  Fire  Eagle  took  only  three  months  to 
develop— about  65%  less  time  than  the  fastest  development  of 
typical  Yahoo  products.  With  boosts  from  Brickhouse,  the  pace 
of  innovation  at  Yahoo  may  be  accelerating— but  will  it  be  fast 
enough  to  catch  Valley  rival  Google? 

-By  Reena  Jana 
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Sony  recommends  Windows  Vista*  Business 


People  will  stare. 

Try  not  to  get  paranoid. 

The  Sony  VAIO8  TZ  with  Inter  Centrincr'  Duo  processor  technology  is  designed  to 
be  anything  but  covert.  Despite  its  remarkably  slim  profile,  people  are  going  to 
notice  its  beautiful,  yet  supremely  capable  form.  So  whether  you're  in  the  office 
or  on  the  move,  you  will  inevitably  find  yourself  the  subject  of  more  attention  than 
you  bargained  for.  Learn  more  at  sony.com/vaio. 
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and  the  tension  between  engineers  and  the 
suits  is  clear.  "There's  an  overabundance  of 
ideas  in  our  labs,  but  there's  a  gap  between 
labs  and  product  development,"  says 
Patrick  Goddi,  a  senior  researcher.  Before 
the  innovation  office  was  created,  he  says, 
"It  was  hard  to  get  a  sense  of  oomph." 

Goddi  and  various  other  research- 
ers who  are  avid  gamers  visit  the  room 
in  their  spare  time.  After  hearing  about 
the  speed  (just  three  months)  in  which 
Sood  pushed  the  projector  system  from 
a  mere  idea  toward  a  prototype  shown  at 
trade  shows,  Goddi  says  he  felt  a  rush  of 
energy.  With  new  confidence,  he  pursued 
a  potential  product  aimed  at  gamers  based 
on  his  current  project,  a  video-messag- 
ing service  called  Conversa,  a  cross 
between  YouTube  and  e-mail.  "Rahul 
fired  us  up  to  build  something,  and  to 
bring  fun  to  work,"  he  says.  Goddi  was 
inspired,  he  says,  to  develop  Conversa  as  a  social- 
networking  tool  for  online  games. 

Startups  are  even  providing  HP  with  a  new  customer-based 
system  that  accelerates  product  development  in  other  divisions. 
Snapfish,  an  online  photo-sharing  service  acquired  by  HP  in 
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2005  with  more  than  42  million  members 
now,  inspired  an  experiment  called  Snap- 
fish  Labs  that  begins  this  month.  Targeted 
members  of  Snapfish  vote  on  propos- 
als coming  out  of  HP  Labs  and  provide 
instant  feedback.  One  upcoming  idea:  a 
service  that  allows  people  at  conferences 
to  upload,  manipulate,  and  archive  photos 
of  meeting  materials,  including  the  writing 
on  whiteboards,  and  share  it  with  people 
not  attending.  (The  jury  is  still  out— the 
votes  haven't  been  tallied  yet.)  Snapfish 
Labs  has  boosted  the  rate  of  customer- 
focused  innovation  because  consumers  can 
weigh  in  early  on  potential  HP  products. 
"We're  bringing  raw  projects  to  the  market 
more  quickly,"  says  Patrick  Scaglia,  who 
leads  the  corporation's  Imaging  &  Print- 
ing Group.  "Before,  this  was  a  challenge," 
he  says.  "We  had  a  long  investment  cycle. 
We'd  go  with  one  idea  a  year.  Sometimes 
it  would  take  10  years  to  get  a  good  idea  [to  market]." 

The  process  itself  of  buying  startups  is  teaching  HP  some 
hard  lessons.  Take  Tabblo,  acquired  in  2007.  It's  an  online 
printing  service  that  allows  members  of  social  media  sites 
to  format  content  such  as  pictures  so  they  look  better  when 
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'During  12  months  ending  June  2007. 
'c:2007  Visa  Inc. 


printed.  Users  can,  for  example,  create  their  own  slick  post- 
cards. In  October,  Tabblo  and  HP  announced  a  partnership 
with  Flickr,  the  popular  photo-sharing  and  social-networking 
site  acquired  by  Yahoo.  But  in  putting  the  deal  together,  cul- 
tures clashed.  The  HP  suits  "expected  that  everything  we  were 
going  to  do  was  going  to  be  defined  by  business  development, 
legal,  and  finance  executives.  They'd  expected  to  talk  about 
the  [partnership]  contract  for  a  few  months,"  says  Tabblo 
founder  Antonio  Rodriguez. "  But  we  were  used  to  time  scales 
of  days,  not  weeks  or  months."  Tabblo  surprised  the  suits  by 
signing  the  contract  and  releasing  the  Flickr  service  in  only 
six  weeks— vs.  an  expected  three  to  four  months— thanks  to 
a  casual  relationship  between  Flickr  and  Tabblo  execs  that 
didn't  involve  lengthy  bureaucratic  talks.  It  was  a  wake-up 
call  for  HP.  "What  has  been  dramatic  in  the  last  year  since 
we  acquired  Tabblo  is  that  we  suddenly  have  injected  inside 
HP  a  Web  culture  we  never  had  before,"  says  Scaglia. 

OLD  SCHOOL  RESISTANCE? 

Throughout  Silicon  Valley,  acquisitions-as-usual  are  chang- 
ing, too.  In  the  past,  big  established  companies  usually  bought 
agile  startups  mostly  for  new  technologies  and  products.  One 
popular  model  has  been  to  buy  companies  and  keep  them 
independent  to  maintain  their  creativity  much  like  Google 
and  YouTube  or  News  Corp.  and  MySpace.  Or  Dell  and  Alien- 
ware,  Voodoo's  rival  in  the  hard-core  gamer  PC  market. 


When  large  corporations  do  try  to  change  the  ways  they 
encourage  creativity,  they  don't  typically  go  out  and  buy  new 
companies.  Sure,  Xerox,  Boeing,  and  IBM  sometimes  create 
"skunkworks"  teams  to  help  speed  cutting-edge  technolo- 
gies. But  these  groups  usually  work  on  projects  indepen- 
dent of  corporate  reporting  policies  and  structures.  Other 
companies  build  venture-capital  units,  like  Intel  Capital, 
which  vet  and  fund  the  development  of  internal  as  well  as 
external  projects.  But  these  incubated  businesses  remain 
isolated  from  the  larger  corporation. 

What  HP,  Yahoo,  Cisco,  and  others  are  doing  now  is  dif- 
ferent. Their  new  strategy  is  innovation  via  absorption— and 
that's  very  hard  to  do.  "It's  difficult  to  infuse  the  acquirer's 
culture  with  the  target's  culture,"  says  Saikat  Chaudhuri,  a 
Wharton  School  assistant  professor  of  management  who's 
followed  the  tactic  for  a  decade.  Even  HP's  McKinney  admits: 
"Companies  have  to  realize  this  isn't  a  quick  fix.  It  isn't  busi- 
ness process  re-engineering.  This  is  a  fundamental  shift  in 
the  culture  of  an  organization." 

HP  has  embraced  many  kinds  of  innovation  in  recent  years. 
The  acquisition  of  Compaq,  for  example,  changed  the  nature 
of  its  business.  Hurd's  move  to  raise  efficiency  and  cut  costs 
changed  its  many  processes.  Now,  it's  inciting  a  cultural 
change.  And  the  company  that  began  as  the  prototypical 
story  of  two  guys  experimenting  in  a  garage  is  trying  to  see 
the  world  through  the  fresh  eyes  of  a  startup.  Again,  in 
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Software  that  maps  who  is  working  on  common  problems  is 
jhaving  years  off  research— and  honing  corporate  strategies 


Keeping  track  of  the  dizzying  pro- 
liferation of  information  in  the 
Digital  Age  can  overwhelm  man- 
ers,  and  sizing  up  potential  alliances 
^n  be  daunting.  But  getting  lost  can  be 
costly  setback  for  those  with  valuable 
eas  they  want  to  develop. 
Maps— specifically,  intellectual  prop- 


erty maps  created  by  strategic  advis- 
ers Boston  Consulting  Group— increas- 
ingly are  being  used  by  everyone  from 
health-care  companies  to  research  sci- 
entists. They're  deploying  them  to  better 


manage,  and  expand,  the  networks 
they  want  to  cultivate.  By  mapping 
links  among  people  and  corporations 
issuing  patents  and  conducting  research 
on  common  problems,  BCG's  software 


This  chart  maps  the  relationship  between  researchers  in  multiple  sclerosis  and  their 
institutions.  The  size  of  each  circle  represents  each  scientist's  volume  of  work  and  the 
lines  show  co-authorship  and  how  often  scientists  are  citing  each  other's  work. 
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tool  can  bring  to  light  ways  to  achieve 
breakthroughs.  Being  able  to  map  which 
scientists  communicate— and  how 
often— could  help  managers  focus  on 
new  areas  of  research. 

SHAVING  YEARS  OFF  RESEARCH 

The  BCG  mapping  software  conducts 
keyword  searches  of  patent  and  schol- 
arly databases.  Unlike  other  data  trawl- 
ers, such  as  Google's  patent  search,  the 
firm's  tool  arranges  the  data  in  the  form 
of  a  map  with  circles  and  connecting 
lines,  quickly  illustrating  which  organi- 
zations are  working  on  similar  technolo- 
gies and  which  researchers  are  citing 
a  company's  patents.  Companies  and 
people  show  up  as  circles— the  bigger 
the  circles,  the  greater  the  amount  of 
work  those  companies  are  doing  in 
fields  related  to  the  keywords.  Research 
or  patent  citations  are  shown  on  the 
map  as  links  between  circles. 

Companies  and  organizations  have 
used  the  BCG  maps  to  survey  the  state 
of  research  in  their  fields;  to  scope  out 


potential  acquisition  targets;  or  simply  to 
foster  more  teamwork  across  disciplines 
or  among  employees.  BCG  declined  to 
say  what  it  charges  for  the  tool,  but  the 
fees  typically  are  included  in  the  cost  of 
a  broader  consulting  service. 

The  Myelin  Repair  Foundation  (MRF), 
for  example,  a  Saratoga  (Calif.)  non- 
profit, pulls  together  scientists  from 
various  disciplines  to  research  treat- 
ments for  multiple  sclerosis  (MS).  When 
MRF  founder  Scott  Johnson,  a  BCG 
alumnus,  first  organized  his  team  of 
five  principal  investigators  in  2003,  he 
used  the  network  mapper  to  see  how  the 
researchers'  work  was  interconnected. 
Johnson's  team  used  the  software, 
provided  pro  bono  by  BCG,  to  search 
medical  databases  for  about  56  different 
compounds  or  proteins  that  are  impor- 
tant to  MS  treatment.  The  resulting  map 
showed  the  five  MRF  researchers  and 
their  labs  as  prominent  circles,  which 
represented  the  many  scientific  papers 
they  published  about  the  compounds. 
But  there  were  only  a  few  thin  lines 


ONE  CLIENT  MAPPED  PA1 


connecting  the  circles,  indicating  the 
researchers  were  largely  working  alone 
and  rarely  citing  each  other's  work. 

With  a  topographical  view  of  their 
interactions,  Johnson  has  pushed  the  sci- 
entists to  work  together  more  often.  As 
a  result,  the  latest  map  (page  19)  shows  > 
the  intertwined  work  of  Stephen  Miller.  qt 
an  immunologist  at  Northwestern  Uni- 
versity, and  Brian  Popko,  a  University  of 
Chicago  geneticist.  Their  circles  didn't  i  „f 
connect  on  the  initial  2003  map.  But  as 
the  current  one  shows,  they're  citing  one^j, 
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VITY  AND  FOUND  SCADS  OF  ACQUISITION  TARGETS 


another  and  co-authoring  papers  often. 
They've  become  quite  interdependent 
aver  the  years,"  says  Russell  Bromley, 
MRF's  chief  operating  officer.  "Brian 
las  ended  up  having  Steve  work  with 
iim  on  projects  that  are  more  immuno- 
ogical  in  nature...and  Steve  has  worked 
with  Brian  on  projects  that  really  are 
:oming  out  of  his  genetics  work." 

Organizing  such  a  vast  array  of 
information  in  a  visual  way  allows 
WRF  managers,  for  example,  to  peek 
■it  hard-to-find  technologies.  MS  causes 


inflammation  in  the  brain  and  spinal 
cord,  so  the  team  uses  the  tool  to  find 
out  what's  happening  in  inflamma- 
tion research  broadly,  uncovering  the 
work  of  unfamiliar  scientists  in  adja- 
cent fields.  Without  it,  Bromley  says, 
the  foundation  would  have  to  cast  its 
nets  the  old-fashioned  way,  asking  col- 
leagues haphazardly  at  conferences  or 
doing  a  laborious  manual  search  of  the 
literature.  He  says  using  the  map  has 
shaved  years  off  the  process. 
Another  kind  of  payoff  may  come 


when  an  intellectual  property  map  is 
used  to  shape  strategy.  Companies  can 
detect  early-stage  rivals  that  are  working 
on  new  technologies,  for  example.  When 
BCG  deploys  the  software,  one  goal 
is  to  discover  "promising  white  spac- 
es," or  blank  areas  where  clients  can 
find  opportunities,  says  Wendi  Backler, 
who  runs  the  firm's  work  in  intellectual 
property  and  networking.  BCG  used 
mapping  to  help  a  health-care  com- 
pany seeking  to  grow  through  acquisi- 
tions—the company  had  identified  only 
one  potential  target.  A  search  of  patent 
keywords  brought  up  hundreds  more 
that  flew  beneath  the  client's  radar. 

Backler  recalls  another  company 
struggling  to  grow.  It  looked  at  a  map 
of  patent  activity  in  its  industry  and 
saw  a  field  of  circles  representing  each 
of  its  rivals,  with  lines  connecting  one 
another  like  a  constellation.  The  client 
showed  up  as  a  lonely  little  dot  in  the 
lower  corner  of  the  map,  like  a  Facebook 
user  with  no  friends.  The  lesson:  It  was 
isolated  in  a  networked  world. 
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Why  mingle  with  the  hoi  polloi?  Now  you  can  find  your  own 
gated  community  on  the  Net— if  they'll  let  you  in 


Are  you  on  the  digital  A-list?  It's 
no  longer  enough  to  get  invited 
to  exclusive  conferences  or  be 
asked  to  join  professional  organiza- 
tions—many movers  and  shakers  are 
taking  their  hobnobbing  online,  where 
a  new  crop  of  social  networks  aim  to 
keep  out  the  riff-raff  by  demanding  cre- 
dentials at  the  virtual  door.  As  MySpace, 
Linkedln,  and  Facebook  have  expanded 
to  people  of  all  ages,  classes,  and  affili- 
ations, there's  a  backlash  against  the 
open  culture  of  social  networking. 


Walls  are  going  up.  The  scene  is  more 
velvet-roped  club,  not  open-mic  night. 
These  three  gated  sites  are  among  those 
with  tough  membership  requirements 
and,  presumably,  more  elite  social 
networking. 

REUTERS  SPACE 

In  October,  British  news  giant  Reuters 
launched  a  private  online  networking 
community  for  hedge  fund  managers, 
traders,  and  analysts.  Dubbed  Reuters 
Space  (space.reuters.com),  the  industry- 


specific  site  leverages  its  own  pool  of  fit 
proprietary  data  on  thousands  of  com-  f 
panies  to  verify  the  employment  status    j 
of  applicants,  be  they  futures  traders  or    tot 
chief  investment  officers.  Members  each    i 
have  a  feeds  page,  where  they  collect 
news  from  Reuters  and  other  sources  -  r 
tailored  to  their  financial  specialty. 
Each  one  also  has  a  profile  page— a  per-ipl 
sonal  blog  where  they  post  notes  to  col-I,  m 
leagues  and  close  industry  contacts  and  i 
set  privacy  controls  to  determine  whoo  ^ 
has  access  to  their  contact  information.!^ 


he  site  has  potential  for  companywide 
ollouts:  For  example,  London-based 
chroders  Investment  Management,  a 
lobal  asset  management  firm,  is  plan- 
ing to  adopt  the  platform  to  give  more 
fa  sense  of  community  to  its  employ- 
es in  24  offices  around  the  world. 

NM0BILE.ORG 

launched  in  April,  2006,  INmobile.org 
:  a  network  of  more  than  900  execu- 
ves  who  work  in  or  close  to  the  wire- 
•ss  industry.  To  qualify,  you  have  to  be 


at  least  a  director  at  a  large  company, 
a  vice-president  at  a  midsize  company, 
or  in  the  C-suite  of  a  startup.  So  far, 
members  include  executives  from  car- 
riers such  as  Verizon  Wireless,  content 
providers  such  as  Walt  Disney,  and 
handset  makers  such  as  Nokia.  Arthur 
Goikhman  and  Stephen  Dacek,  co- 
founders  of  New  York  mobile-games 
startup  Cellufun,  joined  in  February. 
They  were  able  to  make  connections 
with  Yahoo!  on  the  site  and  struck  a 
deal  with  the  search  giant  to  place  ads 


with  Cellufun's  games.  "I'm  glad  it's  not 
a  free-for-all,"  says  Dacek.  "It  really  does 
make  it  a  lot  easier  to  network." 

DIAMOND  LOUNGE 

This  invitation-only  social  and  business 
network,  making  its  debut  this  month, 
relies  on  a  selection  committee  elected 
by  all  members  on  the  site.  The  com- 
mittee has  already  chosen  100  members 
out  of  more  than  7,000  applications 
that  came  in  before  Diamond  Lounge 
(diamondlounge.com)  went  live. 
Members,  who  pay  a  monthly  $60  fee, 
can  hail  from  any  industry  and  have 
two  identities:  a  social  profile  in  "the 
Lounge"  and  a  business  profile  in  "the 
Boardroom."  For  the  social  profile, 
members  set  limits  on  who  can  view 
them  based  on  such  characteristics 
as  age,  physical  build,  and  gender; 
for  the  boardroom  they  provide  their 
income,  industry,  and  job  title.  They 
can  exchange  gifts,  much  like  Facebook, 
where  members  buy  icons  of  cakes  and 
teddy  bears,  for  example— but  Diamond 
Lounge  gifts  include  real  Gucci  bags  or 
tickets  to  business  events. 
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What  ailing  Detroit  behemoth  had  the  nerve  to  throw  monejj 
at  a  bold  new  concept  car?  Ford— and  its  Flex  is  quite  buff 


Concept  cars  are  the  rarest  of  auto- 
mobiles. These  one-of-a-kind 
models  are  created  to  push  bold 
designs,  inspire  new  technologies,  and 
make  customers  drool.  But  their  inno- 
vative technologies  and  evocative  body 
lines  are  routinely  sacrificed  to  cost  con- 
straints, engineering  restrictions,  and 
safety  regulations.  The  most  audacious 
ones  almost  never  become  reality. 

Here  is  a  case  study  of  an  unlikely 
exception,  the  2009  Flex,  created  by  an 
old-line  company  facing  stark  declines 
in  sales,  profits,  and  market  share- 
Ford  Motor.  In  the  face  of  such  diffi- 
culty, most  automakers  try  to  reduce 
their  risks,  cut  costs,  and  play  it  safe. 
But  here,  Ford  bucked  the  trend  and 
turned  a  concept  car  into  a  vehicle 
that  didn't  compromise  the  original 
design. 

Companies  outside  of  the  auto  indus- 
try in  areas  such  as  m  consumer 
electronics,  and  software  increas- 


ingly use  prototypes  to  speed  up  their 
product  development.  Yet  many  fail 
to  translate  the  lessons  they  learn  in 
theory  into  practical  products.  In  this 
one  case,  Ford  did. 

The  Flex,  which  goes  on  sale  next 
summer,  is  a  symbol  of  Ford's  gambit 
to  change  its  image  from  purveyor  of 
gas-burning  heavy  trucks  and  SUVs 
into  a  maker  of  efficient,  high-quality, 
stylish  vehicles.  According  to  Rich 
Gresens,  the  car's  chief  designer,  the 
project  was  internally  dubbed  "the 
Hamptons,"  evoking  the  upscale  and 
urbane  sensibility  designers  wanted  for 
the  vehicle,  something  recent  models 
have  lacked. 

The  design  of  the  Flex— a  mashup 

if  a  Mini  Cooper  and  Ford's  1940s-era 

'assic  "Woody"— makes  it  a  genre 

ster.  It's  not  quite  an  SUV,  since  it  is 

.  sed  on  a  car  platform,  nor  a  dowdy 

ir  an.  Rather,  it  is  a  large,  fashionable 

people-mover— and  that  could  create  a 


new  market  where  Honda  Motor  an 
Toyota  Motor  don't  yet  dominate. 

First  shown  in  2005  at  the  Nort 
American  International  Auto  Show  i 
Detroit,  the  Flex,  then  called  the  Fa. 
lane  concept,  was  unveiled  at  a  tin 
when  heavy  SUVs  were  the  rage.  1 
the  surprise  of  many,  two  years  lat 
an  ailing  Ford  took  the  wraps  off  a  fail 
ful  production  model  at  the  New  Yo 
Auto  Show. 

'A  LOT  OF  ROADBLOCKS' 

In  2006,  Ford  lost  $12.7  billion.  A  risJ 
product  in  an  as-yet-undefined  mark- 
segment  was  bound  to  meet  resistani 
and  it  did.  "Frankly,  we  ran  into  a  lot 
roadblocks,"  says  Gresens.  The  bigge 
problem:  Ford  sales  executives  we 
jumpy  about  a  totally  new  class 
vehicle.  To  calm  the  sales  side,  desij 
ers  Gresens  and  Peter  Horbury,  he 
of  North  American  design,  opened  l 
the  company's  design  studio  so  sal 
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HOW  THE  FLEX  CAR  KEPT  TRUE  TO  THE  CONCEP 


Front  Bumper. 

Headlamps. 

Hood. 
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engineer,  the 
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of  the  produc- 
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the original 

mechanics 
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tion  model 

paint  shop.  But 

ing  the  original 

three-bar  design 

ready  access  to 

make  it  into 

vehicle  a  richer, 

exaggerating  the 

aesthetics  won 

lines. 

theme  is  intact. 

the  engine. 

production. 

upscale  look. 

concept  design. 

out. 

people  could  come  to  see  and  touch 
the  boxy  car.  "It  sounds  cliche,  but  it 
really  needed  time  to  grow  on  people," 
says  Gresens. 

In  the  end,  the  Flex's  unconven- 
tionality  proved  its  strongest  selling 
point.  As  Ford  suffered  through  one 
of  its  worst  years,  a  theory  inside  the 
company  began  taking  hold.  Ne 
egories  of  cars  that  blended  traditional 


types  of  models  could  attract  fleeing 
SUV  customers.  They  would  offer  both 
car-like  fuel  efficiency  and  SUV-like 
practicality.  Quickly,  the  creators  of  the 
Flex  stepped  forward  to  argue  that  their 
vehicle  would  fit  perfectly  at  the  top 
of  a  new  pyramid  of  family  cars  as  the 
biggest  and  most  visually  arresting  of 
crossovers. 
When  Alan  Mulally  took  over  at 


Ford  as  CEO,  he  endorsed  this  stra'; 
egy,  getting  behind  the  idea  of  a  produc 
tion  model  without  big  design  changed 
"We're  not  just  putting  icing  on  the  cake 
Horbury  says  of  designers'  newly  impo 
tant  role  within  the  company.  "We'tf 
helping  bake  the  cake."  The  new  Fie: 
so  faithfully  rendered,  is  one  of  the  fe^ 
Ford  models  that  seem  to  fit  the  compi 
ny's  turnaround  slogan,  "bold  moves 
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not  at  my  desk  rant  hT  i. "• 

voirpml  u ' Can  * be  reached,  no  texts,  nc 
voice  mail,  no  buzzing,  period,  yesss.  this  is  mi 
time,  my  eight  hours,  my  space,  my  way,  finally 

i  can  get  some  work  done,  or  i  could  nap.  and 
then  work,  definitely  nap  first,  oh  yeah,  i  can 
handle  this  new  international  business  class 

on  American. 


we  know  why  you  fiy  American  Airlines 


f  American  Airlines  Inc   oneworld  is  a  mark  of  thi  one'  "■  h  I  ■■•'■-■:     i      I  ' 


indata 


Paula  Lehman 


MAD  AVE  CLICKS  WITH  THE  GAMERS 

As  people  of  all  ages  diversify  their  consumption  of  media, 
advertisers  are  moving  beyond  TV,  print,  radio,  and  tradi- 
tional Internet  banner  ads.  In-game  advertising— the  place- 
ment of  virtual  products  or  digital  versions  of  billboards  and 
posters  in  games  played  online  or  on  consoles— is  one  of  the 
newest  and  fastest-growing  of  advertising  platforms,  rising 
39%  over  the  past  year.  Placing  ads  this  way  is  a  promising 

Profile  of  a  Console  Gamer 


Average  age:  26,  male:  68%,  female:  32% 


strategy  to  reach  key  consumer  demographics.  Among  online 
gamers,  some  39%  are  over  45  and  equal  numbers  of  mem 
and  women  are  playing.  Analysts  predict  that  total  worldwide  • 
in-game  ad  expenditures  will  reach  $971.3  million  by  2011 
Companies  from  Intel  to  Burger  King  have  already  jumped  on 
board.  Here's  a  look  at  who's  playing  games— and  watching 
in-game  ads— and  how  this  type  of  advertising  is  becoming 
increasingly  popular  among  corporations  and  ad  agencies. 

Profile  of  an  Online  Gamer 


Average  age:  36,  male:  50%,  female:  50% 
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DATA:  YANKEE  GROUP 


Year-Over-Year  Percentage  Change  in  Advertising  Spending,  Per  Media  (IN  MILLIONS) 


As  advertising  in  some  traditional  media  such  as  newspapers  is  on  the  decline,  in-game  advertising  is  growing  at  a  rapid 
rate,  surpassing  that  of  ads  on  TV  and  in  other  media. 
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2005:  $62,103 
2006:  $65,373 

DATA:  TNS  MEDIA  INTEU.K 


2005:  $28,739 
2006.  $29,833 


Total  U.S.  Game  Advertising  Industry  Revenue 


2005:  $28,646 
2006:  $27,972 


2005:  $11,018 
2006:  $11,055 


2005:  $56 
2006:  $78 


Average  Price  Range  of  In-Game  Advertising  Buy 


In  2006  companies  sj 
$370  million  placing  a 
ail  gaming  platforms  rai 
from  game-related  Web 
to  in-game  ads. 

DATA:  PARK  ASSOCIATES 


$100K     $200K     $300K     $400K     $500K    $60 


DATA:  YANKEE  GROUP 


28    IN  NOVEMBER  -2007 


-Jhkb 


Panasonic  recommends  Windows  Vista"  Business. 
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Core  Z  Duo 
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Vert  Oilwireless 


PRESENTING  THE  NEW  TOUGHBOOK  52.  When  you  ( 
a  laptop  as  monumentaS  as  the  new  Panasonic  Toughbo 
it's  hard  not  to  be  reminded  of  the  other  great  marvels  of  er 
throughout  civilization.  Like  the  pyramids,  the  Toughbook 
built  to  stand  the  test  of  time— it  boasts  a  magnesium  allc 
shock-mounted  hard  drive  and  a  spill-resistant  keyboard, 
in  its  cam  .iascreen  LCD  an, 


rizonwireless.com/panasonic    1 .800.662.3537 


THE  RUGGED  ORIGINAL. 


a  new  Toughbook  52  and  get  a: 
r5  mail-in  rebate  with  a  new  2-yr  a 
oadbandAccess  service**  or  a  FREE  3-day 
al  with  no  commitment. 


I  Panasonic 


■  Additional  Veruon  Wireless  charges  required  for  BraadbahdAccoss  service.  "Rebate  available  on  select  notebooks  t 
OHer  good  op  accounts  activated  through  1 2  3)  <0T,  with  continuous  service  tor  at  least  30  days.  Rebate  takes  up  to  8  w. 
State,  or  local  government  i,  ■  -""«<  **"  other  offers.  BroadbandAccess  serv* 

,™ta  .„  m*  n<?  w„h.^o,s  ,-k.(»j*  and  coi*caoe  maps  at  wwwveruww.-wss.com.  See  wv 


on  federal,  state,  or  local  government  lines  c 
sorts  in  the  US.  Network  details 
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er  countries.  ToughKwK  notebook.  PCs  are  covered 
t  your  Panasonic  representative  prior  to  pwvht 
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BENTLEY 


PRESTIGE  AND  PERFORMANCE.  Each  inspired  by  its  own  "winged  B" 
symbol,  Breitling  and  Bentley  share  the  same  concern  for  perfection.The  same 
extreme  standards  of  reliability,  precision  and  authenticity.  The  same  unique 
blend  of  prestige  and  performance.  Whether  in  the  Breitling  workshops  or  in 
che  Bentley  factory  in  Crewe,  cutting-edge  technology  is  placed  in  the  service 
of  noble  traditions.  Symbolising  this  communion  of  ideals,  Breitling  participated 
in  styling  the  instrumentation  of  the  Bentley  Continental  models,  the  most 
powerful  ever  built  by  Bentley. 


EXCLUSIVITY  AND  TECHNICAL  EXCELLENCE.  For  devotees  of  fine 
mechanisms,  Breitling  has  created  a  line  of  exceptional  timepieces  named 
"Breitling /or  Bentley".  Representing  the  culmination  of  sophisticated  aesthetic 
research,  these  wrist  instruments  mirror  the  signature  features  of  the  famous 


several  exclusive  technical  characteristics  and  are  propelled  by  high- 
performance  "motors"  patiently  assembled  by  watchmakers  at  the  peak 
of  their  art.Time  is  the  ultimate  luxury. 


'The  greatest  luxury  in  life  is  time. 

Savour  every  second. 
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Recession  or  not,  American 
families  will  be  forced  to 
tighten  their  belts 


057! 


The  long-awaited,  long -feared  consumer  crunch  may  finally  be  here.  That  might  not  mean 
an  economy  wide  recession,  but  the  pain  for  American  households  will  be  deep.  9  In  recent 
years  the  U.S.  mostly  has  seen  narrowly  focused  downturns,  where  a  few  sectors  are  hit 
hard  while  the  rest  of  the  economy  and  financial  markets  remain  relatively  unscathed.  In 
the  dot-com  bust  of  2001,  for  example,  tech  companies  and  stocks  took  it  on  the  chin, 
while  consumer  spending  and  borrowing  sailed  through  without  a  pause.  This  time  the 
sitions  will  be  reversed,  as  consumers  tank  while  much  of  the  corporate  sector  stays  on  track.  <[  It's 
n  a  glorious  run  for  the  consumer.  In  the  past  25  years,  Americans  have  kept  shopping  through  good 
les  and  bad.  In  every  quarter  except  one  since  1981,  consumer  spending  rose  over  the  previous  year, 
usted  for  inflation.  The  exception  was  the  first  quarter  of  1991 ,  and  even  then  the  decrease  was  a  mild 
\%  dip.  <J  The  main  fuel  for  the  spending  was  easy  access  to  credit.  Banks  and  other  financial  insti- 
ions  were  willing  to  lend  households  ever  increasing  amounts  of  money.  Any  particular  individual 
ght  default,  but  in  the  aggregate,  loans  to  consumers  were  viewed  as  low-risk  and  profitable. 
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The  subprime  crisis,  however,  marks  the  beginning  of  the 
end  for  the  long  consumer  borrow-and-buy  boom.  The  fi- 
nancial sector,  wrestling  with  hundreds  of  billions  in  losses, 
can  no  longer  treat  consumers  as  a  safe  bet .  Already,  standards 
for  real  estate  lending  have  been  raised,  including  those  for 
jumbo  mortgages  for  high-end  houses  (chart).  Credit  cards 
are  still  widely  available,  but  it  may  only  be  a  matter  of  time 
before  issuers  get  tougher. 

What  comes  next  could  be  scary-the  largest  pullback  in 
consumer  spending  in  decades,  perhaps  as  much  as  $200  bil- 
lion to  $300  billion,  or  2%-3%  of  personal  income.  Reduced 
access  to  credit  will  combine  with  falling  real  estate  values  to 
hit  poor  and  rich  alike.  "We're  in  uncharted  territory,"  says 
David  Rosenberg ,  chief  North  American  economist  at  Merrill 
Lynch,  who's  forecasting  a  mild  drop  in  consumer  spending 
in  the  first  half  of  20  0  8 .  "  It 's  pretty  rare  we  go  through  such 
a  pronounced  tightening  in  credit  standards." 

Don't  expect  the  spending  to  come  to  a  screeching  halt, 
however.  Remember  the  stock  market  peak  in  early  2000? 
It  wasn't  until  a  year  later  that  tech  spending  fell  off  the  cliff 
and  the  sector  didn't  hit  bottom  until  2003.  The  same  delayed 
impact  holds  true  here.  The  latest  retail  sales  numbers,  which 
showed  a  soft  0.2%  gain  in  October,  suggest  that  spending 
may  hold  up  through  this  holiday  season. 


Next  year,  though,  will  be  much  tougher.  The  consum 
slump  may  be  deep  and  long-lasting,  and  the  political  impl 
cations  could  be  enormous.  "There's  growing  evidence  th 
the  economy  will  become  a  dominant,  if  not  the  domina: 
issue  of  2008,"  says  independent  pollster  John  Zogby.  "II 
even  to  the  point  where  the  numbers  of  people  who  say  Iraq 
the  No.  1  issue  are  starting  to  decline." 


WIDE-OPEN  CREDIT  WINDOW  |ep 

Truth  is,  economists  have  been  complaining  about  excessr  jjas 
borrowing  and  spending  since  the  early  1980s.  Journalis  to! 
began  writing  about  consumers  being  "tapped  out,"  "procJWi 
ligate,"  and  "spendthrift."  Magazines  and  newspapers  regi  i:_ 
larly  ran  stories  about  debt -ridden  Americans  not  being  ab  j  \\ 
to  buy  holiday  presents  for  their  kids. 

But  no  matter  how  many  times  economists  predicted  ti 
demise  of  the  consumer,  the  spending  continued.  The  late  Mi 
data  from  the  Bureau  of  Economic  Analysis  show  that  the  pe»  J:> : 
sonal  savings  rate— the  share  of  income  left  after  consum]  fe. 
tion— fell  from  12%  in  1981  to  just  over  zero  today.  And  detfjtio 
service,  which  is  the  share  of  income  going  to  principal  aii|!tc 
interest  on  debt,  kept  rising  (charts).  Those  numbers  arei  t!K 
dead -on  accurate:  The  data  has  been  revised  endlessly,  an 
the  BEA  includes  outlays  on  higher  education  as  consumn 


IS  A  25-YEAR 
SHOPPING 
SPREE  OVER? 

Tighter  lending  is  likely  to  force 
consumers,  already  weighed 
down  by  debt,  to  rein  in  their 
spending 
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on  rather  than  saving,  which  would 
isera  odd  to  families  who  have  socked 
i  vay  thousands  of  dollars  for  college. 
i  But  the  story  line  is  clear.  Consum- 
es' outlays  have  outpaced  the  growth 
:  their  income  for  a  long  time .  Lenders 
arned  how  to  judge  risk  and  expand 
le  pool  of  potential  borrowers  — and 
te  party  was  on.  "The  most  important  factor  has  been  that  it 
i  easier  to  borrow,"  says  Christopher  D.  Carroll,  a  Johns  Hop- 
ins  University  economist. 

I  While  many  companies  struggled  in  the  2001  recession 
lid  afterward,  American  consumers  just  kept  borrowing.  "In 
)Ol-02,  the  credit  window  was  open  for  anyone  who  had  a 
rise,"  says  Merrill's  Rosenberg. 

:.WER  TRIPS  TO  THE  MALL? 

lot  this  time,  though.  "The  consumer  is  retrenching,  big- 
|.ne,"  says  Richard  Hastings,  economic  adviser  to  the  Fed- 
ation  of  Credit  &  Financial  Professionals.  "It's  starting  to 
it  to  the  point  where  people  are  achieving  levels  of  debt  that 
ie  getting  uncomfortable." 

I  The  question,  though,  is  just  how  much  consumers  will  re- 
tain their  free  -  spending  ways .  Research  by  economist  C  ar- 


THE  SUBPRIME  CRISIS  MARKS  THE  BEGINNING  OF  THE 
END  FOR  THE  LONG  BORROW-AND-BUY  BOOM.  BANKS 
CAN  NO  LONGER  TREAT  CONSUMERS  AS  A  SAFE  BET 


roll  suggests  that  every  $1  decline  in  house  prices  lops  about 
9 1  off  of  spending.  The  current  value  of  residential  housing  is 
about  $21  trillion,  according  to  the  Federal  Reserve.  So  if  home 
prices  fall  by  10%,  as  many  people  expect,  that  would  lead  to 
roughly  a  $200  billion  hit  to  spending  over  the  next  couple  of 
years.  A 15%  tumble  in  home  prices  would  produce  a  $300  bil- 
lion pullback  in  spending ,  or  about  3%  of  personal  income . 

That  accords  well  with  calculations  by  BEA  economists. 
They  figure  that  households  took  out  $340  billion  in  cash  from 
mortgage  and  home -equity  financing  in  2006.  That  source  of 
funding  could  largely  disappear  over  the  next  couple  of  years. 

Three  percent— that  doesn't  sound  like  a  lot.  Look  a  little 
closer,  though,  and  it's  a  bigger  hit  than  it  seems.  The  reason 
is  that  much  of  what  the  government  counts  as  consumer 
spending  is  not  directly  controlled  by  households.  For  exam- 
ple, the  $1.7  trillion  in  medical  costs  is  counted  as  consumer 
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A  BIG  PULLBACK  IN  SPENBING  MAY  NBT  LEAB  TB  A 


RECESSION.  THESE  BAYS  WHEW  AMERICANS  BUY 
FEWER  CLBTHES,  THE  PAIN  IS  FELT  BVERSEAS 


spending,  but  85%  of  that  is  spent  by  the  government  and 
health  insurers,  not  individuals.  And  $1.5  trillion  in  "hous- 
ing services"  is  listed  as  part  of  consumer  spending,  but  for 
homeowners  it  really  just  represents  the  value  of  living  in  a 
home  rather  than  any  spending  they  can  change.  It's  mainly  a 
bookkeeping  convention,  not  a  real  outlay. 

So  that  2% -3%  decline  in  income  directly  hits  the  wallet 
and  the  discretionary  purchases  that  households  actually 
control.  One  logical  place  for  cutbacks  is  apparel.  Autos  will 
be  hit .  Another  target  could  be  luxury  items,  a  surprisingly  big 
part  of  discretionary  spending.  Pamela  N.  Danziger,  president 
of  Unity  Marketing  in  Stevens,  Pa.,  conducts  a  quarterly  on- 
line survey  of  adults  earning  $75,000  a  year  and  up.  She  found 
that  people  who  make  more  than  $150,000  have  been  unaf- 
fected, but  the  rest  are  cutting  back  on  luxury  goods  such  as 
fashion  accessories.  "They  are  taking  a  very  cautious  atti- 
tude," says  Danziger. 

A  LIFT  FROM  EXPORTS 

Will  the  consumer  crunch  spread  to  the  rest  of  the  economy  ? 
Conventional  wisdom  is  that  consumer  spending  makes  up 
70%  of  gross  domestic  product.  While  technically  true,  that 
figure  is  deceptive,  because  so  much  of  what  Americans  buy 
these  days  is  made  overseas.  Compared  with  the  early  1980s, 
which  was  the  last  time  consumers  cut  back,  much  more  of 
what  Americans  buy  is  made  abroad.  Today,  imports  of  con- 
sumer goods  and  autos  run  about  $740  billion  a  year.  That's 
fully  one -third  of  consumer  spending  on  goods  outside  of 
food  and  energy.  As  a  result,  most  of  the  spending  cutbacks 
won't  cost  Americans  their  factory  jobs— those  factory  jobs 
have  mostly  fled  offshore  anyway.  Workshop  China,  in  con- 
trast, will  get  hurt. 

What's  more,  it's  still  a  low-rate  world  for  most  nonfinan- 
cial  corporations,  which  have  access  to  relatively  cheap  funds 
for  expansion  and  capital  investment.  Asia  and  Europe  are 
continuing  to  expand,  with  German  and  French  growth  ac- 
celerating in  the  third  quarter.  Exports  of  aircraft  and  other 
big  items  are  likely  to  rise,  too,  supplying  the  U.S.  economy 
with  an  extra  lift .  In  other  words,  globalization  has  made  con- 
sumers less  central  to  the  American  economy. 

Still,  the  consumer  recession  will  hit  some  parts  of  the 
economy  harder  than  others.  Particularly  at  risk  are  retail- 
ers, who  have  already  seen  sharp  declines  in  their  stock  prices 
since  the  extent  of  the  subprime  crisis  became  clear.  Nord- 
strom shares,  for  example,  fell  from  52  in  September  to  as 
low  as  32  before  rebounding.  On  Nov.  14,  Macy's  cut  its  sales 
forecast  for  the  fourth  quarter,  sending  its  stock  down  to  $28 
a  share  from  $43  in  July.  "Retailers  are  looking  to  pare  inven- 
tories," says  Rosenberg. 

Not  everyone  thinks  American  shoppers  are  tapped  out. 

BUSINESSWEEK  I  NOVEMBER  26,  2007 


Consumers  have  about  $4  trillion  in  u 
used  borrowing  capacity  on  their  ere 
cards,  enough  to  keep  spending  aflo 
points  out  Stuart  A.  Feldstein,  preside 
of  SMR  Research  in  Hackettstown,  N 
which  studies  consumer  loan  market 
But  executives  from  Capital  O 
Financial,  Bank  of  America,  Disco1 
Card,  Washington  Mutual,  and  others  have  told  investc 
in  recent  conference  calls  that  they  are  using  more  cauti 
in  extending  credit.  Chief  Financial  Officer  Gary  L.  Perlin 
Capital  One,  the  nation's  No.  5  card  issuer,  says  he  belie-" 
last  year's  historically  low  defaults  by  credit -card  holdi 
were  partly  driven  by  the  real  estate  boom,  particularly 
previously  hot  housing  markets  such  as  Arizona,  Califorr 
and  Florida.  Those  benefits  also  have  seemed  to  run  out. 
a  result,  says  Perlin,  Capital  One  is  tightening  lending  sta 
dards  and  limiting  credit  lines. 

More  rate  cuts  by  the  Fed  can  cushion  the  impact  of  1 
consumer  cutbacks  but  not  avert  them  altogether.  It's  besl 
think  of  this  as  the  end  of  a  long-term  spending  and  borro 
ing  bubble,  where  the  role  of  policy  is  to  keep  the  inevita 
adjustment  from  turning  into  panic.  "The  Fed's  job  is  to  k( 
us  all  calm  and  reasoned,"  says  Carroll. 

Everyone  now  seems  to  be  coming  up  with  remedies.  / 1 
Nov.  8  congressional  hearing,  Fed  Chairman  Ben  Bernar 
suggested  legislation  that  would  temporarily  add  liquid! 
to  the  jumbo  loan  market.  And  the  possibility  of  a  consuri 
slump  already  has  Presidential  candidates  and  their  st£j 
looking  ahead.  "Potentially,  the  next  subprime  crisis  is 
issue  of  credit  -  card  debt ,"  says  Austan  D.  Goolsbee,  econor  j 
adviser  to  Democratic  hopeful  Barack  Obama  and  a  profes 
at  the  University  of  Chicago  Graduate  School  of  Business.  1 1 
Illinois  senator's  view,  says  Goolsbee,  is  that  the  U.S.  need:1 
improve  oversight  in  the  credit -card  market.  Republican  a 
didate  Mitt  Romney  suggests  eliminating  taxes  on  savings ;  j 
investment  by  low-  and  middle-class  families,  a  move  t  ( 
could  help  make  up  for  a  tougher  credit  environment. 

The  politicians  can  say  what  they  want.  Recession  or 
Americans  had  better  get  ready  to  tighten  their  belts. 
-  With  Peter  Coy  in  New  York  and  Dawn  Kopecki  and  Jane  S<  j| 
seen  in  Washington 


\/e  look  at  things  from  a  different  perspective  -  for  the 
enefit  of  our  clients.  By  building  on  our  experience 
nd  expertise  globally,  we  help  our  clients  realize  new 
pportunities.  This  has  been  our  ambition  since  1 856. 
ww.credit-suisse.com 
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China's  stocks  are  sky-high.  And  Chinese  companies  are 
huge  investors.  That  means  a  serious  market  backslide  will 
send  balance  sheets  into  free  fall 


every  investor  on  the  planet  is  trying  to  handicap 
ppens  when  China's  scorching-hot  stock  markets 
tart  to  cool  off.  The  conventional  wisdom  is  that 
greenhorn  individual  investors  will  take  the  hit, 
>rporate  China— the  companies  that  make  shirts, 
ips,  and  run  utilities— won't  feel  much  at  all.  The 
nomy  these  companies  operate  in  is  far  too  strong 
:ected  by  stock  wobbles,  goes  the  argument.  The 
corporate  shares  may  fall,  but  underlying 
5  will  power  on. 


That  line  of  argument,  though,  is  looking  sus- 
pect for  the  simple  reason  that  companies  big  and 
small  are  now  playing  the  markets  with  abandon, 
using  corporate  funds  to  invest  in  each  other's  initial 
public  offerings  and  bolster  their  bottom  lines.  Although 
figures  are  hard  to  pin  down,  Morgan  Stanley  figures  a  third 
of  reported  corporate  earnings  in  China  stem  from  invest- 
ments outside  companies'  core  businesses— which  in  al- 
most all  cases  means  plowing  money  into  stocks.  "It's  quite 
dangerous  for  these  Chinese  companies  because  these  gains 
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have  no  cash  basis,"  says  Ding  Yuan,  a 
professor  of  accounting  at  ChinaEu- 
rope  International  Business  School 
in  Shanghai.  "It's  really  frightening." 

Scarier  still  is  what  could  hap- 
pen if  the  stock  markets  head  south. 
Shanghai  is  more  than  700  points  off 
its  all-time  high  of  6,124,  reached 
on  Oct.  16,  though  as  of  Nov.  14  it 
was  still  up  102%  for  the  year.  If  and 
when  stock  prices  start  to  fall  in  ear  - 
nest,  companies  will  have  to  report 
these  portfolio  losses  on  their  in- 
come statements,  depressing  their 
earnings.  That,  in  turn,  could  hurt 
their  own  stock  prices,  pushing  the 
market  down  both  further  and  fast  - 
er.  "It's  a  replay  of  what  happened 
in  Japan  during  their  bubble,"  says 
David  Webb,  a  Hong  Kong-based 
corporate  governance  expert  and 
non-executive  director  of  Hong 
Kong  Exchanges  &  Clearing.  Japan 

Inc.  gorged  on  stock  and  real  estate,  only  to  tumble  into  the 
red  when  those  markets  collapsed. 

To  see  how  big  an  impact  investment  income  can  have 
on  earnings,  consider  the  Youngor  Group,  which  has  some 
$800  million  in  annual  sales.  Since  the  garment  maker  was 
founded  in  1979,  Ningbo-based  Youngor  has  grown  into 
one  of  China's  top-selling  apparel  brands.  But  these  days 
those  operations  pale  in  significance  beside  its  stock  port- 
folio. Youngor's  holdings  include  shares  in  China  Life,  Bank 
of  Ningbo,  and  Citic  Securities,  the  country's  largest  broker 
and  a  red-hot  stock  in  its  own  right.  Gains  on  these  shares 
helped  Youngor  book  $223.6  million  in  investment  income 
for  the  first  nine  months  of  the  year,  accounting  for  98.5%  of 
overall  earnings. 
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HOOKED  ON  EQUITIES 

Is  Youngor  concerned  about  its  de- 
pendence on  Citic  shares  and  other 
equities?  A  member  of  Youngor's 
investment  department,  who  re- 
quested anonymity,  downplays  the 
investments  as  "just  a  supplement." 
The  company  continues  to  load  up 
on  shares,  though.  Hoping  for  a  re- 
peat of  its  hit  with  Citic ,  Youngor  has 
even  applied  to  regulators  to  partici- 
pate in  a  secondary  offering  of  Hai- 
tong  Securities,  whose  shares  have 
rocketed  885%  since  its  IPO. 

By  increasing  the  number  of  available  shares,  IPOs  like 
Haitong's  have  amplified  the  role  that  stock  investments  now 
play  in  companies'  income  statements.  Wind  Info  of  Shang- 
hai, which  provides  financial  data  on  listed  companies  in 
China,  estimates  that  as  of  June  30, 494  listed  companies  had 
stock  market  holdings  worth  $45 .6  billion,  vs.  $2.3  billion  held 
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by  163  companies  a  year  earlier.  Morgan        An  investor 

Stanley  figures  "noncore"  earnings  from  in  Chen9du 

,    '      ,  ,    j,  .  checks  out  stock  I 

stock,  real  estate,  and  other  ventures  ac-  .    .      . 

'  '  prices  at  a  local 

counted  for  54.1%  of  profits  in  China's         brokerage 
health -care  sector  and  64.6%  in  the  con- 
sumer goods  sector. 

In  China,  few  investors  possess  the  ability  to  comb  throug 
financial  statements  and  distinguish  a  company's  operatin 
earnings  from  its  stock  plays.  "People  overestimate  Chines 
investors'  sophistication,"  says  Jerry  Lou,  head  of  Chin 
research  at  Morgan  Stanley.  "Somebody  needs  to  point  ov 
that  the  emperor  has  no  clothes." 

Professor  Ding  cites  the  case  of  Black  Peony,  a  textile  com 

pany,  as  an  example  of  what  happens  in  a  hot  market.  Inth 

first  half  of  this  year,  Black  Peon 

recorded  profits  of  $5.8  million 

almost  all  of  it  from  gains  in  sharr 

like  Air  China,  dividends  fror 

other  stocks,  and  payouts  from  aii 

filiates.  Meanwhile,  its  core  texti. 

business  is  struggling.  "They're  no 

controlling  any  costs  because  life 

easy,"  says  Ding.  Wang  Panda,  vie* 

chairman  of  Black  Peony,  admi' 

his  business  did  not  do  well.  But  1 

defends  his  investments,  saying  1 

has  put  much  more  money  into  al 

filiates  than  the  stock  market.  "V 

have  diversified,"  he  says. 

Until  recently  banks  lent  freely  at  low  rates  to  bankroll  coir 

panies'  investment  portfolios.  Now  regulators  are  trying  1 

stem  the  lending  by  increasing  bank  reserve  requirements.  Bi 

those  tempting  IPOs  keep  coming,  and  corporate  investors  a 

still  lining  up.  No  one  inside  China  Inc . ,  it  seems,  wants  to  thii 

about  what  happens  when  the  bubble  bursts.  1 BW 1 


ONTARIO  HAS  BEEN  GRANTED  MORE  PATENTS 

THAN  SWEDEN,  SWITZERLAND,  OR  AUSTRALIA.  0^.  „-  ^  a„„e 

its  part  to  keep  the  U.S.  Patent  Office  working  overtime.  Canada  as  a  whole  ranks  eighth 
in  the  world  ,n  the  number  of  patents  granted,  almost  half  of  which  originated  in  Ontario. 
Many  great  innovations  were  developed  here,  in  technology,  automotive  and  life  sciences. 
And  the  pace  of  innovation  continues  into  genomics,  robotics  and  holography.  Innovation 
comes  naturally  in  Ontario  because  our  44  universities  and  colleges  produce  the  highest  ratio 
of  university-educated  workers;  56%  have  a  post-secondary  education,  the  highest  rate  in  the 
industrialized  world.  In  fact,  our  spirit  of  innovation  and  quality  of  life  also  attract  renowned 
scientists,  researchers  and  engineers  from  around  the  world!  Our  approach  to  business  is 
equally  innovative.  We  are  committed  to  commercializing  groundbreaking  science  with  generous 
R&D  tax  incentives,  public  research  institutions,  and  economic  strength  attractive  to  investors. 
In  a  knowledge-based  economy,  Ontario's  belief  in  innovation  is  one  of  a  kind.  There's  no  better 
place  in  the  world  to  do  business. 


- 


Ontario 

Canada 

2ontario.com/innovation 
1-800-819-8701 


■  Ontario  company  Photonix  Imaging     . 
have  'developed 'a  revolutionary  3D  imaging 
process  that  creates  diagnostic  holograms 

direct.from  a  digital  source.  '".."■'■■''■■:'.'■. 
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IF  YOU  WANT  TO 
PLAY  IN  CHINA... 

Strategies  for  managing  risk  in  an  overheated  market 


By  Aaron  Pressman 

If  you're  worried  about  investments 
in  China,  you're  in  good  company. 
Last  month,  Warren  E.  Buffett  liqui- 
dated the  last  of  his  stake  in  oil  giant 
PetroChina,  just  weeks  before  the 
company  staged  a  spectacular  share 
offering  on  the  Shanghai  exchange. 
"We  never  buy  stocks  when  we  see 
prices  soaring,"  the  Oracle  of  Omaha 
told  reporters  on  a  trip  to  China  at  the 
end  of  October. 

Chinese  stocks  have  certainly 
soared.  The  benchmark  CSI  index  is 
up  more  than  152%  year  to  date.  And  a 
flood  of  Chinese  companies  have  gone 
public  as  ADRs,  or  shares  on  U.S.  ex- 
changes, with  six  that  have  more  than 
doubled  in  price  over  the  past  year. 

So  how  do  you  play  the  white  - 
hot  China  market  without  getting 
burned?  Here  are  some  ways. 

Chinese  stocks  may  be  overvalued, 
but  many  analysts  think  the  country's 
economy  will  continue  to  clock 
double-digit  growth  for  years.  That's 
why  Mark  Coir  gerofthe 
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Empiric  Core  Equity  Fund,  advises 
clients  to  "go  with  the  companies  that 
sell  to  China."  He  favors  Korean  steel 
producer  Posco  and  mining  giant 
BHP  Billiton,  both  of  which  benefit 
from  China's  demand  for  industrial 
materials. 

There  are  even  ways  for  investors  to 
profit  from  the  quality  issues  plagu- 
ing some  Chinese  exports.  European 
companies  such  as  Bureau  Veritas, 
InterTek  Group,  and  SGS  see  higher 
revenues  from  increasing  demand 
for  testing  of  Chinese  exports,  says 
Barry  P.  Dargan,  manager  of  the  MFS 
International  Growth  Fund.  "They're 
growing  very  well,  and  there  are  going 
to  be  more  and  more  requirements  for 
testing,"  he  says. 


Some  analysts  favor  a  low- risk 
strategy  known  as  pairs  trading  com- 
monly employed  by  sophisticated 
investors  and  hedge  funds.  It  works 
like  this:  You  look  for  pairs  of  stocks, 
usually  in  the  same  industry,  that 
have  very  different  prospects.  Then 
you  buy  the  better  stock  and  short 
an  equal  dollar  amount  of  the  more 
troubled  company's  shares. 

Charles  Kirk,  a  professional  inves- 
tor and  author  of  the  Kirk  Report 
blog,  screened  Chinese  equities  that 
trade  in  the  U.S.  to  look  for  possible 
pairs.  The  screen  looked  at  company 
fundamentals  as  well  as  recent  trad- 
ing patterns. 

Kirk  came  up  with  15  high-risk 
and  15  low-risk  stocks.  Over  the  past 
three  weeks,  the  low-risk  group  has 
outperformed  the  high-risk  stocks  by 
11  percentage  points.  Possible  pairs 
trades  from  Kirk's  list  include  buying 
Shanda  Interactive  Entertainment 
or  Ctrip.com  from  the  low-risk  list, 
while  shorting  Hurray!  Holding  or 
UTStarcom  from  the  high-risk  side. 

For  the  more  bearish,  ProFunds,  a 
Bethesda  (Md.)-based  money  manag- 
er, has  just  introduced  an  exchange - 
traded  fund  designed  to  move  twice 
as  much  per  day  in  the  opposite  direc  - 
tion  of  the  FTSE/Xinhua  China  25,  an 
index  of  25  Chinese  stocks  that  trade 
in  the  U.S.  It  includes  giants  China 
Mobile,  PetroChina,  and  the  Indus- 
trial &  Commercial  Bank  of  China.  "If 
you  have  the  view  that  there's  a  China 
bubble,  this  is  a  way  to  turn  that  to 
your  advantage,"  says  ProFunds  CEO 
Michael  L.  Sapir.  It  isn't  as  risky  as 
shorting  stocks,  a  strategy  in  which 
losses  are  unlimited  if  the  stock  price 
keeps  rising.  ProFund  buyers  can't 
lose  more  than  the  amount  they 
spend  on  the  ETF.  And  ETFs  can  be 
held  in  retirement  accounts  where 
shorting  stocks  is  prohibited.  1 BW 1 


STOCKS  MAY  BE  OVERVALUED,  BUT  THE  ECONOMY 
IS  GROWING.  ONE  FUND  MANAGER'S  ADVICE: 


"GO  WITH  THE  COMPANIES  THAT  SELL  TO  CHINA" 
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The  future  is  now 


Japanese  keep  reinventing  tomorrow 

Some  people  have  a  knack  for  finding  better  ways  to  do  things  — and  for  finding  better  things  to 

do.  japart  boasts  more  than  its  share  of  persistently  inventive  individuals,  and  they  work  their 

lutinS^erfect  magic  from  one  end  of  the  archipelago  to  the  other,  from  Hokkaido  to  Okinawa. 

i  creative  spirits  continue  to  raise  expectations  in  high-tech  manufacturing,  in  on-line 

,  in  every  sort  of  enterprise  imaginable.  And  their  talents  and  creativity  are 
■  '■ 

ItO  companies  everywhere  as  business-friendly  policies  make  Japan  more 

'-?stment  than  ever.  Hitch  your  wagon  to  a  rising  sun. 
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Industrial  Clusters  Ripen  across  Japan 


A/hat  springs  to  the  minds  of  most 
signers  when  they  think  of  Japan  outside 
:yo?  The  ancient  temples  of  Kyoto,  the 
:-spring  spas  of  Hakone,  or  the  ski-slopes 
Hokkaido  perhaps,  for  these  are  some  of 
most  celebrated  tourist  destinations  in 
country. 

ndeed,     Japan's     varied     geography, 
late,  and  history  have  made  possible  a 
le  range  of  holiday  attractions  through- 
its  47  prefectures.  But  this  wealth  of 
)ortunities  is  hardly  limited  to  tourism, 
ocal  assets  have  nurtured  world-class 
inesses  and  provide  fertile  ground  for 
stors,  both  domestic  and  foreign  alike, 
he  good  news  is  that  local  governments 
king  the  cue  from  the  government's 
to  double  FDI  levels  as  a  portion  of 
by  2010  -  are  now  avidly  welcoming 
ign  direct  investments, 
he  key  strategy  by  which  regions  are 
rentiating  themselves  is  the  formation 
idustrial  clusters.  Since  2001 ,  1 7  cluster 
ects  are  being  promoted  nationwide 
er  the  guidance  of  the  Ministry  of 
nomy,  Trade  and  Industry.  These  clusters 
ripening  and  beginning  to  bear  fruit, 
foreigners    taking    active    part    in 
wing  and  gathering  this  rich  harvest. 

fioku 

onsider  the  "Monozukuri  Corridor" 
ter  in  the  Tohoku  region,  comprised  of 
prefectures  in  the  northeast  of  Japan, 
keystone  of  Tohoku's  cluster  plan  is  its 
Id-class  R&D  environment,  including 
)ku  University,  which  is  renowned  for 
nd-breaking  technological  innovations 
reas  such  as  semiconductors,  metals 
communications. 

ne  promising  cluster  project  based  on 
)ku's  R&D  strengths  is  the  Sendai- 
nd  Wellbeing  Center  (FWBC):  a 
boration  of  Japanese  and  Finnish 
panies,  universities,  and  public  sector 
es  seeking  to  develop  health  and 
are  appliances  and  services  for  the 
d  market. 

umerous  Finnish  SMEs  are  taking  part 
is  center,  established  in  2005,  eager  to 
;s  the  country's  rapidly  growing 
cal  and  nursing  care  market.  As  Japan's 
lation  ages  at  the  fastest  clip  among 
•trialized  nations,  the  health  and 
re  business  in  the  country  is  expected 
lloon  to  75  trillion  yen  by  2010. 
cording  to  the  center,  the  Finnish 
rnment  and  companies  were  drawn  to 
particular  region  by  its  attractive 
ion,  strong  research  infrastructure, 
:he  enthusiastic  backup  of  Sendai  City, 
ually  appealing  to  investors  is  the 
n's  low-cost  investment  environment: 
prices  for  industrial  lots  in  Tohoku  are 


among  the  lowest  in  Japan,  a  quarter  of  the 
Kanto  region;  office  spaces  are  a  fraction  of 
those  in  the  capital;  and  average  labor  costs 
are  more  than  20  per  cent  lower  than  in 
major  urban  areas. 

Attesting  to  this  competitive  business 
environment,  Sandvik  Coromant,  the 
Swedish  manufacturer  of  cutting  tools,  says 
that  its  model  factory  in  Tohoku  has 
succeeded  in  lowering  production  costs 
below  those  of  its  Chinese  factories. 

Automotive  hubs 

In  terms  of  manufacturing,  local  govern- 
ments across  the  country  are  promoting  the 
concentration  of  specific  industries  best 
suited  to  local  assets.  Such  hubs  in  the 
automotive  sector  have  exerted  a  particu- 
larly strong  pull  on  foreign  companies. 

The  Greater  Nagoya  Region  (comprised 
of  Aichi,  Gifu,  and  Mie  prefectures)  is  the 
powerhouse  of  the  world's  second  largest 
car-making  industry  and  continues  to  draw 
new  foreign  investments  in  automotive 
design  and  production  facilities.  Home  of 
Toyota,  the  area  is  booming  not  only  with 
Toyota-related  enterprises,  but  the  R&D  and 
production  sites  of  other  top  car  makers 
and  countless  parts  suppliers. 

Only  two  years  ago,  DuPont,  the  US 
chemical  giant,  opened  a  10  million  dollar 
research  center  in  the  area. 

"Japan  is  one  of  the  leading  countries  in 
the  world  in  technology  innovation  for 
automotive  industries.  It  is  therefore  crucial 
for  us  to  establish  an  Automotive  Center  in 
Japan  to  collaborate  with  customers," 
DuPont  says. 

Another  region  emerging  as  an  automo- 
tive center  is  Northern  Kyushu,  which  aims 
for  production  of  1.5  million  vehicles  per 
year.  The  region's  lower  business  costs, 
wealth  of  human  resources,  and  quality  of 
life  have  attracted  as  many  as  300  foreign 
companies,  not  only  in  the  automotive,  but 
a  wide  range  of  sectors. 

Beyond  its  advantages  as  a  manufactur- 
ing hub,  Northern  Kyushu's  location  -  near 
Seoul,  Taipei,  Shanghai,  and  Hong  Kong  - 
makes  it  an  ideal  launching  pad  for  business 
that  involves  Japan  and  the  Asian  market. 

Fresenius  Medical  Care  Japan,  the 
German  dialysis  device  maker,  has  recently 
expanded  its  production  base  in  Fukuoka 
Prefecture,  with  an  eye  to  the  rest  of  Asia. 

"To  be  able  to  manufacture  and  market 
goods  in  Japan,  where  quality  expectations 
are  extremely  stringent  gives  us  a  significant 
advantage  in  expanding  into  Asia  and  the 
Pacific  region,"  says  Fresenius. 

Biotechnology  and  IT 

Other  regions  have  been  promoting  the 


formation  of  biotechnology  and  advanced 
medical  technology  clusters,  acting  as 
engines  in  Japan's  booming  biotech 
market.  The  sector,  estimated  at  1 .76 
trillion  yen  in  2005  (second  largest  in  the 
world),  is  expected  to  surge  to  25  trillion 
yen  by  2010 

Kobe  City  has  been  at  the  vanguard  of 
this  sector.  Under  the  Kobe  Medical  Indus- 
try Development  Project,  a  massive 
complex  of  biotech,  pharmaceutical 
companies  and  research  labs  have  been 
established  in  Kobe's  Port  Island.  The 
cluster,  focused  on  clinical  applications  of 
regenerative  medicine,  has  attracted  106 
medical  firms  of  which  1 7  are  foreign. 

Yet  another  plank  in  regional  cluster 
formation  has  been  the  country's  IT  indus- 
try -  the  largest  domestic  industry  in  terms 
of  market  scale,  at  1 15  trillion  yen.  From 
Sapporo  Valley  in  the  north  to  the  Kyushu 
Silicon  Cluster  Plan  in  the  south,  various 
regions  are  pursuing  IT  business  chances 
as  the  country  accelerates  into  a  "ubiqui- 
tous network  society". 

Kanagawa  Prefecture  is  at  the  forefront 
of  this  IT  growth.  With  a  large  accumula- 
tion of  computer  companies  and  employ- 
ees in  Japan,  its  prefectural  capital, 
Yokohama,  has  been  designated  a  special 
business  zone  for  IT.  Foreign  firms,  includ- 
ing the  Indian  systems  giant,  Wipro,  have 
flocked  to  the  city  to  take  advantage  of 
deregulation  measures,  including  priority 
processing  of  visas  and  stay  extensions  for 
foreign  engineers. 

In  Yokohama  and  elsewhere,  regions 
across  the  country  now  await  foreign 
participation  with  elements  necessary  for 
investment  success:  market  size  and 
potential;  extensive  R&D  spending; 
enviable  access  to  markets  in  Asia;  concen- 
tration of  leading  companies  in  the  field; 
abundance  of  skilled  labor;  high  quality  of 
life;  and  sophisticated  consumers. 

Moreover,  Japan  boasts  economic  and 
currency  stability,  stringent  intellectual 
property  right  protection  laws,  and 
business  costs,  particularly  in  areas 
outside  of  Tokyo,  which  compare 
favorably  with  the  rest  of  Asia. 

The  question,  then,  is  not  "whether?", 
but  "where?"  For  it  is  the  width  and  depth 
of  assets  in  its  various  regions  that  makes 
Japan  a  compelling  place  to  do  business; 
and  the  doors  to  each  of  those  investment 
opportunities  are  now  wide  open. 


JETRO  is  a  government-related  organization 
that  works  to  promote  mutual  trade  and 
investment  between  Japan  and  the  rest  of  the  world. 

Information  on  regional  industrial  clusters  and 

business  partners  is  available  at  JETRO's  homepage.  Please  visit 

*  http ://www  jetro.O:* 
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_ks  and  trailers  need  to  be  busy  on  the  road  to  ke 
ught  delivery  schedules.  Effectively  making  money, 
rather  than  costing  money.  Unplanned  down  time  mu 
be  avoided. 

5KF  is  leading  the  way  in  this  effort.  Our  pre-greasi 
and  sealed  integrated  wheel-bearing  arrangements 
can  extend  wheel-end  life  to  1  000  000  kilometres 
and  beyond. 

By  sharing  our  expertise,  experience  and  creativity 

industries  can  boost  performance  beyond  expectation 

Vant  to  set  new  milestones?  Challenge  our  specialists 
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NFO  TECH 

By  Arik  Hesseldahl 

First,  cell  phones  made  the  street  - 
corner  pay  phone  obsolete.  Now 
they're  doing  away  with  the  need  to 
ask  for  directions.  A  surge  in  phones 
with  built-in  satellite  navigation  ca- 
pability has  sparked  a  wave  of  creative 
mapping  and  locating  services.  And 
it  has  set  off  a  multibillion- dollar 
scramble  by  companies  to  buy  up  digi- 
tal navigation  technologies. 

The  number  of  navigation -ready 
cell  phones  will  hit  162  million  this 
year,  or  more  than  seven  times  the 
number  of  such  devices  sold  for  use  in 
cars  or  other  nonphone  gadgets,  says 

rhe  Paperless  Map 
Is  the  Killer  App 

Forget  media  downloads.  Cell  customers  really 

vant  GPS  and  navigation  features 

i 
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researcher  iSuppli.  You  only  have  to 
scan  phone  company  ads  to  see  how 
they  are  touting  navigational  features: 
The  new  N95  smartphone  from  Nokia 
plays  music  and  videos,  but  it  also  has 
a  chip  that  receives  signals  from  the 
government's  Global  Positioning  Sys- 


This  spring,  wireless  users  spent  nearly 
twice  as  much  on  navigation  as  they  did  to 
download  music  to  their  phones 


tern  satellites,  enabling  the  phone  to 
display  maps.  Research  In  Motion  is  al- 
ready putting  navigation  features  into 
its  BlackBerry  smartphones.  Other  big 
phonemakers  including  Motorola  and 
Samsung  are  doing  the  same.  Apple, 
having  put  a  version  of  Google  Maps 
on  its  iPhone,  is  widely  expected  to  add 
GPS  chips  and  live  mapping  in  2008. 

Phone  carriers  and  software  devel- 
opers alike  have  been  quick  to  offer 
location-based  services  that  go  way 
beyond  simple  street  directions.  Veri- 
zon's Chaperone  service  allows  parents 
to  track  the  location  of  kids  from  their 
phones  or  on  the  Web  and  sends  a  mes- 
sage when  they  reach  their  destination. 
Loopt  lets  Sprint  and  Boost  Mobile 
customers  track  friends— imagine 
a  buddy  list  overlaid  on  a  map— and 
sends  alerts  when  they're  nearby. 
Services  like  those  rang  up  $92  million 
in  sales  in  the  third  quarter,  or  58%  of 
what  consumers  spent  to  download 
software  to  phones,  Nielsen  Mobile 
found.  This  spring,  wirelessusers 
spent  on  average  nearly  twice  as  much 
on  navigation  as  they  did  to  download 
music  to  their  phones,  says  David  Gill, 
a  Nielsen  Mobile  analyst. 

To  understand  why  phone -based 
navigation  is  suddenly  so  hot,  talk  with 
Debby  Ramundo.  The  senior  project 
manager  at  Seattle's  Swedish  Medical 
Center,  Ramundo  oversees  200  doctors 
and  nurses  who  visit  patients  who  can't 
travel  to  a  doctor's  office.  Like  millions 
of  other  people,  clinicians  are  hard- 
pressed  to  get  to  the  right  place  on  time. 
That  can  be  especially  tricky  in  fast  - 
growing  Seattle,  where  new  residential 
streets  pop  up  out  of  nowhere.  So  last 
year  the  medical  center  handed  out 


GPS- equipped  Nextel  cellphones.  The 
phones  offer  such  features  as  spoken 
turn-by-turn  directions. 

Such  options  until  recently  could 
be  found  only  in  $3 00 -plus  dashboard 
devices.  The  software,  from  TeleNav,  a 
Sunnyvale  (Calif.)  company,  costs  each 
user  $10  a  month. 
But  Ramundo 
says  efficiency 
gains  for  medi- 
cal workers  more 
than  offset  the 
added  costs:  "Ev- 
ery hour  they're 
not  here  in  the  office  getting  directions 
or  getting  lost  is  a  billable  hour  they're 
out  seeing  patients." 

THE  GPS  BANDWAGON 

For  years,  satellite -based  naviga- 
tion technology  was  restricted  to  the 
military,  which  used  it  to  position 
troops  or  guide  missiles.  The  govern- 
ment purposely  made  GPS  signals  too 
fuzzy  for  civilians  other  than  hikers  or 
boaters  to  find  useful.  That  changed 
in  2000,  though,  when  civilians  were 
given  access  to  more  accurate  signals. 
An  industry  quickly  sprang  up  for 
car-based  navigation,  which  is  a  $6.8 
billion  business  today,  says  iSuppli. 

Now  GPS  phones  are  embedded  with 
tiny  chips  that  receive  signals  from 
the  collection  of  31  GPS  satellites  that 
blanket  every  inch  of  the  Earth  with  a 
faint  radio  signal.  A  receiver  needs  to  be 
within  range  of  at  least  four  satellites  at 
once  to  determine  its  location  accurate- 
ly. That  is  drawn  on-screen,  matching 
latitude  and  longitude  with  maps  sent 
via  wireless  Net  connections. 

As  more  players  jump  into  naviga- 
tion ,  it  has  triggered  a  wave  of  deal  - 
making  that  reflects  the  nervousness 
of  established  players.  Makers  of  car- 
based  or  other  dedicated  (nonphone) 
devices  worry  that  competitors  will 
gain  control  of  essential  mapping  data, 
which  show  names  and  locations  of 
streets,  homes,  restaurants,  and  hotels 
and  must  be  regularly  updated. 

The  two  companies  supplying  that 
data,  Chicago-based  Navteq  and  Neth- 
erlands-based Tele  Atlas,  are  now  being 
rolled  up.  In  July,  one  of  the  largest 
car -navigation  outfits,  Dutch  concern 
TomTom,  moved  to  acquire  Tele  Atlas 


for  $2.3  billion.  Stock  in  rival  Navteq 
soared  on  the  expectation  it  would  be 
acquired  by  Garmin,  TomTom's  Olath 
(Kan.) -based  competitor,  or  perhaps 
Google  or  Microsoft,  which  operate 
mapping  sites.  But  on  Oct.  1  phone  gi- 
ant Nokia  jumped  in  with  an  $8.1  billic 
deal  to  buy  Navteq— a  price  nearly  14 
times  its  $582  million  in  2006  sales. 

Faced  with  having  to  buy  mapping 
data  from  a  competitor,  Garmin  an- 
nounced on  Oct.  31  a  hostile  $3.3  billio 
bid  for  Tele  Atlas.  TomTom  responded 
with  a  $4.3  billion  offer.  Garmin  has  ui 
til  Dec.  4  to  counter.  The  buyout  binge 
isn't  likely  to  end  there.  Analysts  say 
possible  targets  include  TeleNav,  whic 
supplies  navigation  software  to  carri- 
ers, and  its  rival  Networks  In  Motion  0 
Aliso  Viejo,  Calif.  Also  in  the  spotligh 
is  Kirkland  (Wash.)-based  Inrix,  spui 
off  from  Microsoft  in  2004.  It  supplie 
live  traffic  data  on  55,000  miles  of  U.! 
roads.  Its  sole  competitor,  Traffic. cor 
was  bought  earlier  this  year  by  Navte 
and  is  becoming  part  of  Nokia. 

For  navigation  outfits  that  see  Nok-j 
as  a  competitor,  that  raised  the  pos- 
sibility of  losing  access  to  traffic  data 
well  as  mapping  data.  So  they're  furi 
ously  signing  agreements  with  Inrix, 
says  President  and  CEO  Bryan  Mistel 
"The  last  120  days  have  been  the  best  j 
days  in  our  company's  history."  1 BW 
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Navigation  Games 

All  sorts  of  outdoor  games  have 
sprung  up  around  GPS  devices. 
The  earliest  is  geocaching,  a 
global  treasure  hunt  in  which 
participants  hunt  down  hidden 
objects  using  satellite  navigation 
and  Web-posted  coordinates  and 
replace  the  items  with  something 
else.  In  geodashing  golf,  you  rack 
up  points  based  on  how  close  you 
get  to  9  or  1 8  computer-generated 
points  in  a  selected  area  (the 
GPSgames.org  site  says  "the 
course  creation  engine  does  try  to 
keep  the  holes  out  of  the  ocean"). 
And  GPSManiac.com  suggests 
geocapsuling  to  get  family 
members  out  of  the  house:  Hide  a 
gift— say,  the  keys  to  a  new  car— in 
a  faraway  place  and  put  the 
coordinates  on  a  card. 
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See  Clearly. 


Dun  &  Bradstreet  is  the  world's  leading 
source  of  business  information  and  insight 
on  the  companies  that  are  important  to 
your  business.  Our  Solutions  for  Customer 
Data  Integration,  powered  by  our  exclusive 
DUNSRight™  Quality  Process,  give  you  a 
single  view  of  your  customers. 


w.dnb.com/cdi 
1.234.3867 


D&B:  CDI  Starts  Here. 
That's  D&B*  Sure. 
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SOCIAL  NETWORKING 


Facebook  Is  Losing  Face 
On  the  Web 

When  Facebook  presented  its  Social  Ads 
strategy  on  Nov.  6,  CEO  Mark  Zuckerberg 
was  expected  to  explain  how  the  social 
networking  site  came  to  be  worth  $15 
billion.  But  as  details  trickled  out  about 
how  marketers  would  target  site  mem- 
bers based  on  personal  data,  a  backlash 
kicked  up  in  the  blogosphere.  A  sample: 

Ashkan  Karbasfrooshan  at  WatchMo- 
jo.com:  "Facebook has. . .basically  sold 
out  its  user  base." 

Matt  Asay  at  CNET  blog  The  Open 
Road:  "Surely  there's  more  to  Web  2.0 
than  whoring  social  data  for  profit. 
Right?  Right??" 

Nick  Carr  at  RoughType.com:  "First 


A  blogger  says 
Zuckerberg's 
"Facebook  has... 
basically  sold  out 
its  user  base" 


you  get  your  users  to 
entrust  their  personal 
data  to  you,  then  you 
not  only  sell  that  data 
to  advertisers  but  you 
get  the  users  to  be  the  vector  for  the  ads. 
And  what  do  the  users  get  in  return?  An 
animated  Sprite  Sips  character  to  inter- 
act with." 

Who  knows  if  the  views  represent 
Facebook's  50  million  members.  But 
clearly  its  honeymoon  has  ended. 
-Robert  D.Hof 


IMAGE  PROCESSING 


Building  a  3D  World 
One  Snapshot  at  a  Time 


That  photo  you  snapped  of  Aunt  Tilly  in  front  of 
Notre  Dame  may  help  Netizens  find  their  way 
around  the  world.  Researchers  at  the  University 
of  Washington  are  using  pictures  from  the  photo - 
sharing  Web  site  Flickr  to  create  richly  detailed  3D 
models  of  some  of  the  world's  most  famous,  and 
frequently  snapped,  landmarks. 

The  researchers  have  created  software  that  syn- 
thesizes hundreds  of  photos,  digitally  editing  out 
the  Aunt  Tillys  and  stitching  together  the  images. 
The  challenge  in  using  random  travel  snaps  is  there's 
no  consistency  from  one  shot  to  the  next.  Light- 
ing is  different.  Angles  vary.  Image  quality  runs  the 
gamut.  So  the  researchers  created  algorithms  to 
filter  out  extraneous  data  and  meld  the  images. 

The  current  modeling  lacks  color  and  texture. 
In  time,  researchers  hope  to  create  city  models  far 
more  detailed  than  views  from  Google  Earth.  "In- 
stead of  looking  at  a  map,  you're 
actually  there,"  says  Steven  Seitz, 
a  UW  associate  professor 
of  computer  science  and  engi- 
neering. -Jay  Greene 


More  than  650 
photos  were 
synthesized  to 
create  this  model 
of  Notre  Dame 
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The  Thorn 
In  Tl's  Side 


Texas  Instruments  has  more 
than  $14  billion  in  annual 
sales  in  large  part  from  its 
domination  of  the  market  for 
chips  that  act  like  wireless 
modems  in  mobile  phones. 
But  lately  a  tiny  San  Jose 
company,  CEVA,  has  been 
giving  TI  fits.  CEVA  licenses 
designs  for  these  digital 
signal  processors  (DSPs)  to 
companies  such  as  Infineon 
Technologies, 
Broadcom,  and 
NXP  Semi- 
conductors, 
where  they  are 
usually  included 
as  a  component 
in  chips  sold  to 
handset  makers. 

TI  got  its  60% 
share  of  the  DSP  market  by 
selling  stand-alone  chips  to 
large  handset  makers  includ- 
ing Nokia,  Motorola,  and 
Samsung.  But  by  building 
DSPs  into  chips  that  have 
other  functions,  chipmak- 
ers  can  undercut  Tl's  prices. 
Also,  handset  makers  like  the 
idea  of  having  more  than  one 
supplier.  As  more  of  them 
shifted  to  other  chipmakers, 
Tl's  DSP  sales  have  fallen  for 
four  quarters. 

CEVA  got  its  start  with 
"outfits  like  China's  Spec- 
trum. Now  it's  moving  into 
phones  made  by  Nokia,  Sam 
sung,  and  LG,  and  Apple's 
iPhone.  Because  CEVA  gets 
revenues  from  licensing, 
sales  are  minuscule,  $35  mil-  far 
lion  forecast  for  this  year.  Bu  pr 
they  grew  by  12%  in  the  thirc 
quarter.  -  Steve  Hamm 
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ALL-WEATHER  INVESTING 


Mutual  Shares  Fund— Designed  for  Any  Market  Condition. 


E  Mutual  Series  fund  managers  don't  try  to  forecast 
the  market.  Their  disciplined,  deep-value  approach 
to  investing  focuses  on  finding  out-of-favor 
investments  with  significant  upside  potential  and  reduced 
downside  risk.  The  result— historically  solid  long-term  performance 
and  lower  relative  volatility  across  market  cycles. 

Uncovering  opportunities  that  the  market  has  overlooked 
requires  a  unique  perspective.  At  Mutual  Series,  that  comes 
from  over  50  years  of  searching  for  hidden  values  in  all  types 
of  markets.  For  details  on  how  this  perspective  may  benefit 
your  portfolio,  see  your  financial  advisor,  call  1-800-FRANKLIN 
or  visit  franklintempleton.com/mutualseries. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<GAIN   FROM  OUR  PERSPECTIVE®  > 


MUTUAL  SHARES  FUND-Class 
Strong  Performance  &  Lower  Volatility 


itility 


Beta"1 

0.86 

0.79 

0.58 

0.62 


Before  investing  in  Mutual  Shares  Fund,  you  should  carefully  consider  the  fund's  investment 

goals,  risks,  charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's 

prospectus,  which  you  can  obtain  from  your  financial  advisor.  Please  read  the  prospectus 

carefully  before  investing. 

Investment  return  and  principal  value  will  fluctuate  so  that  your  shares,  when  redeemed, 

may  be  worth  more  or  less  than  the  original  cost.  Performance  data  guoted  includes  the 

maximum  5.75%  initial  sales  charge,  and  represents  past  performance,  which  does  not 

guarantee  future  results.  More  recent  returns  may  differ  from  figures  shown;  for  most  recent 

month-end  performance  figures,  please  visit  franklintempleton.com.  The  fund  may  charge 

a  2%  fee  on  redemptions  within  seven  days. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403 


Average  Annual  Total  Returns" 
As  of  9/30/07 

1-Year  7.26% 

3-Year  12.15% 

5-Year  13.66% 

10-Year  8.64% 

aximum  initial  sales  charge  5.75% 
pense  ratio  1.16% 

^e  securities  may  not  increase  in  price  as  anticipated  or  may  decline  further  in  value.  Foreign  securities  risks  include  currency  fluctuations  and  political  uncertainty, 
sting  in  companies  involved  in  mergers  or  other  restructurings  carry  special  risks  as  pending  deals  may  not  be  completed  on  time  or  on  favorable  terms, 
e  fund  offers  other  share  classes,  subject  to  different  fees  and  expenses,  which  will  affect  their  performance. 

werage  annual  total  returns  represent  the  average  annual  increase  in  value  of  an  investment  over  the  indicated  periods  and  assume  reinvestment  of  dividends  and  capital 
>  at  net  asset  value. 
Beta  is  a  measure  of  a  fund's  volatility  relative  to  the  S&P  500  Index.  A  beta  iower  than  1.00  indicates  volatility  lower  than  the  market's.  Source:  Thomson  Financial  9/30/07. 
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How  Danone  Turns 
Bacteria  into  Bucks 


Sophisticated  R&D  helps  the  yogurt  maker  find  new 
microbes— and  sell  the  health  benefits  to  consumers 


By  Carol  Matlack 

Viewed  under  a  microscope,  Bifidus  an- 
imalis  DN-173010  looks  like  a  plump, 
slightly  misshapen  jelly  bean.  But  when 
this  bacterium  gets  into  your  digestive 
tract,  it  is  one  tough  customer.  Passing 
through  the  stomach,  it  survives  a  bath 
in  gastric  acid  strong  enough  to  corrode 
metal.  Then  it  moves  into  the  intestine, 
teaming  up  with  other  microorganisms 
to  push  fecal  matter  through  the  colon. 

That  may  be  more  than  you  wanted 
to  know.  But  this  patented  bug  is  mak- 
ing millions  for  Paris  food  company 
Groupe  Danone.  It's  the  key  ingredient 
in  Activia,  a  yogurt  Danone  is  mar- 
keting as  an  aid  to  regularity.  Activia 
posted  nearly  $2  billion  in  worldwide 
sales  last  year,  up  30%.  Analysts  say 
its  introduction  in  the  U.S.  in  2006 
through  the  company's  Dannon  divi- 
sion was  one  of  the  most  successful 
product  launches  in  recent  food -in- 
dustry history,  with  sales  expected  to 
reach  $300  million  this  year. , 

Activia  exemplifies  what  Danone 
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Milk  mixed  with 
Bifidus  animalis 
bacteria  at  a 
Danone  lab 
outsii 


feel  better  and  maybe  even  look  better 
Danone  has  become  a  leader  in  the  fas 
growing  business  of  functional  foods. 
And  it  has  far  outpaced  competitors 
in  persuading  consumers  to  buy  food 
enhanced  with  these  bugs. 

"What  Danone  has  done  is  base  the 
[products]  on  science  and  clinical  stuc 
ies,"  says  Gregor  Reid,  a  microbiologis 
at  the  University  of  Western  Ontario. 
"That  is  what  pharmaceutical  compa- 
nies do,  but  it's  very  unusual  for  a  fooc 
company,  because  profit  margins  are 
much  lower." 
The  headquarters  of  Danone 's 

bacteria  research 
is  an  airy  glass - 
and  -  wood  buildir 
in  the  countryside 
southwest  of  Pari  f c 
There  Danone  ha; 
amassed  a  trove 
of  3, 500  deep- 
frozen  bacteria 
cultures.  The 
collection  started! 
in  the  1950s,  whe:,m 
Danone  employee  t lce 
started  bringing   ' 
back  dairy  prod 
ucts  from  their 
travels  worldwide  if1' 
and  swapping 
samples  with 
university  labs. 
The  original  goal 
was  to  identify  ne 
bacteria  strains 
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may  do  better  than  any  other  company 
in  the  world:  turn  bacteria  into  bucks. 
By  using  sophisticated  science  to 
identify  microbes  that  can  make  people 


that  would  produce  tastier  yogurt. 

Until  recently  most  of  the  bacteria 
had  received  only  cursory  analysis. 
Activia 's  Bifidus  bug,  for  example,  sat 
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Siebel  CRM  On  Deman 
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•   Pre-Built  Integrations  to  ERP 


•    Tailored  By  In 
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r  more  than  a  decade  before  research - 
s  discovered  that  it  helped  ease  con- 
ipation.  But  now,  armed  with  a  new 
neration  of  gene  -  sequencing  equip  - 
ent  that  can  map  a  bacterium's  DNA 
three  days,  a  team  of  loo  researchers 
scouring  the  collection  for  potential 
ockbusters.  "The  more  we  look,  the 
ore  we  are  finding  health  benefits," 
ys  Gerard  Denariaz,  a  Danone  micro - 
ologist  who  oversees  the  effort. 

INICAL  TRIALS 

ie  such  discovery,  Lactobacillus 
sei  DN-114001,  appeared  to  give  the 
unune  system  a  boost  in  clinical  tri- 
>.  It's  an  ingredient  in  a  yogurt  drink 
troduced  in  the  U.S.  this  year  under 
e  brand  name  DanActive.  In  France, 
e  company  last  year  unveiled  Es  - 
nsis,  a  drinkable  yogurt  the  company 
rims  can  "nourish"  the  skin.  Other 
cteria  show  potential  for  dampen- 
l  inflammation  and  fighting  obesity, 
nariaz  says. 

Danone  devotes  about  $240  million 
pually,  or  1.2%  of  revenues,  to  R&D. 
ice  the  company's  scientists  believe 
y  have  a  potentially  profitable 
ain,  Danone  goes  through  painstak- 
;  efforts  to  test  the  new  bacteria  on 
mans.  The  company  has  sponsored 
»re  than  20  clinical  tests  on  yogurts 
itaining  healthy  bacteria,  following 
>tocols  similar  to  those  used  in  drug 
lis.  In  a  recent  study,  researchers 
lowed  4,000  people  who  drank  the 
Txunity-boosting  yogurt  Actimel 
ly  for  six  months  in  150  locations 
rldwide. 

)ne  goal  of  the  health  studies  is  to 
vide  Danone  with  ammunition  to 


defend  its  products  before  European 
Union  regulators,  who  are  imposing 
tougher  rules  on  food  companies  mak- 
ing health  claims  for  their  products. 
(The  Food  &  Drug  Administration 
generally  doesn't  require  food  compa- 
nies to  substantiate  such  claims.)  But 
impressing  regulators  is  not  the  only 
reason  Danone  conducts  such  elabo- 
rate trials.  It  has  turned  science  into  an 
effective  promotional  tool,  detailing  re- 
search on  its  Web  site  and  sending  data 
packets  to  doctors.  Rivals  such  as  Gen- 
eral Mills'  Yoplait  have  published  just 
a  few  studies  on  the  probiotic  yogurts 
(those  containing  healthy  bacteria) 
they  sell.  Switzerland's  Nestle  discon- 
tinued a  probiotic  yogurt  it  launched  in 
the  late  1990s.  "If  you  commercialize 
your  science  in  the  right  way,  you  own 
the  market,  and  that's  what  Danone  has 
done,"  says  Julian Mellentin,  executive 
director  of  London's  Centre  for  Food& 
Health  Studies. 

It's  no  secret  why  Danone  is  devot- 
ing so  much  energy  to  bacteria.  Those 
little  bugs  command  top  prices.  A 
standard  four-  serving  pack  of  Activia, 
for  example,  sells  in  most  countries 
for  more  than  $3,  about  twice  the  price 
of  conventional  brand-name  yogurts. 
With  probiotic  yogurts  accounting  for 
almost  a  third  of  its  $20  billion  sales, 
Danone  is  poised  for  8.7%  annual 
growth  over  the  next  three  years,  out- 
pacing larger  rivals  such  as  Nestle,  with 
5.9%  growth,  and  Unilever,  with  4.2% 
growth,  says  Andrew  Wood,  an  analyst 
with  Sanford  C.  Bernstein  &  Co. 

Many  American  merchants  pre  - 
dieted  that  Activia  would  be  a  failure. 
Juan  Carlos  Dalto,  who  heads  Danone's 
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Hope  You're  Hungry 

In  a  broad  evaluation  of  nutra- 
ceutical  health  claims  published  in 
February,  2007,  Consumer  Reports 
notes  that  some  of  the  new 
generation  of  functional  foods 
are  impractical.  It  takes  10  cups 
of  omega-3  enhanced 
spaghetti,  for  instance,  to  get  the 
same  dose  of  heart-protective 
omega-3  as  you  would  get  in  two 
servings  of  fish. 


A 


More  Bacteria  Benefits 

In  its  November,  2007,  edition,  the 
scientific  journal  Nutrition  Reviews 
summarizes  a  growing  body  of 
research  on  the  benefits  of  "good" 
bacteria.  Besides  aiding  digestion, 
these  microorganisms  appear  to 
reinforce  the  immune  system, 
dampen  allergic  reactions,  and 
even  enhance  bone  density.  The 
1 1  co-authors  are  scientists  in  the 
U.S.,  Canada,  and  Europe. 


North  American  division,  recalls  that 
an  executive  at  one  major  U.S.  retail 
chain  asked:  "Are  you  really  sure  you 
want  to  put  small  cups  with  billions  of 
bacteria  on  our  food  shelves?"  In  a  bow 
to  American  sensitivities,  Activia  ads 
refer  only  obliquely  to  intestinal  func- 
tions, using  terms  such  as  "discomfort" 
and  "natural  regularity." 

The  plan  worked.  Says  Michelle  Bar- 
ry, a  marketing  consultant  that  advised 
the  company  on  Activia's  U.S.  launch: 
"They  got  the  message  across  without 
grossing  consumers  out."  ibwi 
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SCANDALS 


Siemens  Braces  for  a 
Slap  from  Uncle  Sam 


After  paying  huge  fines  in  Germany  for  bribery,  the 
multinational  faces  even  stiffer  penalties  in  the  U.S. 


By  Jack  Ewing 

Peter  Loscher,  the  new  CEO  of  Ger- 
man electronics  and  engineering 
giant  Siemens,  is  desperately  trying 
to  dig  his  company  out  of  the  biggest 
bribery  scandal  in  German  corporate 
history.  On  Nov.  8,  Siemens  disclosed 
that  its  own  internal  investigation  has 
uncovered  $1.9  billion  in  question- 
able payments  made  to  outsiders  by 
the  company  from  2000  to  2006.  That 


staggering  sum  deeply  interests  U.S. 
authorities  in  Washington  who  want  to 
make  an  example  of  Siemens. 

How  did  the  long  arm  of  the  U.  S. 
law  reach  into  the  offices  of  Germany's 
most  important  company?  Because 
its  shares  are  listed  on  the  New  York 
Stock  Exchange  and  it  has  extensive 
operations  in  the  U.S. ,  Siemens  is 
subject  to  the  provisions  of  the  U.S. 
Foreign  Corrupt  Practices  Act.  The 


act  has  given  the  Justice  Dept.  and 
Securities  &  Exchange  Commission 
the  authority  to  launch  investigations 
with  which  Siemens  is  cooperating. 
Munich  prosecutors,  who  uncovered 
evidence  that  Siemens  used  bribes  to 
land  contracts  around  the  globe,  have 
already  extracted  $290  million  in  fines 
But  Siemens  is  bracing  for  an  even 
nastier  bite  from  the  Americans.  "The 
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otential  fines  are  much  bigger  than 
rhat  companies  have  been  used  to  in 
Germany,"  says  Peter  von  Blomberg, 
eputy  chair  of  the  German  chapter  of 
Yansparency  International. 
Washington  wants  to  hold  foreign 
ompanies  to  the  same  standards 
s  their  U.S.  competitors.  To  make 
leir  point,  U.S.  regulators  have  been 
nown  to  deliberately  upstage  foreign 
governments  in  the  penal- 
ties they  hand  out.  Dis- 
satisfied with  a  $3  million 
penalty  Norway  imposed  on 
energy  producer  Statoil  for 
paying  bribes  in  Iran,  U.S. 
authorities  last  year  hit  the 
company  with  an  additional 
$18  million  in  penalties.  (The 
company  did  not  admit  guilt 
in  the  case.) 

The  financial  penalty  may 

not  be  the  worst  of  it.  As 

part  of  a  settlement  with 

U.S.  authorities,  Siemens 

will  likely  have  to  install  a 

team  of  monitors  to  make 
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sure  the  company  banishes  palm- 
greasing  permanently. 

The  monitors,  who  could  number  in 
the  hundreds,  will  have  carte  blanche 
to  snoop  anywhere  in  the  company 
they  want,  never  mind  the  cost.  They 
will  report  directly  to  U.  S.  authorities, 
but  Siemens  will  have  to  pay  the  bill. 
Siemens  has  already  spent  $500  mil- 
lion on  its  own  internal  investigation, 
which  was  overseen  by  New  York- 
based  law  firm  Debevoise  &  Plimpton. 

Given  the  looming  presence  of  U.S. 
investigators,  it's  no  surprise  that  Sie- 
mens is  showing  contrition.  "We  will 
go  wherever  the  evidence  takes  us," 
says  Peter  Y.  Solmssen,  a  U.S.  lawyer 
and  Siemens  board  member  respon- 
sible for  compliance. 

But  before  they  devise  a  fitting  pen- 
alty, Justice  and  SEC  lawyers  want  to 
determine  how  much  profit  Siemens 
earned  from  its  bribes — an  inquiry 
that  could  take  months,  even  years. 
Says  Solmssen:  "We  still  have  a  long 
way  to  go."  1 BW 1 
-With  Eamon  Javers  in  Washington 
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Bribers  Beware 

Enforcement  of  anticorruption 
statutes  is  on  the  rise  in  China, 
says  the  November,  2007,  issue 
of  legal  newspaper  The 
Metropolitan  Corporate 
Counsel.  China  was  required  to 
pass  anticorruption  laws  as  a 
condition  of  joining  the  World 
Trade  Organization  in  2001  and 
has  turned  into  one  of  the  world's 
most  aggressive  prosecutors  of 
bribery,  writes  Jeffrey  Harfenist, 
managing  director  of  UHY 
Advisors,  an  international  tax 
consultancy.  Since  2005,  Beijing 
has  prosecuted  more  than  21 ,000 
cases  of  commercial  bribery, 
creating  huge  headaches  and 
potential  liabilities  for  U.S. 
companies  that  rely  on  local 
agents  to  get  deals  done.  The  U.S. 
Justice  Dept.  is  interested  in 
following  up  on  Chinese 
investigations  involving  the  local 
representatives  of  U.S.  companies 
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Hedge  fund  hotshot  James  Altucher's  Web  site 
helps  investors  see  what  the  smart  money  is  doing 


By  Aaron  Pressman 

Last  year,  hedge  fund  manager  James 
Altucher  got  a  seemingly  irresistible 
offer.  A  much  larger  fund  would  give 
him  more  than  $100  million  to  invest, 
leveraging  the  strategies  that  Altucher 
had  perfected.  The  catch:  The  enthu- 
siastic multitasker  would  have  to  give 
up  everything  else  on  his  plate  -ap- 
pearances on  CNBC ,  columns  in  the 
Financial  Times  and  TheStreet.com, 
and  writing  books,  such  as  Trade  Like 
a  Hedge  Fund-  to  concentrate  on  the 
new  fund. 

It  was  an  offer  Altucher,  39,  could 
refuse,  and  did.  Instead,  he  and  his 
fund  partner,  Dan  Kelly,  32,  decided 
to  take  their  investing  strategy  to  the 
masses.  The  result  is  the  Web  site 
Stockpickr.com,  where  investors  can 
view  the  portfolios  and  latest  publicly 
available  moves  of  hundreds  of  suc- 
cessful pros,  including  Warren  Buffett, 
hedge  fund  great  George  Soros,  or 


mutual  fund  manager  and  Yale 
professor  Martin  Whitman. 
Several  million  people  have 
visited  the  site  so  far  this  year, 
and  traffic  has  quadrupled 
since  January.  In  April,  Altucher  sold 
his  controlling  stake  to  TheStreet.com 
in  a  deal  that  valued  the  venture  at 
about  $10  million. 

The  Internet  has  allowed  inves- 
tors to  tap  into  a  world  of  data  about 
companies  and  markets  with  the  click 
of  a  mouse .  But  the  flood  of  informa- 
tion can  be  overwhelming  and  difficult 
for  ordinary  investors  to  harness.  Now 
a  new  set  of  Web  sites  is  springing  up, 
like  Stockpickr  and  GuruFocus.com,  to 
help  investors  tame  this  information 
glut  and  use  it  to  make  smarter  invest  - 
ing  decisions.  Altucher  adds  his  own 
perspective  on  Stockpickr,  focusing  on 
the  footsteps  of  value  managers,  those 
who  buy  deeply  undervalued  and  out  - 
of-favor  companies.  The  site's  visitors 


At  Altucher's 
Stockpickr.com 
investors  can 
view  the  pros' 
portfolios 


also  form  a  virtual  community  whose 
members  interact  with  each  other, 
answering  one  another's  questions 
and  sharing  knowledge  about  various 
strategies. 

Stockpickr 's  front  page  features 
annotated  updates  of  the  latest  pro 
portfolios  posted  by  Altucher  and  Kel 
along  with  new  ideas  they've  tested 
using  historical  stock  data.  Recently, 
Stockpickr  was  featuring  the  latest 
portfolios  from  Harvard's  endowmen 
mutual  fund  star  John  Osterweis,  and 
stocks  whose  characteristics  are  simi- 
lar to  those  Buffett  has  invested  in.  Tr 
site  is  free;  it  makes  mone; 
from  advertising. 

Following  the  moves  of 
successful  managers  just 
from  Securities  &  Exchanj 
Commission  filings  can 
be  extremely  complicated 
for  a  layperson,  says  Tong 
Yao,  a  finance  professor  at 
the  University  of  Arizona 
whose  research  helped 
uncover  the  advantages  ol 
piggyback  investing.  "We: 
sites  like  Stockpickr  that 
can  process  the  informatii 
and  provide  ready-made 
investment  signals  that  ait 
proven  to  work  will  be  goc 
news  for  investors,"  he  saj 

Stockpickr  isn't  the 
answer  for  someone  who 
wants  an  automated  inve^ 
ing  plan.  It  doesn't  produ 
a  single  preferred  portfoli 
or  replace  the  need  to  sort  through 
many  potential  stock  plays;  it's  more 
of  an  idea  factory.  One  of  the  site's 
most  popular  features  is  a  function  t 
compare  ordinary  investors'  picks  w 
those  of  the  pros.  More  than  100, oo< 
people  have  posted  their  own  port  - 
folios.  Their  performances  are  track* 
for  all  to  see.  The  site  spits  back  an 
Amazon. corn-like  suggestion  list  of 
stocks  owned  by  professional  mone) 
managers  whose  holdings  are  simila: 

Users  who  post  their  picks  and 
commentary  give  Stockpickr  consid 
erably  more  vitality  than  other  sites, 
says  Roger  Ehrenberg,  president  oft 
research  firm  Monitorno:  "It's  not  1: 
a  message  board.  It's  more  like  a  col- 
laborative community."  1  bw  1 
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If  you  seek  an  atmosphere  that  is  as 
individual  as  you  are,  TAP  Pharmaceutical 
Products  Inc.  is  the  place  for  you. 
A  visionary  enterprise  with  a  highly 
diverse  workforce,  TAP  markets 
leading  products  for  gastroenterology, 
gynecology  and  urology. 


You'll  be  an  integral  part  of  a  supportive 
culture,  one  that's  comprised  of  many 
different  faces,  and  many  different 
backgrounds.  A  spirit  of  teamwork  will 
support  your  success,  and  we  believe  a 
career  at  TAP  will  prove  to  be  one  of  your 
most  valuable  decisions.  Join  our  network 
of  more  than  3,000  professionals 
nationwide  who  are  positively  affected  by 
our  commitment  to  improving  lives. 


At  TAP,  diversity  is  defined  as  cultural, 
visual,  thought,  perspective,  gender, 
generational  and  lifestyle.  Inclusion  is 
about  practices  and  policies  that  create  an 
environment  where  an  employee's 
diversity  can  thrive.  TAP  fosters  an 
environment  where  the  unique  talents 
and  perspectives  of  all  TAP  employees 
are  sought  out,  understood,  valued, 
respected  and  leveraged. 
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TAP  is  where  you  want  to  be.  For  more  information  on 
career  opportunities,  please  visit  our  Web  site: 

TAP.com 
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TAP  Pharmaceutical  Products  Inc.,  located  in  Lake  Forest,  IL,  is  a  joint  venture  between  Abbott,  headquartered  in  Abbott  Park,  IL  and 
Takeda  Pharmaceutical  Company  Limited,  of  Osaka,  Japan.  An  equal  opportunity  employer  committed  to  diversity. 
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Leaders  of  Color 


Diversity  Leadership  in  the 
Corporate  Community 

Assessing  the  level  of  diversity  in  the  corporate  community  has  been  subtlety  evolving  in  recent 
years.  It  used  to  be  that  simply  measuring  the  percentage  of  minority  employees  at  a  com- 
pany was  adequate  in  determining  the  level  of  diversity  at  that  company. 

There  is  now  an  increased  recognition  that  true  diversity  means  that  the  leadership  of  an 
organization  is  diverse.  Representation  in  top  management  and  on  corporate  boards  has 
become  the  new  standard.  Many  studies  are  now  being  presented  that  show  the  correlation 
between  a  diverse  leadership  team  and  financial  performance. 


"Growth  in  both  your  technical  and  leadership  competencies  is  key  to  becoming  a 
leader.  You  must  continuously  maintain  and  enhance  your  expertise  in  the  technical 
area  while  developing  your  skills  in  the  leadership  area.  You  grow  by  knowing  the 
industry,  learning  it,  and  understanding  it.  When  that  knowledge  becomes  core, 
then  you  can  provide  leadership  as  the  expert.  "Sometimes  people  are  surprised 
that  a  professional  woman  holds  an  executive  position  such  as  mine.  I  minimize 
their  reaction  by  being  professional,  by  demonstrating  my  keen  technical  expertise, 
by  handling  each  opportunity  at  an  exemplary  level,  and  by  leading  my  team  to  an 
excellent  result." 


Dr.  Nancy  Joseph-Ridge,  M.D. 

Vice  President  of  Research  and 
Development  for  Tap  Pharmaceuticals 
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One  Team,  Many  Talents:  This  philosophy  is  true  and  more  critical  than  ever  as 
the  Toyota  family  continues  to  strive  for  excellence  in  the  vehicles  we  manufacture, 
the  financial  services  we  offer,  the  associates  we  employ,  the  communities  we  serve, 
and  the  care  of  environment  we  share. 

Serving  as  Vice  President  of  Diversity  and  Inclusion  for  Toyota  Motor  Sales,  I  have 
been  given  a  key  opportunity  and  a  fundamental  responsibility  to  support  our 
continued  growth.  This  year  we  celebrate  50  years  of  doing  business  in  the  United 
States  and  as  a  member  of  the  Toyota  family,  I  am  inspired  by  the  steadfast 
principles  that  continue  to  drive  the  company  toward  success:  respect  for  people 
and  continuous  improvement. 

Jerome  Miller 

Vice  President,  Diversity  and  Inclusion 
Toyota  Motor  Sales,  U.S.A.,  Inc. 
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Our  excitement. 


It's  built  around  you. 

Success  at  Toyota  runs  deeper  than  a  moment  of  glory.  It's  the  ongoing 
satisfaction  of  making  high-quality  products  and  then  making  them 
better.  It's  also  in  the  measure  of  support  given  to  our  associates,  our 
community  and  our  environment.  If  you'd  appreciate  an  environment 
where  achieving  is  built  into  everything  you  do,  you're  on  the  right  track. 
You're  thinking  Toyota. 

Much  of  our  success  is  due  to  our  commitment  to  diversity.  We  believe 
in  creating  new  partnerships  and  giving  opportunities  to  the  best  and 
the  brightest.  At  Toyota,  you'll  join  a  team  that  is  part  of  a  globally 
recognized  brand.  A  team  associated  with  one  of  the  most  admired 
companies  in  the  world.  A  team  committed  to  continuous  improvement. 
Discover  a  company  that  has  its  priorities  in  the  right  place,  beginning 
with  its  respect  for  people.  That's  the  Toyota  Way. 

toyota.com/jobs 
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Toyota  is  an  Equal  Opportunity  Employer  and  supports  a  diverse  and  inclusive  workforce. 
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BUSINESSWEEK  I  The  T-shirt  e-tailer  thinks  its 

snarky  style  will  work  offline,  too 


Small  Biz 


By  Maggie  Gilmour 
On  a  busy  strip  of  commerce  on 
Chicago's  North  Side,  the  new  Thread- 
less  T-shirt  store  is  crowded  with 
sporty  young  women  in  yoga  pants 
and  flip-flops,  laughing  as  they  take  in 
the  snarky  slogans.  The  most  popular 
shirt  right  now  is  a  clever  number  in 
brown  cotton  that  reads:  "Haikus  are 
easy/But  sometimes  they  don't  make 
sense/Refrigerator." 

The  1,700 -square -foot  store,  which 
opened  in  September,  is  the  first  from 
the  folks  behind  Threadless.com,  one 
of  the  hottest  T-shirt  Web  sites.  If  it 
succeeds,  the  35-employee  company 
will  join  the  likes  of  clothing  startups 
Lucy.com  and  Delias.com  in  mov- 
ing from  online  to  bricks  and  mortar. 
If  it  fails?  Oh  well.  "We  really  had  no 
good  reason  to  open  a  store,"  says  co- 
founder  and  CEO  Jake  Nickell.  "It  just 
seemed  like  a  fun  thing  to  do." 


The  story  of  Chicago's  Threadless 
begins,  appropriately,  with  a  T-shirt 
contest.  In  2000,  Nickell,  then  a 
20-year-old  studying  multimedia 
and  design  at  Illinois  Institute  of  Art, 
and  Jacob  De  Hart,  19,  an  engineer- 
ing student  at  Purdue  University,  met 
when  they  entered  an  online  T-shirt 
design  competition.  Nickell  won,  and 
the  pair  began  exchanging  e-mails.  In 
2001,  after  working  together  online  on 
a  couple  of  projects,  the  duo  decided 
to  start  their  own  T-shirt  contest 
and  company.  They  scraped  together 
$1,000  and  launched  Skinny  Corp., 
parent  ofThreadless.com.  The  con- 
cept was  simple:  People  would  submit 
T-shirt  designs  online,  visitors  would 
vote  for  their  favorite,  and  the  winner 
would  be  printed  in  limited -edition 
runs.  But  the  duo  kept  their  day  jobs  in 
advertising.  Says  Nickell:  "We  had  no 
idea  what  it  would  become." 


To  build  buzz  about  the  site,  the  t  I 
deployed  "  street  armies  "  to  talk  up  j 
the  T-shirts.  "Soldiers"  earned  ston  1 
credit  for  spreading  the  word  about  I 
Threadless.  Upload  a  photo  of  yours  I 
wearing  a  Threadless  shirt,  and  you  I 
would  get  a  credit  of  $1.50.  Refer  a 
friend  who  buys  a  T-shirt,  and  you'c  I 
earn  $3.  The  top  soldier  ended  up  wi 
$33,384  in  credit. 

A  year  later,  De  Hart  and  Nickell 
quit  their  ad  jobs  and  started  hiring  | 
employees.  Sales  went  from  $600,0 
in  2003  to  $1.5  million  in  2004.  In 
2006  they  sold  a  minority  stake  to  Ir  I 
sight  Venture  Partners  in  Chicago  ar 
this  year  added  five  employees  to  wc 
in  the  new  store.  Threadless  plans  tc 
open  outlets  in  Boulder,  Colo.,  and 
San  Francisco.  A  store  called  Thread 
less  Kids  will  follow  in  Chicago.  The: 
pair  expects  to  hit  $15  million  by  the 
end  of  2007. 

It  all  sounds  great,  but  the  shift  frc 
e-tail  to  retail  is  a  risky  one,  notes  Jii 
Okamura,  a  Chicago -based  senior 
partner  at  retail  consulting  firm 
J.C.  Williams  Group.  Web  retailers  at 
often  unprepared  for  the  costs  of  rur  1 
ningastore.inclucii 
Nickell  and  ing  rent,  payroll,  air 

Kalmikoff  will  put  *:««„„    a„j„„™-. 

utilities.  And  comi 

new  designs  first  r 

on  shelves,  then  mes  used  to  displa; 
on  the  Web  site  ing  their  products 
online  have  to  figui 
out  the  best  way  to  showcase  them  i: 
3D.  Also,  the  retail  experience  has  to 
appealing  enough  to  prompt  people 
travel  to  a  store  rather  than  buy  with: 
mouse  click. 

If  the  crew  at  Threadless  is  wor- 
ried, they're  not  showing  it.  Jeffrey 
Kalmikoff,  the  company's  creative 
director,  says  most  people  coming 
to  the  store  aren't  familiar  with  the 
Web  site,  so  they  have  no  particular 
expectations.  "This  is  just  a  fantasti  j 
opportunity  for  people  to  learn  abou 
the  brand,"  says  Kalmikoff.  As  for  m 
ing  others  a  reason  to  buy  offline,  ne 
designer  T-shirts  will  be  released  in 
store  three  days  before  they  appear  c 
the  Web.  And  although  Kalmikoff  cc 
cedes  running  stores  costs  more  tha 
shipping  T-shirts  from  the  Threadle 
warehouse/headquarters,  he  laughs 
off:  "We're  planning  on  selling  T-sh 
to  cover  those  costs."  1 BW 1 
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lor  copies  are  now  just  49e  at  FedEx  Kinko's. 

find  a  location  near  you,  go  to  fedexkinkos.com. 


rice-per-page  color  copy  is  available  at  all  FedEx  Kinko's  U.S.  locations,  including  FedE::  Kinko's  Print  Online  orders 
Bed  at  U.S.  locations,  for  one-sided  8-1/2"  x  11 "  and  one-sided  8-1/2"  x  14"  laser  paper  until  March  31, 2008  as  follows: 
annot  be  combined  with  other  coupons,  special  offers  or  discounts.  Products,  services,  and  hours  vary  by  location 
'FedEx. 
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ASIAN  HOT  GROWTH 


Warmed  by 
China's  Glow 


In  this  year's  ranking,  the  sizzle  of  even  non-Chinese 
companies  comes  from  sales  to  the  mainland 


By  Bruce  Einhorn 

If  you  run  a  modest  Japanese  chain  of 
ramen  shops,  how  do  you  stand  out 
from  thousands  of  other  noodle 
joints?  Katsuaki  Shigemitsu,  who  is  in 
charge  of  the  family-run  Ajisen  chain, 
headed  for  the  fastest -growing  market 
around:  China.  His  franchisee,  Ajisen 
(China)  Holdings,  is  now  operating 
180  noodle  shops  in  Hong  Kong  and 
the  mainland.  Shigemitsu  figures  that 
Ajisen  (China)  will  have  300  outlets 
in  mainland  China  and  Hong  Kong  by 
2010.  "This  could  be  a  springboard  for 
global  growth,"  he  says. 

China  is  the  big  theme  in  Business- 
Week's annual  Asia  Hot  Growth  rank- 
ing of  the  region's  top  100  small  and 

BUSINESSWEEK.COM   l   To  see  the  full 

1    list  of  this  year's 
Asian  Hot  Growth  companies,  please  visit 
businessweek.com/go/hotgrowthasia. 


midsize  companies.  Businesses  from 
the  mainland  and  Hong  Kong  make  up 
21  of  the  entries,  compared  with  12  in 
2006.  Throw  in  the  Taiwanese  com- 
panies that  manufacture  and  market 


Ajisen  noodle 
shop  in  Shanghai: 
The  Japanese 
are  cashing  in 


on  the  mainland  and  China  takes  up 
almost  half  the  list. 

But  even  that  accounting  under- 
estimates the  China  effect.  No.  2 
Raffles  Education  of  Singapore  runs 
for-profit  schools:  In  October  it  an- 
nounced a  deal  to  buy  the  operator 
of  a  54, 000 -student  university  near 
Beijing.  No.  15  Taewoong  of  South 
Korea  forges  heavy  metal  parts  for  sh 
engines.  They  power  the  Korean-bui 
vessels  that  ply  the  China  trade. 

The  rise  of  China  is  also  producing 
a  new  class  of  entrepreneurs.  For  yeai 
after  China  opened  its  markets,  the 
government  direct* 
capital  and  other  as 
sets  to  state -ownec 
giants.  Today,  "if  yc 
have  a  good  idea,  yc 
can  get  the  opportunity  to  execute  it, 
says  venture  capitalist  Hsu  Ta-lin  of 
H&Q.  Asia-Pacific. 

Entrepreneur  Ming  Dequan  is  the 
creator  of  Celestial  NutriFoods, 
China's  top  seller  of  soy-protein 
powder  beverages  and  No.  11  on  the 
list.  The  company's  sales  and  profits* 
more  than  quintupled  between  2002: 
and  2006,  to  $156  million  and  $49.3 
million,  respectively.  Officials  in  the 
northeast  province  where  Ming  open 
ates  have  showered  Celestial  and  otr 
soy  companies  with  tax  breaks  and 
additional  assistance,  all  to  create  a 
new  industry  for  the  region.  Now,  sa^ 
Ming,  "we're  producing  flat  out,  anc 
we  still  can't  meet  demand."  1 BW 1 
-  With  Chi  -  Chu  Tschang  in  Beijing  a; 
Hiroko  Tashiro  in  Tokyo 


THE  TOP  10 

1       Ajisen  (China)  Holdings 

Hong  Kong 

Restaurants 

2       Raffles  Education 

Singapore 

Education  and  training 

3       Hangzhou  Steam  Turbine 

China 

Heavy  power  equipment 

4       Pine  Agritech 

China 

Agricultural  products 

5       Phison  Electronics 

Taiwan 

Computer  software  storage 

6       Enric  Energy  Equipment  Holdings 

China 

Industrial  machinery 

7       E-TON  Solar  Tech 

Taiwan 

Solar  cells 

8       China  Sky  Chemical  Fiber 

China 

Textiles 

9       KS  Energy  Services 

Singapore 

Oil  and  gas  services 
3 

10     AAC  Acoustic  Technologies 

Holdings 

Hong  Kong 

Acoustic  components 

Data:  Standard  &  Poor's  Compustat,  BusinessWeek 
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BOLDNESS     CHANGES    EVERYTHING 


ArcelorMittal 


lou  believe  in  the  power  of  boldness?  Those  who  first  had  the  courage  to  overcome  their  fear  and  prove 
Earth  was  round,  did.  It  was  the  right  move  at  the  right  time.  At  ArcelorMittal,  we  call  it  boldness. 
Relieve  it  can  change  everything.  In  steel  and  everywhere.  And  as  we  look  to  the  future,  boldness  will 
us  redefine  excellence,  lead  our  industry  and  transform  tomorrow. 

w.arcelormittal.com 


transforming 
tomorrow 
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MOVIES 


Break  Out  Those  3D  Glasses 

Beowulf,  director  Robert  Zemeckis'  special-effects-laden 
retelling  of  the  Old  English  epic  poem,  may  be  the  film 
that  finally  ushers  in  the  mass  market  3D  era.  On  Nov. 
16,  Paramount  is  expected  to  release  the  film,  which  cost 
about  $150  million  to  make,  on  2,800  screens,  according 


to  box-office  analyst  Media  By  Numbers.  Of  those,  about 
750  should  show  the  3D  version.  The  computer -generatec 
images  are  so  impressive  that  several  movie  theaters  even 
moved  up  their  scheduled  installation  of  3D  projectors  to 
show  the  film,  which  stars  Anthony  Hopkins,  Angelina 
Jolie,  and  John  Malkovich,  among  others.  Several  other 
big-budget  3D  films  are  rushing  to  production,  includ- 
ing two  next  year,  James  Cameron's  Avatar  for  Fox  and 
DreamWorks'  Monsters  vs.  Aliens. 


WEB  DRAMA 


A  Creative  Outlet 
For  TV  Writers 

As  some  TV  writers  man  the 
picket  lines  to  fight  for  their 
digital  rights,  others  are  busy 
with  online  shows  they  hope 
might  get  airtime.  Marshall 
Herskovitz,  who  wrote  for 
Thirty  something,  created  the 
36 -episode  series  Quarteriife, 
now  on  MySpaceTV  and  Quar- 
teriife.com.  There's  already  talk 
that  NBC  might  want  it  for  next 
season.  Herskovitz  wouldn't 
comment  but  did  emphasize 
that  in  that  case  he  "would  talk 
to  the  [Writers]  Guild  before 
writing  more  episodes." 


COLLEGE  SPORTS 


The  Big  Ten  Battles  Big  Cable 


The  new  Big  Ten  Network  may  be  set  to  rough  up  the  cable  giants.  BTN,  which  is 
carried  by  DirecTV  and  smaller  cable  providers,  offers  sports  events  from  the  11 
universities  that  make  up  the  Big  Ten  Conference.  Neither  Comcast  nor  Time  War- 
ner chose  to  carry  the  channel.  They  say  their  third-quarter  subscriber  losses  (in 
the  tens  of  thousands)  aren't  focused  in  Big  Ten  territory.  But  Pali  Research  analyst 
Richard  Greenfield  figures  "the  pain  is  set  to  reach  a  whole  new  level"  during  the 
college  basketball  season,  when  folks  stay  indoors  more  often.  And  BTN,  owned  by 
the  universities  and  Fox,  is  running  ads  asking  fans  to  switch  to  satellite. 


AN  OVERSEAS  SENSATION 

Disney  Takes  the 
Show  on  the  Road 


Ratatouille,  the  tale  of  a  French  rat  who 
takes  over  the  kitchen  at  a  Parisian 
restaurant,  was  a  good-size  hit  for  Walt 
Disney  in  the  U.  S.  this  summer.  The 
Pixar- produced  film  had  box-office  rev- 
enues of  $206  million.  But  that  was  still 
the  lowest  of  any  Pixar  production  since 
A  Bug's  Life  in  1998.  So  what  did  Disney 
do?  Studio  chief  Dick  Cook  took  the 
movie  to  Paris,  and  beyond,  in  a  big  way. 


An  imaginative,  all-out  push  has  helped 
Ratatouille  reach  $400  million  in  foreigi 
box-office  sales,  making  it  the  third  mos 
successful  animated  Disney  film  (after 
The  Lion  King  and  Finding  Nemo). 
Faced  with  a  crowded  summer 
schedule  of  big -name  sequels,  Disney 
decided  to  delay  the  release  in  several 
European  markets  until  October,  says 
Mark  Zoradi,  president  of  Walt  Disney 
Motion  Pictures  Group.  Then  it  held  a 
star-studded  black-tie  premiere  in  Par 
that  included  guest  appearances  by  the 
city's  most  famous  chefs.  Ratatouille 
was  the  top-rated  film  in  France  for  six 
consecutive  weekends  this  fall. 
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Don't  just  watch  it,  live  it.  In  LC  Full  HO. 

Introducing  LG  1080p,  the  new  standard  in  high  definition  television.  With 
crisper  details,  intensely  vivid  colors  and  a  picture  clarity  so  far  beyond 
anything  you've  seen  before  -  it's  pretty  slick.  What  else  would  you  expect 
from  the  world's  largest  maker  of  TV  flat  panels?'  LCUSA.COM/FULLHD 


LG 


7  LC  Electronics  USA,  Inc  Engjewood  Cliffs.  NJ.  LC  Design  and  Life's  Cood  are  trademarks  of  LC  Electronics,  Inc.  "Based  on  plasma  and  LCD  module  production  Q5  2006.  Screen  images  simulated. 
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A  great  "leap"  forward  for  3G 
in  the  home  of  CDMA. 

Looking  to  fly  higher? 
Realize  your  potential. 


In  the  country  that's  home  to  CDMA,  LEAP'S  Cricket  Communications  has  selected 
Huawei  for  deploying  one  of  the  world's  first  ALL  IP  CDMA  3G  solutions. 

Why? 

Because  Huawei  could  deliver  the  world's  most  advanced  technology  (CDMA2000  1x 
EV-DO  Rev.  A)  in  an  ALL  IP  format  right  through  the  system,  from  radio  access  to  core 
networks. 

customers  will  enjoy  access  to  Huawei-enabled  top  quality  voice  and  multi-media 
services  while  Cricket  makes  significant  savings  on  its  transmission  rental  and  manpower. 

ng  to  fly  higher,  catch  the  wave,  the  Huawei  wav  - 

We're  o  continuously  innovates  to  meet  our  custom-  s'  needs. 

*t  them  fast. 


We're  the  one  who  can  help  you  realize  your  potential  and  er 
-rgence. 

www.huawei.com 
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OU'VE  GOT  DEPENDENTS? 
ROVE  IT 


By  Keith  Epstein  and  Jena  McGregor 


is  year,  many  Americans  are  rummaging  through  attics  and  safe  deposit  boxes  to  track  down 
sential  documents  for  reasons  that  have  nothing  to  do  with  the  taxman.  Yes,  they're  preparing  for 
audit,  but  this  one  is  being  performed  by  their  employer.  |  "Dependent  eligibility  audits,"  in  which 
mpanies  demand  proof  that  spouses  and  children  qualify  for  medical  benefits,  are  swiftly  becoming 
ith  fashionable  and  financially  rewarding  for  companies  frantic  to  curb  the  runaway  costs  of  health 
verage.  Companies  such  as  Boeing,  General  Motors,  and  American  Airlines  have  been  asking  work- 
to  send  in  marriage  licenses,  birth  certificates,  student  IDs,  and  tax  returns.  The  goal:  to  cull  the 
nefits  rolls  of  ineligibles,  which  could  include  ex-spouses,  stepchildren  who  live  elsewhere,  or 
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92  BENEFITS 


The  percentage 
of  dependents  who 
turned  out  to  be 
ineligible  in  a 
benefits  audit 
of  Goodyear 


29  -year  -  old  college  grads  still  being  claimed 
as  dependents.  In  the  last  year,  the  number  of 
benefit  audits  "has  just  exploded,"  says 
Watson  Wyatt  human  resources  consultant 
Susan  Johnson. 

At  best,  the  audits  are  a  device  that  can  save 
millions  in  an  employer's  health-care  costs, 
keep  premiums  down  for  legitimate  beneficia- 
ries, and  catch  outright  fraudsters.  At  worst, 
employees  who  believed  their  family  members' 
coverage  was  unassailable  may  discover  they're 
out  of  luck.  In  some  workplaces,  morale  suffers, 
too.  "Employees  really  don't  like  to  be  asked  for 
this  stuff,"  observes  Johnson.  "They  feel  like 
'What's  next?'" 

Employers  are  willing  to  risk  upsetting 
workers  because  of  a  confluence  of  challeng- 
ing trends.  They've  tried  just  about  everything 
to  stem  the  rise  in  health  insurance  expenses, 
including  mandatory  wellness  programs, 
penalties  for  smokers,  and  higher  co-pays. 
Meanwhile,  morphing  family  dynamics— high 
divorce  rates  and  blended  families— have 
helped  lead  to  more  ineligible  dependents. 
Audits  are  finding  up  to  15%  of  those  claimed  as 
dependents  aren't  entitled  to  coverage. 

Even  those  whose  dependents  are  eligible 
may  have  to  work  hard  to  prove  it.  Take  Ed 
Lutgen,  a  union  shop  steward  coordinator  in 
Seattle,  who  spent  the  last  five  months  bat- 
tling benefits  bureaucrats  at  Boeing,  where  he 
worked  for  10  years.  Though  he's  a  noncustodial 
parent  who  divorced  16  years  ago,  Lutgen  says 
Boeing  had  never  questioned  the 
eligibility  of  his  son,  now  a  high 
school  student ,  who  had  been 
covered  since  birth.  In  June,  a  let- 
ter warned  him  that  without  proof 
of  dependency  the  son  would 
be  ineligible.  A  2006  tax  return 


showing  his  son  as  a  dependent  was  not  enough 
to  satisfy  the  auditors,  though  a  copy  of  his 
old  child  support  order  finally  nailed  down  the 
coverage.  "There  might  be  some  people  gaming 
the  system,"  he  says,  "but  why  should  I  have  to 
show  them  all  of  this . . .  when  they've  known 
about  the  boy  since  the  kid  was  born?"  Boeing 
spokesman  Tim  Neale,  unfamiliar  with  Lutgen's 
case,  says  "we  are  doing  everything  we  can  to 
be  fair"  by  allowing  beneficiaries  to  appeal. 

The  services  auditors  sell  often  have  a  distinct 
law  enforcement  ring.  Some  consultants  refer 
to  audits  as  DEAs  and  use  names  like  Plan- 
Guard  to  underscore  the  defensive  nature  of 
their  services.  "Amnesty"  programs  are  also 
popular;  companies  urge  employees  to  come 
forward  voluntarily,  without  consequences,  if 
they're  covering  people  they  shouldn't.  "It's 
basically  a  get-out-of- jail-free  card,"  explains 
Brennan  Clipp,  senior  vice-president  for  sales 
and  marketing  for  HRAdvance,  which  conducts 
audits,  including  one  for  The  McGraw-Hill 
Companies,  parent  of  BusinessWeek. 

CHEATERS  BEWARE 

At  many  companies,  missing  the  deadline  for 
sending  in  paperwork  risks  having  a  depen- 
dent's coverage  dropped.  Still,  there  are  usually 
appeal  windows  of  up  to  60  days  during  which 
coverage  can  be  reinstated  if  employees  show 
proof.  A  few  companies,  however,  are  get- 
ting tough  on  those  who  procrastinate  or  are 
caught  signing  up  an  unqualified  person.  Some 


One  California  hospital's  audit  uncovered 
workers  who  had  claimed  their  neighbors 
as  dependents 
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have  made  employees  wait  until  the  next  open 
enrollment  period  before  reinstating  insurance 
if  they  repeatedly  missed  deadlines.  Clipp  says 
one  client  even  fired  workers  discovered  to  have 
enrolled  ineligible  people  because  they  violated 
its  stringent  code  of  conduct. 

The  audit  craze  also  has  given  life  to  consul- 
tants that  companies  pay  to  identify  depen- 
dents who  aren't  what  they  seem.  Howard 
Gerver,  founder  of  Franklin  Lakes  (N.J.)-based 
HR  Best  Practices,  says  he  uses  proprietary 
oftware  he  calls  the  "Brain"— Benefits  Rec- 


onciliation and  Insurance  Nego- 
tiator—to deliver  lists  of  suspect 
dependents  to  clients  such  as  Dress 
Barn,  the  women's  clothing  retailer. 
The  software,  he  says,  might  flag 
employees  with  too  many  children 
too  close  in  age,  which  could  indi- 
cate ineligible  nieces,  nephews,  or 
other  children. 

Such  aggressive  moves  are  partly 
a  response  to  employees  who  cheat 
the  system— to  save  money  or, 
consultants  say,  from  a  sense  of 
entitlement.  That  has  prompted  a 
number  of  surprises  during  audits. 
In  New  Jersey,  benefit -plan  sleuths 
uncovered  one  employee  who  tried 
to  enroll  83  dependents.  A  25,000- 
employee  California  hospital  with 
unusually  generous  rules  found 
some  workers  had  even  claimed 
neighbors  as  dependents. 

Audit  firms  say  companies  are 
often  surprised  by  the  savings. 
While  a  large  company's  audit 
might  cost  $20  to  $30  per  worker, 
the  average  annual  health -care  cost 
is  about  $3,000  per  dependent. 
Goodyear  Tire  &  Rubber,  for  instance,  trimmed 
13%  of  its  70,000  dependents,  due  to  ineligibil- 
ity, in  its  2005  audit,  saving  6%  on  costs.  "It 
was  well  worth  the  effort,"  says  Tom  Broderick, 
compensation  and  benefits  director. 

Such  culling  is  meant  to  help  companies  and 
workers  alike  lower  costs,  though  workers  may 
not  always  understand  how  they  benefit.  Audi- 
tors say  many  employers  fail  to  communicate 
the  savings.  Lutgen,  the  Boeing  veteran,  has  his 
own  thoughts  about  what  happens:  "It  never 
trickles  down."  1  bw  1 
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(094  MUTUAL  FUNDS 


In  the  investment  world,  money-market  mutual 
funds  are  supposed  to  be  safe  and  secure— th< 
equivalent  of  Fort  Knox.  But  the  recent  credit 
crunch  has  raised  the  possibility  that  the 
$3  trillion  in  money-fund  assets  may  not  be  as  well  protected  as  we  thought.  Personal  Business 
Editor  Lauren  Young  spoke  with  Peter  Crane,  president  of  Crane  Data  and  publisher  of  the  Money 
Fund  Intelligence  newsletter,  about  the  health  of  money-market  funds. 


MONEY-MARKET  FUNDS: 

A    SAFETY    CHECK     By  Lauren  /oung 


Are  money-market  funds  getting  dragged 
down  by  the  subprime  crisis? 

The  funds  can  invest  only  in  the  highest -qual- 
ity securities,  so  they  can't  buy  subprime  debt. 
Some  funds  have  bought  commercial  paper 
[short-term  debt]  from  structured  investment 
vehicles  [SIVs]  that  hold  subprime  mortgages. 
What  is  making  people  jittery  is  that  another 
batch  of  SIVs  is  on  watch  for  a  credit  down- 
grade. So,  while  a  money  fund  can't  buy  lower- 
quality  debt,  what  it  has  can  deteriorate. 

How  can  I  tell  if  a  fund  holds  any  of  these 
investments? 

It's  hard  to  figure  out,  but  the  chances  your 
money-market  fund  owns  any  of  these  securi- 
ties is  minimal.  The  subprime  crisis  has  been 
going  on  for  three  months,  while  a  money  fund 
portfolio  turns  over,  on  average,  every  30  days. 
The  vast  majority  of  securities  that  held  any 
kind  of  threat  are  long  gone.  And  we've  seen 
some  fund  advisers  purchase  troubled  securi- 
ties from  funds  or  say  they  will  back  them  up. 

Are  money  funds  rated? 

All  of  the  underlying  securities  these  funds  in- 
vest in  are  rated  by  credit -rating  agencies,  but 
only  institutional  portfolios  tend  to  be  rated. 

Are  they  guaranteed  by  any  agency? 

No.  Unlike  bank  money-market  funds,  which 
tend  to  have  lower  yields,  money-market  mu- 
tual funds  do  not  carry  FDIC  insurance. 

Why  are  money-market  funds  always  priced  at 
$1  per  share? 

It's  an  accounting  fiction.  Money-market  funds 
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Crane  says 
subprime's 
effect  on 
money  funds 
is  abating 


are  just  short-term  bond  funds.  Although  the 
target  price  for  each  share  is  $1,  a  bond  might 
be  at  0.9984:  on  the  dollar  while  another  is  at 
1.00123<£,  and  it  all  balances  out  to  $1  per  share. 

Have  funds  ever  fallen  below  $1  ? 

There  have  been  about  30  incidents  this  year  in 
which  a  manager  bought  securities  to  prevent 
a  fund  from  possibly  "breaking  the  buck."  The 
only  example  where  a  fund's  net  asset  value 
fell  below  $1  was  in  1994  when  the  $82  million 
Community  Bankers  U.S.  Government  Money 
Market  Fund  was  liquidated  and  investors  got 
96C  on  the  dollar.  It  was  an  institutional  fund, 
so  no  individual  investors  lost  money. 

There  has  been  all  of  this  Sturm  und  Drang 
over  the  possibility  of  losing  a  penny  on  the 
dollar.  Everything  the  fund  industry  has  done 
to  date  shows  it  will  protect  a  fund's  net  asset 
value  come  hell  or  high  water.  1 BW  i 
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AND  BABY  MAKES 
...BIG  BILLS 


child  is  priceless— but  raising  one  can  break 
bte  bank.  Children  born  in  the  U.S.  today  will 
ost  more  than  $338,000,  on  average,  by  the 
me  they  finish  a  public  college.  That's  accord - 
lg  to  the  parenting  Web  site  BabyCenter  (baby- 
nter.com/cost  -  of-  raising  -  child  -  calculator) , 
ased  on  College  Board  and  Agriculture  Dept. 
ata.  Send  your  precious  offspring  to  a  private 
)llege,  and  you  can  expect  to  shell  out  an  ad- 
tional  $70,300  for  tuition. 
Broken  down  by  region,  the  numbers  show 
ide  disparities.  In  the  West,  the  total  tab  with 
•ivate  college  tuition  is  $426,190,  vs.  $392,116 
the  Midwest. 

Think  college  is  the  only  big  tab?  Just  keep- 
g  a  roof  over  junior's  head  will  cost  nearly 
05,000  through  age  18.  Food  will  eat  up 
11,400,  and  health  care,  $17,400. 
For  strategies  on  paying  for  a  family,  check  out 
LisinessWeek. corn's  special  report  "The  Cost  of 
ids"  at  businessweek.com/go/07/kids. 
Lauren  Young  and  Sabrina  Siddiqui 


A  ROLLOVER  REPRIEVE 
FOR  YOUR  401(k)  HEIRS 

The  IRS  has  quietly  posted  a  notice  on  its  Web  site  that  requires 
40l(k)  plans,  starting  on  Jan.  1,  to  allow  children,  siblings,  unmar- 
ried partners,  and  other  "nonspouse"  beneficiaries  to  transfer 
40i(k)  inheritances  to  an  individual  retirement  account.  That  move 
allows  heirs  to  stretch  the  withdrawals  -  and  the  tax  bills  -  through  - 
out  their  own  lifetimes.  Before  this,  some  companies  chose  not  to 
offer  the  option,  instead  making  nonspouse  beneficiaries  withdraw 
ail  the  money  within  five  years  of  the  account  owner's  death. 

To  be  sure  your  bequest  winds  up  in  an  account  designated  for 
your  heirs,  transfer  your  40l(k)  money  to  an  IRA  upon  retirement  or 
when  you  leave  your  job.  Among  the  reasons:  "The  IRS  could  always 
change  its  mind  again  about  nonspouse  rollovers"  says  Ed  Slott, 
editor  of  the  Ed  Slott's  IRA  Advisor  newsletter.  -Anne  Tergesen 


MUTUAL  FUNDS: 

FAT  AND  GETTING  FATTER 


For  all  the  fanfare  about  index 
and  exchange -traded  funds, 
investors  still  have  a  yen  for 
old-fashioned  mutual  funds. 
Strategic  Insight,  a  research 
and  consulting  firm,  estimates 
that  actively  managed  stock  and 
bond  funds  will  collect  nearly 
$276  billion  from  investors 
this  year.  That's  the  best  an- 
nual showing  for  active  funds  in 
nearly  15  years. 

American  Funds  gets  a  lot  of 
credit  for  the  big  inflows.  Its 
funds,  which  are  sold  bv  brokers 
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and  tend  to  have  consistently 
good  returns,  pulled  in  more 
than  $57  billion  for  the  year 
through  Sept.  30,  says  Financial 
Research,  a  Boston  consultant. 
Its  two  biggest  sellers  are  Capital 
World  Growth  &  Income  Fund 
and  Growth  Fund  of  America. 
"Advisers  place  a  lot  of  trust  in 
the  firm,"  says  Christine  Benz, 
director  of  mutual  fund  analysis 
at  Morningstar,  the  Chicago 
fund  tracker.  "It's  a  no-brainer 
destination  for  them." 

But  don't  cry  for  the  indexers: 
Vanguard  Group,  State  Street 
Global  Advisors,  and  Barclays 
Global  Investors  are  all  raking  in 
cash,  too,  thanks  to  the  explo- 
sion of  exchange  -  traded  funds 
and  the  continued  popularity  of 
index  funds.  Vanguard  has  seen 
inflows  of  more  than  $57  billion 
so  far  in  2007,  according  to 
Financial  Research.  That's  more 
than  twice  as  much  as  this  time 
last  year.  -Lauren  Young 
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'(096  WINE   ROBERT  PARKER 


Gerard  Perse  is  a  former  French  supermarket 
magnate  who  turned  his  attention  and  his 
fortune  to  making  wine.  His  goal:  create  wines 
that  would  best  the  aristocrats  of  Bordeaux,  sue 
as  Chateau  Lafite- Rothschild.  He  has  often  done  that  at  Chateau  Pavie,  a  venerable  St.-Emilion  es- 
tate that  he  acquired  in  1998.  His  other  properties,  Chateau  Monbousquet  in  St.-Emilion  and  Cha- 
teau Clos  des  Lunelles  in  Cotes  de  Castillon,  have  fine  offerings  at  more  moderate  prices. 


RIVALING  THE 
BORDEAUX  ARISTOCRATS 
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POINTS 


2004  Monbousquet 

This  silky-textured  effort 
exhibits  abundant 
sweet,  black-cherry  fruit 
mixed  with  black  currant, 
licorice,  and  spices. 
Drink  it  over  the  next  1 2 
to  14  years.  $34-$43 


92 


POINTS 


2003  Clos  Lunelles 

The  wine  reveals  a 
peppery  incense-laced 
bouquet  interwoven  with 
black-cherry  jam, 
blackberry,  and  cassis. 
Full-bodied  and 
persistent,  it  can  be 
enjoyed  over  the  next  1 0 
to  15  years.  $29-$46 


92 


POINTS 


2004  Clos  Lunelles 

The  dark  ruby/purple  full- 
bodied  wine  boasts 
aromas  of  blackberries, 
cherries,  pain  grille  and 
spring  flowers.  It's  an 
80%  merlot,  20% 
cabernet  sauvignon 
blend  with  a  dash  of 
cabernet  franc. 
$32-$45 


2003  Monbousquet 

A  classic  blend  of  60% 
merlot,  30%  cabernet 
franc,  and  1 0%  cabernet 
sauvignon,  the  wine 
offers  notes  of  smoky 
meats,  melted  licorice, 
jammy  black  cherries, 
spices,  earth,  and  cedar. 
$44-$59 


2004  Pavie 

This  full-bodied  wine 
has  concentrated  creme 
de  cassis  flavors 
intermixed  with  cherries, 
truffles,  and  subtle 
smoky  wood  notes. 
Anticipated  maturity: 
2009-2025+. 
$118-$163 


2003  Pavie 

There's  an  extraordinary 
perfume  of  charcoal, 
creme  de  cassis,  melted 
licorice,  espresso  roast, 
and  blackberries.  The 
integration  of  acidity, 
tannin,  and  wood  is 
flawless.  Set  it  aside  for 
four  or  five  years,  then 
enjoy  any  time  over  the 
next  four  decades. 
$200-$225 


2005  Pavie 

Mineral,  scorched  e 
blackberry,  cassis 
liqueur,  and  roasted 
coffee  traits  are  met 
phenomenal  acidity 
tannin,  and  unbeliev 
levels  of  fruit  and  te) 
You'd  have  to  go  ba 
some  of  the  last  cer 
greatest  vintages  tc 
its  equal.  Anticipate 
maturity:  2017-205 
$290-$310 


Wtiii 

u 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  Robert  Parker  is  the  world's  most  influential 
critic.  Visit  eRobertParker.com  to  see  tens  of  thousands  of  tasting  notes,  buy  his  books,  or  subscribe  to  his  newsletter,  The  Wine  Advot  I 
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GROUPAMA 

TU  RKE  Y 

GROUPAMA 


"Turkey  fosters  a  genuine  entrepreneurial  spirit. 

Here  entrepreneurs  who  readily  adapt  to  the  dynamic  market 

can  exploit  the  rewards  that  new  opportunities  bring. 

That  is  the  Groupama  way  as  well. 

Together,  we  can  achieve  sizeable  projects." 


Jean  AZEMA,  Groupama  CEO 


Groupama 


INVEST  IN  TURKEY 


mlation  of  70  million  people  with  an  average  age 
.9  and  65%  are  below  34  years  old. 
orox.  400,000  university  graduates  per  year, 
ing,  well  educated  and  motivated  professionals, 
hly  competitive  investment  conditions, 
orts  increased  240%  in  4  years,  up  to  85  billion 
)  as  of  2006. 
ess  to  the  EU,  Central  Asia  and  the  Middle  East. 


•  GDP  increase  of  122%  in  the  past  4  years, 
reaching  400  billion  USD. 

•  Ranked  as  the  17th  largest  economy  in  the  world 
and  the  6th  largest  economy  in  the  EU. 

•  Ranked  as  the  13th  most  attractive  country  in 
the  world  for  FDI  <oecd2o<>6). 

•  FDI  worth  20.2  billion  USD  in  2006. 

•  Annual  Average  GDP  growth  of  7.4%  per  year  since  2002. 
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REPUBLIC  OF  TURKEY  PRIME  MINISTRY 

INVESTMENT  SUPPORT  ANO 

PROMOTION  AGENCY 


YOUR  ONE-STOP-SHOP 
\U  TURKEY 


wvest.gov.tr 


Plus  low-carbon  leade 


On  Our  Way  to  a 
Low-Carbon  World 


■  ■  ■  In  a  world  that  is  so  profoundly  based  on  afford- 
able access  to  energy,  where  financial  markets,  energy 
markets,  and  communications  are  so  closely  linked, 
each  action  and  movement  in  the  global  energy  economy 
comes  with  an  equal  and  opposite  reaction  and  cost. 
This  is  especially  true  in  the  extraction  of  valuable  fossil 
resources,  a  brutish  process  that  stands  in  sharp  con- 
trast to  the  fragility  of  our  environment. 

The  subject  of  how  we  power  our  lives  continues  to  be  a 
subject  at  the  dinner  table,  and  the  environment  is  at  the 
center  of  the  discussion.  "The  climate  agenda  is  certainly 
shaping  the  form  in  which  energy  will  come  to  consumers, 
and  that's  because  consumers  are  demanding  it,"  says  Bob 
Edwards,  vice  president  of  strategy  at  BP  Alternative  Energy 
(BP  AE),  in  London.  "It's  not  just  that  government  is  pushing 
the  agenda... consumers  are  beginning  to  accept  that  there 
has  to  be  a  change." 

Course  Correction 

The  need  for  lower-carbon  energy  means  reorienting  our 
skills  of  innovation  toward  creating  new  processes  and 
technologies.  The  energy  sector  now  includes  incumbent 
players,  like  BP,  investing  in  wind,  solar,  biofuels,  energy 
efficiency,  and  more.  It  is  no  longer  about  if  there  will  be  a 
change;  it's  about  how  fast  the  change  is  happening  and 
where  it  will  take  us. 


ENERGY  SERIES  2007 


Examples  abound  as  cities,  states,  and  countries  b 
to  move  toward  friendlier  policies  that  fertilize  growth  in 
lower-carbon  technologies.  In  San  Jose,  Calif.,  hybrid  c 
park  for  free  at  parking  meters.  In  Germany,  governmer 
centives  are  spurring  growth  in  residential  solar  installat 
Spain  has  become  a  giant  in  renewable  energy.  "Barce1 
is  a  perfect  example  of  a  world-class  city  that  is  commi 
to  sustainability,"  says  Enrique  Alejo,  trade  commission 
the  Trade  Commission  of  Spain  in  Chicago.  "The  city's 
mitment  to  using  renewable  energies  has  reduced  its  C 
emissions  by  an  average  of  1 ,973  tons  a  year  since  19'' 

Pushing  the  Limit 

Changing  course  in  the  race  to  a  low-carbon  future  is  £ 
bit  like  changing  sails  in  a  storm.  Today's  energy  sector 
defined  by  the  duality  of  supply  difficulties  and  increase 
demand.  "It's  become  clear  that  consumers  increasing1 
seek  energy  that's  cleaner  and  produced  in  an  environr 
tally  responsible  manner,  and  they  will  expect  us  to  deli 
it  at  a  reasonable  cost,"  says  BP's  Edwards. 

In  the  electricity  sector,  estimates  are  that  the  U.S. 
will  need  50%  more  power  in  2025  than  today.  With  pc 
demand  accounting  for  66%  of  energy  consumption  ar 
40%  of  C02  emissions,  the  U.S.  faces  significant  challe 
for  producing  electric  power  cleanly. 

The  growth  in  the  green  building  sector  is  a  telltale 
sign  that  markets  are  responding  to  increased  energy  < 
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ronmental  awareness.  "The  residential  construction 
stry  is  of  primary  importance  to  the  U.S.  economy," 
;  Harvey  Bernstein,  vice  president,  industry  analytics, 
ices,  and  strategic  initiatives,  for  McGraw-Hill 
struction,  "and  our  research  shows  an  increase  in 
lumber  of  home  builders  embracing  green  methods 
instruction  and  how  consumers  are  demanding  and 
ng  more  green  homes." 

A/hen  it  comes  to  transportation,  there  has  been  an 
Dsion  of  vehicle  use  around  the  globe.  The  numbers 
jest  that  global  vehicle  stock  is  set  to  go  from  800 
m  in  2002  to  over  2  billion  by  2030,  when  the  number 
(hides  in  China  is  predicted  to  rise  twentyfold  and 
h  390  million. 

anopoly  of  Power  Options 

3ty  is  once  again  turning  to  the  natural,  plentiful 
ent  resources  that  surround  us.  Many  see  renewable 
gy— be  it  solar  power,  wind,  ocean,  or  other— as 
he  next  big  thing,  but  the  current  big  thing.  And  it's 
it  to  get  a  whole  lot  bigger. 

i  become  clear  that 
nsumers  increasingly  seek 
9rgy  that's  cleaner  and 
jduced  in  an  environmentally 
ponsible  manner,  and 
ty  will  expect  us  to  deliver 
it  a  reasonable  cost." 


)b  Edwards,  vice  president  ot  strategy 
3  Alternative  Energy 


j  corporations,  universities,  venture  capital,  and 
>py  entrepreneurs  are  all  working  to  get  a  piece 
:  energy  supply  pie.  Some  predict  that  the  solar 
ment  industry  is  on  a  path  to  grow  from  $20  billion 
36  to  $90  billion  by  2010.  The  roller-coaster  ride 
lanol  stocks  represents  the  tremendous  interest 
search  for  the  next  non-fossil  liquid  fuel.  Growth 
wind,  ocean,  geothermal,  and  hydrogen  sectors 
xecedented,  with  companies  around  the  globe 
rching,  financing,  and  marketing  products  that  con- 
"lings  as  simple  as  a  midday  breeze  into  electrons. 
P  is  one  example  of  a  corporation  that  sees  oppor- 
in  the  change  from  traditional  to  alternative  energy. 
ire  mobilizing  to  supply  what  the  end  user  requires 
,  and  will  be  requiring  tomorrow,"  says  Vivienne 
chief  executive  of  BP  AE.  "We  are  heavily  investing 
new  technologies  and  in  the  energy  value  chain 
ill  be  providing  a  low-carbon  future.  And  we  view 
lite  of  new  products  as  quite  complimentary  to  the 
it  petroleum  value  chain." 


Discovery  Communications  Inc.  This  Silver  Spring  (Md.) 
global  nonfiction  content  provider,  parent  of  The  Discovery 
Channel  and  scores  more  TV  and  digital  media  properties,  has 
launched  Discovery  PlanetGreen,  a  global,  cross-platform  initia- 
tive planning  the  first-ever  24-hour  television  network  dedicated 
solely  to  green  lifestyle  programming.  The  initiative  also  includes 
treehugger.com,  a  multimillion  dollar  investment  in  new  original 
content  and  a  robust  multi-platform  offering  with  interactive  tools 
and  comprehensive  "how-to"  resources. 

EnerNOC  Inc.  Boston-based  EnerNOC  is  a  leading  developer 
of  clean  and  intelligent  power  solutions.  The  company  provides 
demand  response  and  energy  management  services  nationwide. 
EnerNOC's  technology  helps  the  energy  industry  cope  with  the 
challenges  posed  by  rising  energy  demand,  including  escalating 
costs  and  an  increased  risk  of  rolling  blackouts  and  brownouts. 

General  Motors  This  Detroit-based  auto  giant  is  committed  to 
creating  a  cleaner,  greener  tomorrow,  and  the  proof  is  already 
on  the  road.  GM  offers  24  different  cars  and  SUVs  getting  30 
mpg  or  higher  on  the  highway,  FlexFuel  vehicles  that  run  on  E85 
ethanol,  advanced  hybrids,  fuel  cell  propulsion  technologies 
like  the  Chevrolet  Equinox  Fuel  Cell,  and  the  innovative  electric 
vehicle-the  Concept  Chevy  Volt. 

Google  Inc.  From  solar  panels  on  its  Mountain  View  (Calif.) 
headquarters  to  a  nonprofit  investment  arm  committing  $10 
million  to  companies  and  entrepreneurs  focused  on  sustainable 
transportation,  Google  is  a  company  that  "gets  it."  The  company 
even  holds  an  environmental  fair  to  help  introduce  employees 
to  various  sustainable  practices,  low-impact  living,  and  natural 
products,  plus  offers  a  cash  incentive  to  employees  purchasing 
a  fuel-efficient  vehicle. 

Port  of  Los  Angeles  Comprising  7,500  acres,  43  miles  of 
waterfront,  and  27  cargo  terminals,  the  Port  of  Los  Angeles  is 
increasingly  moving  cargo  with  the  environment  in  mind.  The  Port 
has  created  programs  for  cleaner  operating  ships  and  boats,  ter- 
minal equipment,  trains,  and  trucks.  The  Port's  landmark  Clean 
Air  Action  Plan  is  aimed  at  the  long-term  development  of  facilities 
that  maximize  cargo  transport  efficiency  and  minimize  the  impact 
of  goods  movement  on  air,  water,  and  land  resources. 

UPS  Known  for  its  global  delivery  reach,  Atlanta-based  UPS 
is  gaining  a  reputation  for  its  environmental  efforts  as  well.  The 
company  operates  the  largest  private  alternative  fuel  fleet  in  its 
industry,  with  deployments  that  include  compressed  natural  gas, 
liquefied  natural  gas,  hydrogen  fuel  cell,  electric,  hydraulic  hybrid, 
hybrid  electric,  and  propane-powered  vehicles.  Since  just  2000, 
the  UPS  Green  Fleet  has  traveled  more  than  126  million  miles. 

Xcel  Energy  Inc.  This  Minneapolis-based  public  utility,  which 
provides  a  comprehensive  portfolio  of  energy-related  products 
and  services  to  3.3  million  electricity  customers  and  1 .8  million 
natural  gas  customers  in  eight  states,  is  becoming  increasingly 
well  known  for  its  vision  of  minimizing  the  environmental  impact 
of  generating  power.  Xcel  Energy  actively  promotes  conserva- 
tion and  is  pursuing  renewable  energy  sources  such  as  wind, 
solar,  and  biomass.  In  2007,  the  company  was  listed  on  the  Dow 
Jones  Sustainability  Index  for  the  second  consecutive  year. 

The  companies  above  were  selected  by  independent  consultants 
and  the  Energy  Series  2007  Board  of  Advisors.  The  selection 
process  did  not  involve  BusinessWeek  editors  or  staff. 


Investing 
in  energy 
options. 


BP  is  the  largest  investor  in  U.S.  energy  development.  In  fact, 
over  the  last  5  years,  we've  invested  more  than  $28  billion  in 
U.S.  energy  supplies,  which  includes  developing  low  carbon 
energy  solutions  from  solar,  wind,  hydrogen  and  natural  gas. 
It's  a  start. 
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Responsible 
Leadership  for 
a  Sustainable 
Energy  Future 

Energy  has  entered  a  new,  unci 
era.  Consumer  demand  remain: 
strong,  unchecked  by  high  pric< 
Yet  the  path  to  a  sustainable  fu1 
clearly  requires  change.  The  en' 
industry  must  ensure  that  fuel  p 
duction  becomes  cleaner  and  r 
environmentally  responsible. 


n 
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To  meet  this  need,  BP  is  both 
investing  in  and  delivering  a  ran 
of  low-carbon  and  biofuels-bas  I 
energy  products.  "BP  is  commi  * 
to  action,"  says  Vivienne  Cox,  cl  a 
executive  of  BP  Alternative  Ene 
(BP  AE),  in  London.  "We  are  moJ  t 
lizing  to  meet  the  growing  ener< !  s 
needs  of  consumers  with  envirc  I  J! 
mentally  sensitive  products.  We 
heavily  investing  in  new  technol 
as  well  as  in  the  new  energy  va 
chain,  which  will  provide  a  low- 
carbon  energy  future  to  us  all." 


■: 


To  meet  these  goals,  BP  is  supi 
ongoing  investment  and  resear 
five  key  areas: 

•  Solar,  where  BP  will  lead  the  in 
with  more  than  300  megawal 
installed  manufacturing  capai 
the  end  of  2008. 

•  Wind,  in  which  BP  will  have  c 
pleted  or  have  in  constructior 
than  450  MW  by  year-end.  Tl 
in  addition  to  managing  a  poi 
of  nearly  1 00  wind  projects  v\ 
a  potential  generating  capaci 
15,000  MW. 


- 


Hydrogen,  where  BP  has  par 
with  Rio  Tinto  and  General  El 
to  jointly  develop  and  build  a: 
as  1 5  hydrogen  power  plants 
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"he  Cedar  Creek  Wind  Farm 
i  Colorado  is  a  300  MW  joint 
levelopment  venture  between 
Jabcock  &  Brown  and  BP 
urternative  Energy. 

wo  of  which  are  expected  to  be 
jnning  as  early  as  201 3. 

Jiofuels,  where  BP  is  collaborat- 
lg  with  DuPont  on  advanced 
l:>iofuels,  marked  by  a  $400  million 
artnership  with  Associated  British 
oods  and  DuPont  to  build  a  major 
iofuels  facility.  Additionally,  BP  has 
(hade  a  $500  million  commitment 
co  establish  the  Energy  Biosciences 
e-istitute  with  the  University  of 
California,  Berkeley,  the  University 
f  Illinois,  and  the  Lawrence  Berkeley 
lational  Laboratory  to  perform 
roundbreaking  research  aimed  at 
roviding  new  and  cleaner  fuels, 

3'  icluding  advanced  biofuels. 

in 
nergy  reuse,  with  a  new  research 
itiative  to  convert  coal,  petroleum, 

Ske,  and  other  low-value  fetd- 

at 
:ocks  into  power  and  motor  fuels. 

«: 
the  responsibility  of  the  energy 
jstry-with  some  transitional 
port  from  governments -to 
\/ide  consumers  with  the  energy 
/  demand,  and  to  do  so  in  a  clean 
environmentally  sound  way," 
ws  Bob  Edwards,  BP  AE's  vice 
5ident  of  strategy.  "There  is  no 
s  to  wait.  BP  is  taking  decisive 
,aron  to  move  our  industry  toward 
gader  use  of  environmentally 
a<)onsible  low-carbon  and  biofuels- 
iS3d  products." 


.at , 


Investing 
in  energy 
futures. 


BP  is  investing  $500  million  over  the  next  ten  years  to  establish 
the  Energy  Biosciences  Institute,  which  will  find  new  sources  of 
clean,  renewable  energy.  We're  also  working  with  DuPont  to 
create  an  advanced  generation  of  biofuels. 
It's  a  start. 


beyond  petroleum 
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Place  Your  Bets 

The  number  of  installed  solar  power  installations  around 
the  world  is  growing  exponentially,  and  researchers  are 
exploring  new  ways  to  promote  and  improve  solar  power. 
In  Europe,  Spanish  companies  and  research  centers  are 
taking  the  lead  in  the  recent  revival  of  concentrated  solar 
power,  as  expanses  of  mirrors  are  being  assembled  around 
the  country  for  concentrated  solar  plants.  In  the  U.S., 


The  PowerCube,  a  portable  solar  power  generator, 
exemplifies  new  products  entering  the  renewable 
energy  space.  ■  ■  ■ 

California  is  throwing  a  solar  power  party,  fueled  by  govern- 
ment incentives.  The  solar  industry  is  expected  to  triple  in 
the  next  three  years,  to  about  $40  billion  in  revenue. 

As  for  wind,  installed  wind  generation  is  growing  around 
the  world.  Once  again,  Spain  is  making  its  mark,  as  the 
second-largest  wind-energy  producer  in  the  world.  Some 
examples  are  Gamesa  Eolica,  the  world's  second-largest 
turbine  manufacturer;  Iberdrola,  the  world's  largest  wind- 
farm  owner  and  operator;  and  Acciona  Energia,  the  world's 
largest  wind-farm  builder  and  developer.  In  the  U.S., 
wind-power-generating  capacity  increased  by  27%  in  2006 
and  is  expected  to  increase  an  additional  26%  in  2007, 
according  to  the  American  Wind  Energy  Association. 

Interest  and  excitement  in  biofuels  have  grown 
significantly  over  the  last  few  years.  Whether  you're  looking 
at  ethanol,  biodiesel,  biobutanol,  or  renewable  diesel,  the 
growth  in  the  biofuels  sector  over  the  last  few  years  has 
been  stunning.  The  American  biofuels  sector  is  growing  at 
a  rate  of  40%  per  annum. 

The  growth  is  coming  from  a  combination  of  factors: 
renewable  fuels  standards;  sustained  high  gas;  diesel  and 
oil  prices;  state  biodiesel  and  ethanol  programs;  the  growth 
in  E85;  federal  emphasis  on  expanding  the  U.S.  fuel  supply; 
and  of  course,  the  environmental  awareness  now  coursing 
through  the  public  dialogue. 

Innovative  to  many  in  the  energy  field  is  BP's  move 
toward  biobutanol,  a  biogasoline  the  company  believes  will 
get  us  to  the  level  of  scale  we  need.  The  fuel's  main  advan- 
tage is  that  it  packs  more  power.  Conventional  corn-based 


ethanol  is  only  about  70%  as  efficient  as  gasoline.  This 
means  consumers  have  to  use  more  of  it  to  drive  the  same 
number  of  miles. 

The  so-called  hydrogen  economy  is  capturing  imagina 
tions  in  both  industry  and  government.  A  number  of  player 
are  betting  that  25  to  30  years  from  now,  we  will  have  a 
new  energy  infrastructure  that  is  based  on  making,  storing 
and  distributing  hydrogen  for  use  in  generating  electricity  c 
in  fuel  cells  for  both  our  vehicles  and  our  buildings. 

The  advantages  of  a  hydrogen  economy  are  many.  If 
we  make  hydrogen  using  solar,  wind,  or  other  similar  powe 
sources,  it's  100%  clean.  Hydrogen  can  be  made  from  a 
variety  of  domestic  feedstocks  like  water,  biomass,  coal, 
and  natural  gas,  and  it  is  nontoxic  and  will  not  contribute  ti 
groundwater  pollution.  Fans  point  to  the  fact  that  hydroger 
does  not  create  "fumes"  or  other  harmful  emissions, 
and  that,  in  fact,  using  hydrogen  in  fuel  cells  produces  onh 
electricity  and  pure  water.  The  promise  of  a  hydrogen 
economy  has  created  a  boom  in  hydrogen  investment  in 
the  last  few  years,  spurred  in  large  part  by  President  Bush 
2003  announcement  that  the  federal  government  would 
invest  $1 .2  billion  in  hydrogen  this  decade. 

BP  is  on  track  to  have  two  commercial  hydrogen-base 
plants  in  advanced  stages  of  engineering  by  2010,  with 
plans  for  them  to  be  up  and  running  by  2013  or  2014.  The: 
cost  of  research  and  infrastructure  raises  the  stakes  for 
any  individual  player.  Long-term  bets  on  a  technology  type 
are  risky,  and  while  many  see  the  need  for  a  change  to 
lower-carbon  energy,  there  is  no  one  company  that  can  dc 
this  alone,  says  BP's  Edwards.  "This  is  about  partnerships 
We  have  to  have  collaboration,  and  we  should  all  expect 
partnerships— between  oil  companies  and  utilities,  betwee 
governments  and  energy  companies,  at  the  state  level  anc 
at  the  federal  level." 

Given  increasing  emissions  and  the  nonlinear  climatic 
occurrences  we  have  experienced,  industry,  government, 
and  consumers  need  to  begin  to  reduce  emissions  growth  | 
now.  Time  is  a  luxury  we  do  not  have. 
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Spain  enjoys  high  standards  of  well-being  and  quality 
of  life.  It  is  the  reflection  of  a  first-rate  level  of  socio- 
economic development.  Spanish  businesses  are  very 
aware  of  environmental  and  sustainability  issues  and 
are  also  outstanding  in  their  achievements  in  techno- 
logical research  and  development. 


Spain  is  currently  a  leader  in  infrastructure  manage- 
ment. It  is  the  second  largest  country  in  the  European 
Union  and  has  the  highest  average  altitude.  Spanish 
companies  survey  areas  in  order  to  design  the  best 
routes,  incorporate  latest-generation  technology  and 
design  efficient  management  systems. 


jSix  of  the  world's  top  ten  transport  infrastructure  concessions 
companies  are  from  Spain.* 

*  Ranking  of  "Public  Works  Frrtaneing,"  (Top  Transportation  Developers  2005.  N:  of  Concession/P3  Projects) 


espana,  technology  for  life. 

'      '    M',-\  ■■■■ 
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BEST-CASE  SCENARIO. 

UNLEARN  OUTSOURCING. 

Even  outsourcing's  benefits  have  benefits.  The  best  way  to  realize  them  is  to  unlearn 
your  misconceptions  about  outsourcing.  Unisys  Outsourcing  Solutions  offer  the  proven 
processes,  unique  methodologies,  and  the  innovation  you  need  to  manage  risk,  adapt 
to  change  and  accelerate  the  benefits  of  your  best-case  transformation  scenario.  Our 
Solutions  for  Secure  Business  Operations  can  optimize  your  business  performance  and 
your  competitive  advantage.  For  maximizing  your  full  business  potential,  outsourcing 
is  a  win-win  scenario.  Unlearning  is  just  the  beginning. 


Security  unleashed.    UNISYS 


Secure  Business  Operations,  imagine  it.  r> 
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The  Connected  Home-Disconnected 

•onos  and  others  are  taking  the  computer  out  of  the  home  entertainment  equation 


10! 


ire  Microsoft  and  Apple  both  missing  the  home  entertainment 
oat  ?  The  two  tech  giants  have  been  trying  hard  to  make  Macs  and 
Windows  PCs  the  hub  of  the  digital  home.  But  the  arrival  of  a  new 
eneration  of  digital  entertainment  products  that  work  just  fine 
without  a  computer  makes  me  wonder  if  the  PC -centric  approach 

n't  seriously  wrongheaded. 
My  latest  musings  were  prompted  by 
fresh  look  at  the  Sonos  Digital  Music 
ystem.  Sonos  is  a  high-end,  multi- 
>om  system  designed  to  fill  the  gap  be  - 
veen  relatively  inexpensive  products 
om  Logitech  or  Roku— which  help  you 
I  your  music  from  a  computer  to  a 
ereo— and  super -expensive,  custom 
Dme- music  systems. 
When  it  was  first  brought  out  a 
mple  years  ago,  Sonos  was  marketed 
a  way  to  take  music  copied  to  a 
indows  PC  or  Mac  and  stream  it  to  as 
any  as  32  zones  in  your  house.  It  still 
)es  that,  but  a  computer  is  no  longer 
essential  part  of  the  picture . 
A  Sonos  system  can  now  connect  to  a 
iriety  of  online  sources  including  free 
ternet  radio  stations;  subscription 
rvices  such  as  Napster,  Pandora,  and 
alNetworks'  Rhapsody;  and  Sirius 
tellite  Radio.  You  can  also  access 
ur  digital  music  collection  if  you  have 
Dred  it  on  one  of  the  new  genera - 
>n  of  disk  drives  that  can  be  attached 
ectly  to  your  home  network. 
Sonos  is  ideal  for  the  user  who  would 
e  to  listen  to  digital  music  on  the 
eakers  attached  to  the  stereo  system, 
din  other  rooms,  too.  The  $999  So- 
s  Bundle  130  system  I  tried  consists 
a  ZonePlayer  80  unit  that  plugs  into 

stereo,  a  ZonePlayer  100  that  has 

gh- quality  amplifier  built  in  and 


Sonos  joins  a  growing  list  of  systems,  such 
as  Xbox  360,  PlayStation  3,  and  TiVo  HD,that 
can  pull  content  off  the  Net  without  a  PC 


hooks  up  straight  to  speakers,  and  a 
handheld  controller  you  use  to  direct 
music  to  either  of  the  Sonos  players. 

A  Sonos  system  establishes  its 
own  wireless  network,  allowing  the 
controller  and  players  to  communicate 
with  each  other.  At  least  one  device, 
however,  has  to  be  plugged  into  your 
wired  network.  This  can  be  a  real  nui- 
sance if  the  locations  you've  chosen  for 
the  players  don't  have  ready  access  to 
an  Ethernet  jack,  usually  found  on  the 
router  attached  to  your  cable  modem  or 
DSL  phone  line.  Sonos  has  now  solved 
the  problem,  for  an  extra  $99,  with 
something  called  the  ZoneBridge  100. 
You  plug  it  into  the  network  wherever 
it's  most  convenient,  and  the  bridge 
then  forms  its  own  wireless  links  to  the 
players  and  controller. 

Setting  up  the  Sonos  requires  little 
more  than  powering  up  each  unit  and 
pressing  a  button  to  register  it  as  part 
of  the  system.  All  of  the  subscription 
services  come  with  30 -day  free  trials, 
and  it  takes  just  a  few  minutes  to  get  up 
and  running.  In 
addition  to  the 
Internet -based 
services,  I  was 
able  to  play  my 
own  music  col- 
lection stored  on 


aNetgear  ReadyNAS,  a  storage  device 

running  on  my  network.  Sonos  plays 

any  music  that  is  not  copy  protected, 

including  the  new  unprotected  songs 

from  Apple's  iTunes  Store,  as  well 

as  music  protected  by  Microsoft's 

PlaysforSure  technology. 

This  whole  combination  of  parts 

never  required  assistance  or  contact 

with  any  of  my  home  computers.  In 

that  regard,  Sonos  joins  a  growing 

panoply  of  products,  including  the 

_        ,  Microsoft  Xbox  360 

Sonos  controller  J 

works  via  its  own      and  Sony  PlayStation 
wireless  network       3 ,  the  TiVo  Series3 
andTiVoHD,and 
the  Vudu  Movie  Player,  that  can  pull 
content  off  the  Internet. 

Macs  and  Windows  PCs  really  aren't 
all  that  good  at  distributing  entertain- 
ment content.  Even  if  actual  crashes 
have  become  fairly  rare,  PCs  stop 
responding  to  requests  when  they're 
asleep.  Laptops  may  not  be  on  the  net- 
work when  you  need  them.  And  don't 
expect  a  computer  to  do  a  good  job 
sending  a  movie  to  your  TV  if  some- 
one's playing  an  intense  game. 

Microsoft  seems  to  recognize  the 
problem.  Its  new  Windows  Home 
Server  is  a  reliable  and  efficient 
entertainment  hub.  I'm  testing  it 
now  and  will  review  it  in  an  upcoming 
column.  Apple,  though,  is  holding  out. 
The  Apple  TV  that  was  launched  ear- 
lier this  year  can't  do  much  unless 
it  first  connects  to  a  PC  or  Mac  to 
fetch  movies  or  TV  shows  from  the 
iTunes  Store. 

The  computer  makers'  dream  of  the 
"connected  home"  is  finally  coming 
true.  But  that  home  may  be  filled  with 
devices  that  are  perfectly  happy  to  con- 
nect all  by  themselves.  1  bw  1 
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Data  Geeks  Make  Good 


IAG  delivers  precise  data  on  which  TV  ads  are  resonating.  Now  it's  headed  online 


Alan  Gould,  co-CEO  of  ad  measuring  firm  IAG  Research,  likes  to 
breakfast  at  restaurants  with  paper  tablecloths.  They  let  him  dia- 
gram his  conversations.  So  it  was  at  a  meeting  earlier  this  month:  By 
the  time  the  coffee  cups  were  drained,  he  had  inked,  annotated,  and 
cross-referenced  a  universe  of  interlocking  and  competing  ad  and 


media  entities  alongside  the  remains 
of  a  meal. 

Gould's  job  is  to  get  super- geeked 
about  this  stuff.  IAG  measures  how 
effectively  TV  ads  dent  the  conscious  - 
ness  of  those  watching  them.  Its  data 
are  based  on  continual  online  surveys 
of  about  2.5  million  viewers,  who  re- 
spond to  a  series  of  questions  about  all 
major  broadcast  and  cable  program- 
ming, and  the  ads  shown  around  them. 
IAG  seeks  to  measure— please  forgive 
the  marketing -ese— how  "engaged" 
viewers  are  with  all  of  it;  that  is,  which 
commercials  and  programs  they  recall 
and  form  stronger -than -average  at- 
tachments to.  This  quantifies  a  very 
fuzzy  area  of  market  - 
ing  mathematics,  and, 
since  IAG  sends  its 
clients  weekly  reports 
on  the  performance  of 
both  their  ads  and  their 
competitors',  marketers 
can  use  the  findings  to 
tweak  campaigns.  Cer- 
tain spots,  says  Verizon 
Senior  Vice  -  President 
John  Harrobin,  do  bet- 
ter when  they  appear  in 
comedies  than  dramas 
and  vice  versa;  it's  a 
simple  task  to  swap  out 
the  nonperformers. 

IAG's  promise— we  can  make  your 
advertising  work  better-broadly 
echoes  that  of  Web  advertising, 
particularly  the  text  ads  that  appear 
alongside  search  results.  It  also  sounds 
ridiculously  grandiose.  But  IAG's 
clients  include  the  big  four  broadcast 
networks  and  many  of  the  largest  U.S. 


advertisers,  including  all  the  domestic 
car  companies,  Procter  &  Gamble,  and 
Toyota.  IAG  has  focused  on  TV  since  its 
inception  in  1999,  but  it's  begun  mea- 
suring ads  on  Verizon's  mobile  service, 
and  deals  with  major  marketers  to 
measure  their  Web  ads  are  expected 
soon.  "The  Holy  Grail  is  to  measure 
people  across  platforms,"  says  Alan 
Wurtzel,  NBC  Universal's  president  for 
research.  IAG  data  on  Web  ads  could 
make  big  marketers  comfortable  sling- 
ing more  ad  spending  toward  the  Web, 
since  nothing  bolsters  the  bravery  of 
the  modern  marketing  executive  like  a 
data-rich  PowerPoint. 

Some  of  IAG's  broad  results  confirm 
what  you  already  knew. 
A  key  indicator  of  ad 
effectiveness  is  how  en- 
gaged viewers  are  with 
the  show  on  which  ads 
appear.  Serial  dramas 
such  as  Lost  attract  un- 
usually avid  audiences. 
("If  you  can't  naturally 
grab  viewers  with  your 
ad,  you  want  to  be  in  a 
program"  that  people 
are  glued  to,  advises 
Gould.)  Movie  ads, 
thanks  to  glossy  surfac- 
es and  celebrity,  keep 
viewers  hooked.  But 
other  findings  surprise. 
After  Lost,  IAG's  most 
engaging  show  among 
affluent  TV  viewers 
last  season  was  the 
mysteriously  (to  me,  at  least)  popular 
CBS  sitcom  Two  and  a  Half  Men.  The 
ad  that  spurred  the  highest  brand  recall 


If  your  ad  can't 
grab  viewers, 
says  Gould,  put 
it  on  a  show 
they're  glued  to 


in  2006  was  one  from  the  sandwich 
chain  Subway,  and  its  Dinner  Theater 
ad  series  starring  comedian  Jon  Lovit 
No.  2  was  a  Gillette  spot  featuring 
Nascar 's  Ryan  Newman,  in  which  he 
shaved  his  #12  on  the  backs  of  his 
racing  rivals'  heads.  Other  anomalies 
float  to  the  surface.  Verizon's  Har- 
robin recalls  an  example  of  IAG  testin 
the  impact  of  some  of  its  competitors 
product  placements.  When  viewers 
were  asked  about  them,  they  thought 
Verizon  had  been  the  brand  mentione 
onscreen.  "Which  is  good  and  bad,"  h 
observes  philosophically.  But  it  also 
left  Verizon  "mindful"  of  how  to  desij 
its  own  placements. 

IAG's  Webward  moves  come  as  me- 
dia measurement  is  changing  fast  and 
new  means  to  cull  data  are  emerging. 
Nielsen  now  averages  the  viewership  1 
a  TV  program's  ads.  (Gould  is  no  fan  o 
this  approach,  calling  it  "blurry,"  sine  Ik- 
marketers  can't  yet  divine  a  specific    ,  jyc 
ad's  ratings.)  Google  and  Nielsen  havtj  iq, 
announced  plans  to  meld  Nielsen's 
demographic  data  with  what  Google  i  ^ 
can  gather  on  viewers'  behavior  from  I  lovic 
satellite  provider  EchoStar.  Yet  IAG    '  Wu 
is  further  along  in  convincing  clients  '  H 
it  has  a  reasonably  accurate  measure  [  •8  a 
of  which  ads  resonate .  And  this  helps '  f 
shape  clients'  ads.  Harrobin  says  IAG  1  ^ 
data  on  cell  -  phone  advertising  have  1 1^ 
given  Verizon  a  path  to  what  works     1 IVBT. 
in  that  largely  uncharted  terrain.  It's    -tea 
useful  to  imagine  mobile  as  a  form  of  !  h°d 
outdoor  advertising,  he  says,  which 
puts  a  premium  on  very  few  words  ar :  * 
sharp  colors  rather  than,  say,  an  ex- 
pressive 30-second  spot.  As  IAG  star 
measuring  Web  ads,  its  data  may  end 
up  influencing  the  look  and  feel  of  W 
advertising  itself,  i  BW I 
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MASDAQ  OTCBB:  HYBT 

"he  Emerging  Global  Leader  in 
Zero-Emissions  Vehicles! 


HYBT 


THE  HYBRID  ELECTRIC  CAR  MARKET  IS  SURGING! 
MORE  THAN  $30  BILLION  IN  GLOBAL  SALES  IN  2005 
EXPECTED  TO  GROW  730%  BY  2015! 


HYBT  —  A  COMPANY 
\BOUT  TO  TAKE  OFF! 


ybrid  Technologies  (OTC  BB:  HYBT) 
rovides  lithium-powered  electric 
roducts  to  NASA,  the  EPA  and  the  U.S. 
iavy.  Now  their  zero-emissions  electric 
ars  are  poised  to  revolutionize  the 
uto  industry! 


idependent  analyst  Victor  Suia,  Ph.D. 
f  Beacon  Equity  Research  expects 
YBT's  share  price  to  increase  164%! 
■  to  a  target  price  of  S5.12/share. 
n  October  3,  2007,  Dr.  Sula  wrote: 
HYBT  has  recorded  sizable  year-over- 
Bar  revenue  growth  in  the  past  three 
uarters....  The  Company  is  poised  to 
ommence  commercial  production  of 

11  s  lithium  powered  Mini  Coopers,  which 
C  lould  support  a  significant  ramp-up 

[\4  revenues  next  year. " 


n  investment  in  HYBT  today  is  a 
■ound-breaking,  ground-floor 
sportunity  of  outstanding  proportions! 


IKI  iflEBIRfllD) 

Technologies 


EVERYONE'S  TALKING  ABOUT  HYBT  AND 
LITHIUM-POWERED  CARS.  HERE'S  WHY: 

•  Sam's  Club  has  chosen  HYBT's  Smart  Car  as  part  of  its  2007  Once-in-a-Lifetime 
Holiday  package. 

•  HYBT's  lithium-powered  electric  vehicles  reach  speeds  of  80  mph,  accelerate  from 
0  to  60  in  six  seconds  and  can  travel  more  than  1 20  miles  on  a  single  charge.  They 
produce  no  harmful  emissions,  are  reliable  and  maintenance-free,  requiring  no  oil 
changes,  filter  changes  or  tune-ups. 

•  In  August,  2007,  HYBT  announced  the  development  of  a  highly  advanced  rapid 
charger  that  reduces  charge  time  by  65%. 

•  The  Company  plans  to  launch  75  licensed  dealerships  across  the  U.S.  to  satisfy  the 
growing  demand  for  HYBT's  fast-charging,  lithium-powered  cars  and  motorcycles. 

•  A  special  series  about  HYBT  and  its  lithium-powered  Mini  Cooper  will  appear  on 
Discovery  Channel,  a  network  that  reaches      1  millions  homes  in  170  countries. 

•  Major  media  coverage  of  HYBT  and  its  products  has  been  featured  on  CNN, 
CBS,  FOX,  ABC,  NBC.  TV  Tokyo,  CrCN  Money  TV,  Space  Channel,  Forbes, 
Car  and  Driver,  BusinessWeek  and  MSNBC  among  many  other  news  outlets. 


Download  your  FREE  full  report  on  Hybrid 
Technologies  at:  www.StellarStockPicks.com 

This  is  a  paid  advertisement.  To  read  the  full  Legal  Disclaimer  please  visit  www.stellarstockpicks.com/disdaimer.html 


Register  by  January  4,  2008  and  SAVE  $300 


4th  Annual 


piatts  Nuclear  Energy 


Opportunities  for  Growth  &  Investment 
in  North  America 

February  5-6,  2008  •  Marriott  Bethesda  North  •  Bethesda,  MD 


Examine  the  Next  Steps  for  the  Growth  of  Nuclear  Power 

The  Piatts  4th  Annual  Nuclear  Energy  conference  features  30  outstanding 
speakers,  the  leaders  in  the  U.S.  nuclear  power  industry,  discussing  the  future 
of  nuclear  energy: 

•    Perspectives  on  the  growth  of  nuclear  energy  from  leading  nuclear 
power  operators:  Exelon  Corporation,  TVA,  UniStar  Nuclear,  Entergy 
Nuclear,  PPL  Corporation,  and  CPS  Energy 

■    Financing  new  nuclear  power  plants  —  Views  from  nuclear  power 
operators,  Wall  Street,  and  rating  agencies  on  risks  and  opportunities 
for  the  growth  of  nuclear  power 

'    The  latest  information  on  advances  in  design  and  engineering,  and  how 
the  nuclear  industry  is  meeting  the  technical  challenges  for  building 
new  reactors 

In  depth  discussion  on  how  to  plan  for  new  transmission  capacity  to 
support  the  expected  growth  of  nuclear  power 
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annot  afford  to  miss  this  event!  For  a  complete  agenda  or  to  register,  and 
E'  $300,  please  visit  us  online  at  www.events.platts.com  or  call  us  at 
866-355-2930  (toll-free  in  the  USA)  or  781-430-2100  (outside  the  USA). 
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OPINION 


SIDE  WALL  STREET  I  GENE  MARCIAL 


taples:  No.1  in  the  World's  Offices 

nerica's  retailers  are  taking  it  on  the  chin  as 
nsumers  get  walloped  by  the  housing  slump, 
ing  gasoline  prices,  and  the  credit  crunch.  But 
me  money  pros  are  snapping  up  shares  of  Staples 

(SPLS),  the  world's 


LONG,  GENTLE 
TOCK  SLIDE 

STOCK  PRICE  (DOLLARS) 


FEB.  20,  '07  NOV.  14 

ita:  Bloomberg  Financial  Markets 


largest  office -products 
company,  which  slid 
from  27  in  March  to 
21.28  on  Nov.  ^."De- 
spite the  very  difficult 
retail  environment, 
Staples  continues  to 
demonstrate  its  supe- 
•rity  vs.  its  peers,  aided  by  strong  foreign  sales 
d  increasing  profit  margins,"  says  Alan  Lancz, 
jsident  of  investment  adviser  Alan  B.  Lancz  & 
sociates,  which  owns  shares.  Staples'  depressed 
nation  creates  a  favorable  long-term  risk/reward 
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ratio,  with  10%  to  15%  downside  from  its  current 
price,  and  40%  to  50%  upside  potential  in  a  year 
or  two,  says  Lancz.  Staples  pioneered  the  office 
superstore  concept,  and  the  company  currently 
operates  more  than  1,900  outlets  worldwide,  with 
sales  of  $18.2  billion  in  fiscal  2007.  Staples  recently 
teamed  up  with  Dell  to  sell  its  computers  and  other 
products.  That  is  a  "very  positive  development," 
says  Christopher  Graja  of  Argus  Research,  who 
rates  Staples  a  buy.  Staples'  financial  strength,  its 
increasing  foreign  exposure  (already  17%  of  sales), 
and  emphasis  on  sales  to  businesses  (32%)  are 
favorable  attributes,  he  says.  Graja  sees  earnings  of 
$1.43  a  share  in  fiscal  2008  ending  Jan.  31,  and  $1.68 
in  fiscal  2009,  vs.  fiscal  2007's  $1.32. 


vens-lllinois  Is 
reaking  Ahead 

e  stock  defying  the 
rket's  tumble  is  Owens - 
iiois  (01),  a  maker  of 
ss  containers.  01  climbed 
m  17  a  year  ago  to  44.85 
Nov.  14.  "The  reason 
arnings  momentum," 

d  by  the  August  sale 
ts  plastic  packaging 
t,  says  Brett  Hawkins  of 

stment  firm  Thomp- 
,  Siegel  &  Walmsley, 

ch  owns  shares.  The 
mentum,  he  adds,  will 
tinue  as  world  demand 
glass  containers  rises, 
rd- quarter  profits  of  78<£ 
tare,  exceeding  consen- 

estimates,  prompted 
hard  Skidmore  of  Gold- 

Sachs  (01  was  a  client) 

pgrade  the  stock  from 

tral  to  buy.  01  has  beaten 
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estimates  for  four  quarters, 
he  notes.  Skidmore  upped 
his  2007  earnings  estimate 
from  $2.20  a  share  to  $2.36 
"as  margins  expanded  faster 
than  expected,"  he  says.  For 
2008,  he  foresees  $2.90. 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


A  Key  Patent 
For  Biodel 

When  little  -  known  bio  - 
pharma  Biodel  (BIOD)  was 
granted  a  patent  by  the 
Patent  &  Trademark  Office 
in  September  for  its  VIAdel 
technology,  investors  saw 
it  as  a  validation  of  its  two 
leading  products,  VIAject, 
an  injectable  insulin,  now 
in  phase  III  clinical  trials, 
and  VIAtab,  an  oral  for- 
mulation of  insulin.  The 
markets  for  these  products 
are  estimated  at  $2.3  billion. 
Both  were  developed  using 
Biodel's  VIAdel  technol- 
ogy, which  reformulates 
existing  drugs  to  improve 
their  therapeutic  results. 
Steven  Harr  of  Morgan 
Stanley,  which  owns  shares 
and  has  done  banking  for 
Biodel,  rates  the  stock,  now 


A  TIME  OF 

PEAKS  AND  VALLEYS 

STOCK  PRICE  (DOLLARS) 


14  

0  '  "  »  "  "  »  i 


Data:  Bloomberg  Financial  Markets 


at  14.43,  overweight.  He  has 
a  12-month  target  of  29  for 
Biodel.  Harr  says  the  patent 
grant  is  a  big  plus  and  will 
make  Biodel  attractive  to 
potential  partners  since  the 
insulin  products'  peak  sales 
could  exceed  $1  billion.  1 BW 1 
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Inside  Wall  Street  is  posted  at 
businessweek.com/investor  at 
5  p.m.  EST,  usually  on  Thursdays. 
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WHO  BUILT 


THE  DEBTORS'  PRISONS? 


Consumer  debt  is  a  divisive  issue,  judging  by  the 
reactions  to  "Prisoners  of  Debt"  (Cover,  Nov.  12). 
The  article  described  a  growing  business  in  pres- 
suring individuals  to  pay  obligations  they  no  longer 
legally  owe  —  debts  forgiven  by  bankruptcy  courts 
but  still  purchased  in  the  secondary  market  by  out  - 
fits  hoping  to  collect  payments.  Many  readers  were 
disturbed  by  the  practice— "a  gross  injustice,"  one 
wrote.  Some  who  responded  focused  on  lax  regula- 
tory enforcement  and  the  holes  in  the  law  that  allow 
such  collectors  to  operate.  But  others  sided  with  the 
creditors,  saying  indebted  consumers  are  shirking 
their  responsibilities  by  seeking  bankruptcy  pro- 
tection in  the  first  place. 
-Robert  Berner  and  Brian  Grow 


The  actions  of  Capital  One 
[which,  the  article  said, 
failed  to  report  a  discharged 
debt  to  credit  bureaus] 
may  have  been  improper. 
But  I  have  to  question  the 
morality  of  those  who  bor- 
row money,  spend  it,  have 
the  debt  "erased,"  then 
feel  no  obligation  to  return 
anything  to  the  lender -no 
matter  how  wealthy  they 
become.  Your  "prisoner 
of  debt"  is  buying  a  home 
worth  close  to  $300,000 
and  has  enough  income  to 
cover  a  $275,000  mortgage. 
Would  any  of  us  accept  that 
level  of  greed  or  indifference 
if  the  lender  were  a  relative 
or  friend  ?  This  is  why  we 
now  have  bankruptcy  re- 


form. If  I  had  made  that  loan 
from  my  savings  account, 
I'd  be  pounding  on  that 
brand-new  front  door  de- 
manding my  cash  back.  No 
matter  what  the  bankruptcy 
court  said. 
Screen  name:  Jack  Heismann 

As  an  attorney  and  law 
professor  involved  in  bank- 
ruptcy law  issues  for  over 
20  years,  I  found  the  article 
insightful.  It  revealed  the 
damage  done  when  our  legal 
system  is  hijacked  by  spe- 
cial-interest groups.  Only 
two  years  ago,  the  credit - 
card  industry  compelled  an 
all  too  malleable  Congress 
to  fix  a  system  that  wasn't 
broke  when  it  passed  the 
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Bankruptcy  Reform  Act, 
which  makes  it  more  dif- 
ficult for  consumers  to  file 
for  bankruptcy.  Now  putting 
salt  in  the  wound,  the  same 
industry  and  its  will- 
ing confederates  have  the 
audacity  to  pursue  claims  on 
debts  lawfully  eradicated. 
As  your  article  points  out,  a 
market  for  discharged  debt  , 
not  only  exists,  it  thrives. 
Congress  created  this  mess, 
and  only  Congress  can  set  it 
right  by  putting  real  teeth  in 


the  discharge -of- debt  lav 
and  by  providing  a  means  | 
enforce  them. 
Anthony  Michael  Sabino 

NEW  YORK 


I  have  little  sympathy  for 
debtors  who  file  for  bank- 
ruptcy. They  may  not  hav 
a  legal  responsibility  for 
discharged  debts,  but 
they  do  have  a  moral  one. 
Small  business  owners 
such  as  myself  lose  mone 
because  of  the  people  wh 
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"I'd  be  pounding  on  that  brand-new  front  door 
demanding  my  cash  back.  No  matter  what 
the  bankruptcy  court  said." -jack  heismann 
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'SE  TO  ANY  CHALLENGE,  such  as  taking  the  team  in  a  new  direction. 


th  an  approach  that  fosters  collaboration  and  inspires  you  to  put  your  ideas  into  action,  The  Kellogg  School 
i  help  you  fulfill  your  aspirations.  To  learn  about  specific  executive  education  programs  in  the  Chicago  and 
ami  areas,  visit  www.kellogg.northwestern.edu/execed  or  call  847-491-3100. 
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How  to  reach  Business  Week        relationship  with  the  subject  of  their       electronic  and  print  editions.  E-mail:        BusinessWeek  Top  News,  and 


LETTERS  FOR  FEEDBACK 
We  prefer  to  receive  letters  via 
e-mail,  without  attachments.  Writers 
should  disclose  any  connection  or 


comments.  All  letters  must  include  bwreader@businessweek.com 


an  address  and  daytime  and  eve- 
ning phone  numbers.  We  reserve 
the  right  to  edit  letters  for  clarity 
and  space  and  to  use  them  in  all 


Fax:(212)512-6458 

BUSINESSWEEK.COM 
The  full  text  of  BusinessWeek, 


access  to  BusinessWeek  archil 
starting  in  1991  are  available  o 
the  World  Wide  Web  at:  busine' 
week.com  and  on  America  Onl 
at  keyword:  BW 


purchase  our  products  and 
then  declare  bankruptcy. 
Screen  name:  Paul 

No  one  should  be  allowed  to 
leave  high  school  without 
basic  education  in  finance 
and  in  how  the  legal  system 
works.  Corporations  can  get 
away  with  scams.  The  sad 
fact  is  that  the  government 
isn't  going  to  stop  them.  So 
consumers  have  to. 
Screen  name:  CS 

Capital  One  should  have 
cleared  its  books.  But 
Van  Rathavongsa  [whose 
credit -card  debt  was  legally 
discharged]  had  no  business 
applying  for  a  mortgage .  A 
year  earlier  he  proved  he 
couldn't  pay  his  bills. 
Brian  Olson 

HIGHLANDS  RANCH,  COLO. 

Stop  all  excessive  consump- 
tion. Say  no  to  the  credit  - 
card  companies. 
Screen  name:  Joe  America 

It  is  a  fallacy  that  all  debt 
arises  from  reckless  spend- 
ing. Without  health  insur- 
ance, for  instance,  it  is  easy 
for  people  to  run  up  debt. 
Screen  name:  Ibie 

When  I  wrote  to  my  sena- 
tors about  the  bankruptcy 
reform  bill  [of  2005],  I  was 
assured  that  dishonest 
debtors  were  scamming  the 
system.  Apparently,  the  case 
was  not  as  one-sided  as  they 
suggested. 
Dan  Lozer 

LE  MARS,  IOWA 


A  BANK  IN  TROUBLE 

TIME  TO  EVALUATE  CUTS 
ETHICAL  STANDARDS 

Regarding  "Citi  may  have 
a  new  mess  on  its  hands" 
(News,  Nov.  12):  Same  old 
stuff.  For  many  years  as  a 
stockholder  I  groaned,  along 
with  probably  millions  of 
other  shareholders,  as  Citi- 
group went  through  rounds 
of  fines,  penalties,  and 
embarrassing  admonitions 
from  regulatory  agencies. 
There  is  more  than  a  miscal- 
culation of  risk  associated 
with  these  problems,  be 
they  legal  or  moral.  With  no 
respect  left  for  the  manage- 
ment of  this  company  and 
no  desire  to  do  business 
with  them,  I  hope  this  new 
round  of  personnel  changes 
will  lead  to  a  major  evalua- 
tion of  the  ethical  standards 
of  this  business  and  for 
banking  as  a  whole.  Citi  is  a 
rudderless  ship  in  need  of  a 
new  compass. 
Ed  Bragg 

SKANEATELES,  N.Y. 

HEALTH-CARE  CALCULUS 

CAN  THE  U.S.  DRAW  THE  LINE 
ON  MEDICAL  COSTS? 

"America's  angry  patients" 
(News,  Nov.  12)  failed  to 
show  the  relative  percentage 
of  costs  associated  with  care 
given  in  the  last  six  months 
of  life  or  to  those  over  80. 1 
believe  the  U.S.  ranks  high 
on  both  measures  and  that 
the  quality  indicators  in 
the  article  may  reflect  more 
about  unequal  access  than 


the  quality  of  care  when  it's 
available. 

Recently,  the  father  of  a 
friend  of  mine  had  hip  re  - 
placement  surgery  at  the  age 
of  88,  paid  for  by  Medicare. 
How  many  countries  have 
their  national  health  service 
cover  such  procedures?  I'm 
afraid  the  American  politi- 
cal climate  will  never  allow 
us  to  address  health- care 
costs  the  only  way  they  can 
be— with  the  hard  decisions 
that  come  with  knowing 
that  some  of  what  is  techni- 
cally feasible  is  not  finan- 
cially viable. 
Bill  Powar 

PALO  ALTO,  CALIF. 

In  its  chart  comparing 
health  care  in  seven  coun- 
tries, the  article  should  have 
included  the  annual  income 
per  physician. 
Victor  Donnelly 

JACKSONVILLE,  FLA. 

MISMANAGEMENT 

WHY  THE  WAR  ON  HOOKY 
IS  COUNTERPRODUCTIVE 

About  "Shirking  work- 
ing: The  war  on  hooky" 
(What's  Next,  Nov.  12):  I  let 
my  employees  take  time  off 
whenever  they  like,  as  long 
as  their  work  is  done. 
The  results  ?  They  have 
found  it  in  their  best 
interest  to  cross -train  one 
another.  And  when  there's 
critical  work  to  be  done 
on  a  tight  deadline  ?  They 
work  nights  and  week- 
ends. I'm  smelling  another 
dysfunctional  HR  move  in 


CORRECTIONS  & 
CLARIFICATIONS 

"Shoplifters  get  smarter" 
(News,  Nov.  1 9)  incorrectly 
stated  that  Target,  Wal-Mart, 
and  Safeway  are  members  o  I 
the  National  Retail  Federatior  | 

In  "Ma  Bell,  the  Web's  new 
gatekeeper?"  (News,  Nov.  1 ! 
AT&T  spokesperson  Claudia 
Jones  was  incorrectly  identifi 
as  one  of  the  sources  saying  J 
AT&T  would  deploy  antipirac;  | 
technology  in  late  2008  at  thj 
earliest. 

Because  of  an  editorial 
oversight,  the  part-time  MBA 
program  at  the  University  of 
Wsconsin-Madison  was  not 
considered  for  Bus/nessWee 
ranking  of  "The  best  spare-til' 
B-schools"  (In  Depth,  Nov.  1 

"Cadbury  shifts  gears"  (The 
Business  Week,  Oct.  22)  inc; 
rectly  said  the  company's  drir 
business  had  lost  half  its  esti 
mated  value  in  recent  months 
Analysts  estimate  a  drop  frort 
$1 5  billion  to  between 
$12  billion  and  $14  billion 


this  article.  HR  as  in  Hui 

Restraints. 

Screen  name:  Dante 

WEB  REGULATION 

DON'T  LET  THE  TELECOMS 
MEDDLE  WITH  OUR  CONT 

I  agree  with  Steve  Wild 
Strom's  column  about  thi 
need  for  legislation  to  ka 
the  big  communications 
companies  from  meddlir 
with  the  Internet  and  its 
content  ("Get  your  hand 
the  Web,"  Tech  &  You,  N- 
5).  The  job  of  communic; 
tions  companies  is  to  get 
bits  from  A  to  B  efficient 
Period.  End  of  story. 
Peter  Thorton 

ANNAPOLIS.  MD. 
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116    OUTSIDE  SHOT  !  INTERVIEW  WITH  HOWARD  STRINGER 


Sir  Howard  On  Recharging  Sony 

The  ex-CBS  boss  talks  about  leading  a  Japanese  company,  coping  with  exploding  batteries,  and  PlayStat 


Getting  Sir  Howard  Stringer  to  sit  down  for  a  conversation  is  no 
easy  feat.  Since  becoming  chairman  and  CEO  of  Sony  in  2005, 
Stringer  has  been  circling  the  globe  nonstop  in  the  most  challeng- 
ing phase  of  his  executive  career.  As  he  has  worked  to  reorganize  and 
reenergize  Sony,  Stringer,  65,  has  had  to  cope  with  two  big  crises  — 

the  recall  of  Sony  batteries  used  in 
millions  of  laptops  and  delays  in  the 
launch  of  PlayStation  3 .  Despite  these 
stumbles,  the  first  Westerner  to  head 
the  iconic  Japanese  corporation  has 
driven  Sony's  net  profit  and  stock 
price  substantially  higher  during  his 
tenure.  Stringer  spoke  at  length  with 
BusinessWeek  Editor-in-Chief  Ste- 
phen J.  Adler  on  a  range  of  topics,  from 
being  knighted  by  Queen  Elizabeth  to 
the  future  of  the  evening  news  (String- 
er was  president  of  CBS)  and  whether 
it  makes  sense  to  break  Sony  apart. 
The  Nov.  8  conversation  was  part  of 
the  Captains  of  Industry  series  at  the 
92nd  Street  Y  in  Manhattan.  Edited 
excerpts  follow. 


My  first  question  comes  from  my  son. 
He  wants  to  know  which  Knight  of 
the  Round  Table  do  you  identify  with 
most  closely. 

Well,  it  isn't  Galahad.  The  Knight  of 
the  Kitchen,  Sir  Kay,  is  my  guy. 

How  would  you  evaluate  the  quality 
of  the  network  news  broadcasts  in 
general  in  comparison  with  what  you 
were  doing  in  the  early  '80s  ? 

They  still  have  the  same  unity  of 
purpose  and  editorial  responsibili- 
ties, I  think.  The  difference  is  that  the 
business  is  fragmented  so  much.  [CBS 
News]  was  once  the  mecca  for  journal- 


"I  said  to  s^jor: staff  and  the  strategists: 
Look  at  the  numbers.  We  have  ho  choice  but 
to  restart  this  engine." 
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ists.  But  today  there  are  cable  channels 
all  over  the  place  so  the  lure  of  money 
has  diluted  the  networks,  and  the  share 
of  audience  has  dropped  two  -  thirds. 
So  once  you're  dealing  with  that  kind 
of  decline,  it  doesn't  have  the  same 
clarion  call  to  young  journalists. 

You're  the  CEO  of  a  Japanese  com- 
pany. You  lived  for  many  years  in 
New  York.  I  believe  you  have  a  home 
in  England,  where  your  wife  and  two 
kids  currently  live.  Where  do  you 
consider  home? 

I  am  beginning  to  feel  stateless  because 
I  think  the  Japanese  think  I'm  British, 
the  British  think  I'm  American,  and  the 
Americans  have  forgotten  I  used  to  live 
here  (laughter). 
So  I  came  back 
earlier  this  week 
to  my  apartment 
in  New  York  and 
the  phone  didn't 
ring.  I  felt  quite 


sorry  for  myself.  Nobody  knows  v 
I  am.  But  it's  the  price,  a  reasonab 
price,  to  pay,  I  guess. 

Do  you  speak  Japanese  or  are  yoi 
ing  to  learn  it? 

When  I  became  CEO,  I  tried  for  a  ] 
while,  and  then  I  realized  I  would : 
be  truly  conversational.  It  was,  in 
ways,  more  important— a  terrible 
to  admit— for  senior  executives  at 
to  be  talking  English. 


k 

til 

fcl 

it 

::■: 


A  major  issue  that  you  faced  star   ,\s 
out  was  bringing  a  very  hard -he; 
Western  CEO  sensibility  to  an  on 
nization  that  was  very  hierarchii  |  ^ 
and  overloaded.  You  cut  someth: ,  y 
like  10,000  workers  and  tried  to  i  ^ 
make  a  big  cultural  change.  How 
you  navigate  through  that  transi 
In  Japan,  the  nightmare  they  havet 
the  American  who  comes  in  with 
sword  and  says,  "Do  this.  Do  that. 
I  knew  in  Japan  that  wasn't  the  w; 
do  it.  I  had  to  work  as  hard  as  I  coi 
to  get  to  know  people .  I  said  to  sei 
staff  and  the  strategists :  Look  at  t 
numbers.  We  have  no  choice  but  t 
restart  this  engine.  We've  got  to  c 
factories,  get  rid  of  some  unprofit 
businesses,  a  hard  thing  to  do  in  J; 
and  then  lay  off  people.  The  impa 
had  the  effect  and  the  numbers  st; 
getting  better. 

Did  you  have  any  regrets  about  ti 
the  job  after  the  battery  recall  cri 
You  seemed  discouraged  at  the  ti 

Yes.  I  was  probably  sitting  on  the  I 
teries  (laughter).  Actually,  the  batl 
came  at  the  end  of  my  first  year.  Vv 
beaten  the  numbers  on  four  quart* 
did  feel  a  little  bit  sorry  for  everyb 
that  this  slowed  momentum.  It  ws 
not  a  public  -  relations  success .  I  ki 
we  had  to  apologize,  and  I  was  will 
to.  People  kept  saying,  "You  can't 
because  it's  not  really  at  your  level 
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perately  wanted  to  bow  anywhere, 
he  railway  station,  anywhere. 

e  last  time  we  talked  you  said 
'i'd  know  by  Christmas  whether 
les]  of  PlayStation  3  were  really 
king  up. 

're  on  track.  We're  hoping  to  have 
1 10  million  total  by  the  end  of  the 
al  year  [Mar.  31].  It's  still  too  early  to 
that  this  momentum  will  continue. 

course,  one  of  the  big  fights  right 
1  vis  [Sony's]  Blu-ray  vs.  HD  DVD 
a  i  the  high -definition  video  market. 
1  b  most  obvious  questions  are: 
c;)uldn't  there  just  be  one  format? 

ly  should  people  have  to  choose 

ween  the  two? 


We  have  a  sort  of  stalemate  at  the  mo- 
ment. We  have  four  studios,  and  they 
have  two  or  three  studios  [signed  on 
for  the  format].  It's  a  difficult  fight. 

Microsoft  seems  to  have  an  interest- 
ing role  in  this.  They're  selling  an 
add-on  HD  DVD  for  the  Xbox,  and 
Xbox  competes  strongly  with  you.  Is 
Microsoft  working  in  cahoots  with 
Toshiba  on  the  HD  DVD  ?  Is  that  a 
competitive  challenge  to  you? 
Only  the  spirits  know  (laughter).  You 
never  know  with  Microsoft,  do  you? 
Obviously,  we  care  about  the  software 
side  more  than  the  Toshiba  side.  It 
doesn't  own  a  studio.  The  most  signifi- 
cant thing  about  the  Blu-ray— going 
back  to  Microsoft  -  is  that  the  disc  has 


a  very  high  security  level.  The  studios 
wanted  to  have  protection  from  instant 
ripping  [copying].  That  is  probably  not 
in  Microsoft's  interests. 

Would  it  make  sense  to  separate 
your  entertainment  and  electronics 
operations? 

Well,  you  never  say  never,  but,  at  the 
moment,  I  need  the  power  of  enter- 
tainment and  content  to  drive  the 
digitizing  of  the  whole  company. 

Is  there  another  professional  act  for 
you  after  Sony? 

God,  sink  giggling  into  the  sea,  I  think. 
I  have  no  interest  in  being  a  CEO  again 
if  I  survive  this  intact,  which  in  itself 
will  be  something  of  a  miracle,  ibwi 
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teams  on  two  continents 


el 


to  find  time  to  learn  a  third  language 


to  keep  the  competition  guessing 


to  inspire  his  community 


to  make  all  his  son's  soccer  games 
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118    BOOKS  I  CHRISTOPHER  FARRELL 


Oh,  for  the  Good  Old  Days 


Making  the  case  for  managed  capitalism  and  greater  regulation  of  the  financial  sector 


Imagine  an  America  where  Big  Business  and  Big  Government  work 
closely  together.  Tough  regulation  prevents  banks,  investment  banks, 
insurance  companies,  securities  dealers,  thrifts,  and  other  financial 
institutions  from  competing  with  one  another  for  business.  Barriers 
at  the  border  restrain  global  competition  and  immigration.  And 


unions  wield  power  within  companies 
and  in  the  corridors  of  Washington. 
Surely,  such  "managed  capitalism"  is  a 
recipe  for  economic  stagnation,  no? 

Hardly.  The  U.S.  economy,  wages, 
and  incomes  flourished  from  1948  to 
1 973 ,  a  period  of  managed  capitalism 
when  a  rising  tide  did  lift  all  boats.  The 
modern  middle  class  came  of  age  dur- 
ing the  1950s  and  '60s.  But  those  days 
are  long  gone  now— a  fact  lamented 
by  Robert  Kuttner,  co- editor  of  The 
American  Prospect  magazine  and  a 
former  BusinessWeek  columnist,  in 
The  Squandering  of  America:  How  the 
Failure  of  Our  Politics  Undermines  Our 
Prosperity. 

This  volume  is  unapologetically 
and  proudly  progressive.  Still,  it  isn't 
yet  another  screed  proclaiming  the 
decline  of  the  world,  or  at  least  of  the 
country,  during  the  Bush  years.  Instead, 
it's  a  deeply  sober,  highly  analytical, 
historically  informed  look  at  economic, 
financial,  and  political  trends  over 
the  past  half- century.  (Little  wonder 
it's  also  something  of  a  slog  to  wade 
through.)  Kuttner  is  an  intelligent 
voice  for  that  wing  of  the  Democratic 
Party  eager  to  reject  bipartisanship, 
middle-ground  politics,  open  bor- 
ders, and  the  Washington  Consensus 
and  embrace  a  populist  agenda  that  is 
anti-Wall  Street,  anti-free  trade,  anti- 
deregulation,  and  pro-union. 


Kuttner  glosses  over  the  devastating  inflation 
of  the  1970s  and  how  a  risk-averse  Industrial 
America  lost  ground  to  Japan  and  Germany 
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While  the  author  favors  managed 
capitalism,  his  bugaboos  are  Wall 
Street  and  the  global  capital  mar- 
kets. Kuttner  has  nothing  good  to  say 
about  modern  finance.  In  his  scenario 
speculators  hollow  out 
companies  for  a  quick  ^— 

buck,  conspire  to  fleece 
investors,  and  make 
enormous  bets  through 
hedge  funds  that  put 
the  global  financial 
system  at  risk.  He 
blames  a  deregulated 
and  unleashed  financial 
sector  for  America's  rise 
in  inequality,  a  weak- 
ened public  sector,  the 
decline  of  labor,  and 
the  waning  of  citizen 
involvement.  He  agrees 
with  John  Maynard 
Keynes'  famous  state- 
ment that  "when  the 
capital  development  of  a  country  be- 
comes a  by-product  of  the  activities  of 
a  casino,  the  job  is  likely  to  be  ill -done." 

The  author's  emphasis  on  how 
politics  affects  economic  outcomes 
is  spot -on.  He's  right  that  the  rise  in 
income  inequality  and  job  insecurity  in 
recent  decades  has  been  greatly  influ- 
enced by  political  power  and  political 
decisions.  The  trends  he  highlights  are 
deeply  disturbing,  including  the  ero- 
sion of  pension 
coverage  and  the 
swelling  ranks 
of  Americans 
without  health 
insurance. 
Yethisnos- 


I   KOTTNf ■ 


The  Squandering  of  America: 
How  the  Failure  of  Our  Politics 
Undermines  Our  Prosperity  by 
Robert  Kuttner;  Knopf;  $26.95 


talgia  for  old  economic  ways  and  hi 
deep  distrust  of  Wall  Street  don't 
amount  to  a  persuasive  solution.  M 
aged  capitalism  had  more  drawbacl 
than  he  admits.  For  instance,  Kuttr 
downplays  the  devastating  impact 
inflation  had  on  the  system  in  the  '; 
Perhaps  more  important,  he  glosse 
over  how  much  the  managers  of  Inc 
trial  America  had  become  risk  -  ave; 
as  they  lost  market  share  and  profit 
Japanese,  German,  and  other  overs 
rivals.  Like  them  or  n 
it  took  innovators  sue 
Rupert  Murdoch,  Cra 
McCaw,  and  Michael 
Milken  to  challenge  a 
potentially  catastrop 
mindset. 

To  be  sure,  there's] 
shortage  of  abuse  no\ 
from  Enron  to  subpri: 
Yet  the  capital  marke 
remain  a  remarkable 
institution  for  com- 
municating through 
price  changes  all  kinc 
information.  The  mo: 
pervasive  the  financic 
markets,  the  more  in\ 
tors  will  find  and  func 
profitable  ideas— and  flee  from  faih 
management  strategies.  With  the  1 
efit  of  hindsight,  it's  also  apparent  1 
the  financial  markets'  "shock  absoi 
ers"  are  one  reason  the  2001  recess, 
was  so  shallow.  The  reverberations 
from  the  downturn  in  economic  aa 
ity  largely  showed  up  in  the  global 
capital  markets  rather  than  in  the  re 
economy  of  jobs  and  incomes. 

Kuttner  has  written  a  passionate 
broadside  for  restoring  widespread ] 
prosperity  to  the  middle  class  and  r ' 
viving  a  dispirited  democracy.  Thai 
argument  isn't  completely  convinc 
doesn't  mean  his  ideas  aren't  wortl 
grappling  with  during  the  coming 
campaign  for  the  White  House,  i  b\A 
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SET  ALARM  FOR  4.00AM 

TRAVEL  TO  AIRPORT 

CHECK  IN 

GOTHROUGH  SECURITY 

GOTHROUGH  PASSPORT  CONTROL 

WAIT  IN  LOUNGE 

WAIT  AT  GATE 

BOARD  AIRCRAFT 

TAXI  FOR  AWHILE 

WAIT  FOR  SLOT 

TAKE  OFF 

ENJOY  IN-FLIGHT  HOSPITALITY 

EXPERIENCETURBULENCE 

LAND 

TRAVEL  TO  MEETING 

ATTEND  MEETING 

TRAVEL  BACK  TO  AIRPORT 

CHECK  IN 

GOTHROUGH  SECURITY 

GOTHROUGH  PASSPORT  CONTROL 

WAIT  IN  LOUNGE 

WAIT  AT  GATE 

TAXI  FOR  AWHILE 

WAIT  FOR  SLOT 

TAKE  OFF 

ENJOY  IN-FLIGHT  HOSPITALITY 

EXPERIENCETURBULENCE 

LAND 

EXIT  AIRPORT 

GO  HOME 


WALK  IN 

SIT  DOWN 

ATTEND  ME_ 

CONTINUE  WITH  REST  OF  DAY 


Which  would  you  choose? 

Meeting  face-to-face  has  its  downsides. That's  why  we've  created 
TANDBERG  Experia™,  the  ultimate  in  telepresence.  You'll  feel  like 
you're  in  the  same, room  as  colleagues  continents  away.  Without 
the  inconvenience  of  having  to  go  there  in  person. 


Call:  ,1-88-TANDBERG  or  1-888-263-2374 
Email:  moreinfo@tandberq.com 


A  Ekperiaf 
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Office  Furniture 


FREE-SHIPPING 

Absolutely  No  Hidden  Costs  or  Fees  &  No  Minimums 

Extensive  Online  Catalog 

ks,  Chairs,  Files,  Tables  &  Bookcases 


In'jludiriy  L)3i 


PLANET 

/J\     OFFICE  FURNITURE 

vww.PlanetOfficeFurniture.com 
£&  1-866-380-4978 

j  Authorized  Online  Dealer  for 


Business  Services 


CHINA  RECRUITMENT 


CEO,  GM,  Operations  Dir.,  CFO,  HR 
Mgr,  etc.,  All  industries,  20  yrs  in  China. 
12  yrs  in  recruiting  for  multinationals, 
Aust.  passport  holder,  Chinese  origin; 
able  to  find  you  the  right,  high-quality 
candidates  with  integrity.  Good  English 
skills.  Reasonable  fees: 


Alfred  Shum:  86-1360  1099  872 
or  e-mail:  ashum@onpressint.com 


Timeshare 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 

Call  for  Free  Catalog! 

1-800-941-2054 
www.holidaygroup.com/bw 


Positive  TV  Programming 


SUPREME  MASTER 
fc*        TELEVISION 

goes  GLOBAL 

'■  on  NOV.  16,  2007 


NORTH  AMERICA 
ALAXY  25  at  97°  W 

PONOER:  1,  FREQUENCY:  11740(V) 

SYMBOL  RATE:  22000,  FEC:  1/2,  SID:  3 

■7.PMT:  1003,  PCR  +  VIDEO:  2003,  AUDIO:  3003 

"SOUTH  AMERICA:  HISPASAT,  INTELSAT  907 

•      ASIA:  ABS,  ASIASAT  2,  ASIASAT  3S 

y    ASIA  &  AFRICA:  INTELSAT  10  (C-BAND) 

.AUSTRALIA  &  NEW  ZEALAND:  OPTUS  B3  /  D2 

MIDDLE  EAST  &  N.  AFRICA:  EUROBIRD  2 

AFRICA:  INTELSAT  10  (KU-BAND) 

EUROPE  (launched):  HOTBIRD,  ASTRA  1 

Launcfiuigl^V  NEW  Satellite  Platforms! 
Enjoy  positive,  ihspirati&nqland  entertaining  programs 


Business/Career  Opportunities 


Rated  One  of  the 

TOP  BUSINESSES 

for 2007 


Business  Loans  •  Equipment  Leases 

OWN  YOUR  OWN 
BUSINESS  LOAN  COMPANY 

No  experience  needed,  we  support  you! 

•  Arrange  business  loans  and  leases 
from  $10k-  $10  million. 

•  Work  directly  with  national  lenders. 

•  Unlimited  earning  potential  and 
residual  income. 


t'* 


Call  now  to  receive  a  FREE 
DVD  Seminar  and  Brochure! 

800-336-3933 


www.viewbfc.com 
The  Loan  Consultants,  Inc.,  since  1983 


ENERGY  EFFICIENCY 
BUSINESS 


Start  your  own  business  as  an 
Energy  Management  Consultant 

UK  manufacturer  with  range  of 
cutting  edge  technologies  proven 
to  significantly  reduce  energy 
consumption  in  commerce  &  industry 
seeks  overseas  distributors. 

Tel: +44  (0)1872  223000 

Contact:  www.somars.com 

for  further  information 


Industrial  Design 


IDEA 

AWARDS 


30NE    BLUETOOTH    HEADSE 


Cellular  Phone  Director 


Looking  For 
Big  Opportunit 


New  Patent  Pending 

"Mini-Web"  Pages  for 

Advertising  To  Cell  Phot 

Free!  Visit  www.iCardMe.ci 
Reach  millions  with  your  come 
and  products!  How  does  y 
website  look  from  a  cell  pho 
Make  your  site  mobile  friendly 
under  $10  per  year  w 
www.Mobi-Web.mobi  or  \ 
www.Estory.mobi  for  sometl 
else  big,  new  &  exciting! 


Opportunities  are  welcoc 
Call  602-622-2323 


Package  Design 


swerve 

Designs  for  Brands 


B© 


Creating  the  worlds  most  exciting 
structural  packaging  solutions. 
Innovative  ideas,  fully  engineerec 
Engaging  consumers  and  driving  sa 


77  Chambers  Street, 

New  York,  NY  10007 

tel  212  742  9560 

www.swerveinc.comr 


Marketplace  Advertise: 


The  BusinessWeel 
MarketPlace...lt  Wor 

•  Advertise  in  the  BusinessW  > 
Marketplace  and  reach  net 
5  million  responsive  reader 

•  Reaching  more  business 
professionals  than  any  oth< 
business  magazine... 

caii  312-464-05001 

additional  Marketplace  adverti 
information  and  rates,  or  em. 

MMiller@classifiedinc.c 


(For  customer  service/subscrii 
call1-800-635-1200) 
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Are  you  brushing  with  germs? 

Sanitize  your  family's  toothbrushes  with  the  dentist 
recommended  VIOIighf  Toothbrush  Sanitizer. 


"Even  after  being  rinsed  visibly  clean, 
toothbrushes  can  remain  contaminated 
with  potentially  pathogenic  organisms." 

— The  Centers  for  Disease  Control, 
January  2002  report 


*eColi, 

salmonella, 

strepococcus 


As  seen  in  Time  Magazine, 
The  Wall  Street  Journal,  CNN 
and  The  New  York  Times,  Violight 
sanitizes  both  electric  and  manual 
toothbrushes  in  only  ten  minutes! 

Winner  of  the  BusinessWeek 
sponsored  IDEA  Design  Award! 


design  by  S    ARCK 

Your  toothbrush  cleans  your  teeth. 
What  cleans  your  toothbrush?™ 

The  plaque  and  debris  that  stays  on  your  toothbrush  -  even 
after  you  rinse  it  -  is  a  a  breeding  ground  for  germs.  There 
can  be  millions  of  them  on  a  single  toothbrush.  They  can 
live  48  hours  or  more.  They  can  cause  flu,  colds  and  other 
illnesses.  And  you're  putting  them  in  your  mouth! 

But  VIOIight's  patented  technology 
eliminates  up  to  99.9%  of  the  germs 
that  live  on  your  toothbrush! 


The  blue  glow  means  your  toothbrushes 


are  being  sanitized  ... 

Just  put  a  toothbrush  in  and  press  the  button. 
The  blue-violet  glow  on  top  of  the  VIOIight  lets 
you  know  the  sanitizer  is  working.  The  glow 
comes  from  the  germicidal  UV  light  -  the  same 
technology  used  in  hospitals  to  kill  germs.  Ten 
minutes  later,  VIOIight  automatically  shuts  off 
and  your  toothbrush  is  fresh,  clean,  and 
sanitized  for  the  next  time  you  brush! 


Choose  from  2  VIOIight  models! 

The  beautiful  VIOIight  bathroom  unit  takes  up  very  little 
space  (it's  about  the  size  of  a  cup),  yet  it  holds  up  to 
4  toothbrushes  -  even  electrics! 

And  the  Personal  Travel  Unit  keeps 
one  toothbrush  germ-free  when 
you're  on  the  road. 

Risk-free  30-day  trial 

Right  now,  choose  either  unit  risk-free  for  30-days  and 
save  20%.  If  you're  not  completely  satisfied,  we'll  refund 
your  purchase  price. 

Don't  let  your  family  brush  with  germs.  Get  the  cleaner, 
healthier  way  to  store  your  toothbrushes.  VIOIight. 

Makes  a  great  Holiday  Gift! 


special  offer!  Save  20%  Today ! 

Only  at  violight.com  or  by  calling  888.882.2367  now! 


vio 


ighf 


Type  in  Coupon  Code  BW1107 


International  Inquiries  welcome. 
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Air  China  62 
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Amazon  (AMZN)  80,  IN2 
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American  Funds  95 
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Argus  Research  109 

AT&T  (T)  6, 71,  HO 

Audi  18 
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CNET(CNET)74 
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Vatldn  <£• 

esign 

Directory 


1  settle  for  anything  less  than  the  best  design  because  your  customers  won't.  Increase  your  sales  by  hooking 
th  the  best  in  the  business,  the  world  over. 


CONTINUUM   (U 


BOSTON  .  MILAN  .  SEOUL 


800.625.5115 


^  dcontinuum.com 


Buildins 
Leadership 
Brands- 


www.lpkproduct.com 


Arnell  Group  examines 
the  space  between  brand 
assets  and  consumer  desire 
to  identify  opportunity  and 
to  develop  and  implement 
business-building  solutions 
from  product  to  experience. 
We  help  brands  capture 
and  realize  differentiation  by 
exploiting  a  unique  emotional 
dimension  in  a  rational  world 
of  business.  212  343  5734 


RADIUS 

product  development 


risd 


rhode  island  school  of  design 


innovation  realized 
radiuspd.com 


boston       Chicago       Copenhagen       hong  kong       beijing 
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Internet 

You  can  request  information  and/or  link  directly  to  company  websites 
through  our  electronic  reader  service  program  @ 
www.businessweek.com/BizLink 


1.  Arnell  Group 

2.  Continuum 

3.  LPK  Product 


4.  Radius  Product  Development 

5.  Rhode  Island  School  of  Design 
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124    THE  WELCHWAY  JACK  &  SUZY  WELCH 


Scrambling  to  Find  a  Successor 

Why  so  many  companies  aren't  ready  when  the  boss  departs 


What  companies  make  good  examples 
of  succession  planning  done  right? 


Robert  Handfield 
RALEIGH,  N.C. 


It's  sad  to  say,  but  your  question  would 
be  a  heck  of  a  lot  easier  to  answer  if  you 
had  asked  for  examples  of  succession 
planning  done  wrong.  That  list  keeps 
getting  longer.  As  we  know,  Citigroup 
and  Merrill  Lynch  recently  lost  their 
CEOs,  and  it  quickly  became  obvious 
that  neither  company  had  a  successor 
in  the  wings.  What  was  less  obvious 
was  how  such  a  thing  could  happen. 

Certainly  examples  of  outstanding 
succession  planning  exist:  Just  look  at 
Johnson  &  Johnson,  Goldman  Sachs, 
Microsoft,  and  Caterpillar.  Indeed, 
research  shows  that  well  over  50%  of 
companies  promote  their  CEOs  from 
within.  Such  companies  understand  a 
central  tenet  of  business — that  a  well  - 
crafted  succession  plan  vastly  mini- 
mizes disruption  when  the  CEO  leaves, 
expected  or  not.  Imagine  what  it  felt 
like  inside  Citi  and  Merrill  in  recent 
weeks,  with  people,  top  to  bottom, 
asking  themselves,  "What  will  happen 
to  me  in  this  mess?"  and  "What  will  the 
devil-we-don't-knowbelike?"  So 
long,  productivity!  In-house  succes- 
sion has  the  added  virtue  of  being 
cheaper:  An  outside  hire  usually  requires 
enough  money  to  fill  a  Brinks  truck. 

But  if  good  succession  planning 
makes  so  much  sense,  why  isn't  it 
more  common?  Well,  sometimes  a 
board  must  go  outside  to  shake  things 
up.  IBM  hired  Nabisco's  Lou  Gerstner 
in  1993,  for  instance,  to  transform  its 
culture.  More  recently,  Siemens  hired 


Peter  Loescher  from  Merck  to  separate 
itself  from  practices  that  had  damaged 
its  image.  In  other  cases,  a  company 
can  have  a  controlling  shareholder  who 
wants  to  do  succession  his  way.  Via- 
com's Sumner  Redstone  and  Fidelity's 
Ned  Johnson  come  to  mind. 

But  when  a  push  for  change  or  a  con- 
trolling shareholder  aren't  the  case, 
and  succession  planning  still  doesn't 
happen,  the  fault  lies  with  the  board. 
Sure,  boards  have  other  big  tasks,  like 
grappling  with  the  CEO  over  growth 


Forget  the  talk  about  "expertise  demands" 
and  pay  differentials,  boards  must  insist  that 
top  people  get  crp^sS'-functional  experience 


opportunities  and  strategy.  But  we'd 
suggest  two  more  reasons  why  succes- 
sion planning  can  fall  off  the  agenda. 

The  first  we've  written  about  be- 
fore—so-called shareholder  activ- 
ists pressuring  boards  into  a  bunker 
mentality,  which  can  foster  an  obses- 
sion over  the  minutiae  of  financial 
reports.  We  say  so-called  because  real 
shareholders  don't  want  their  boards 
to  fixate  on  rounding  errors  rather  than 
growth  and  succession.  We're  not  ad- 
vising boards  to  ignore  financials,  but 
no  director,  flying  in  once  a  month  to 
pore  over  reams  of  data,  is  going  to  un- 
cover schemes.  That's  why  the  board's 
job  when  it  comes  to  financial  oversight 
is  to  make  sure  management  has  the 
control  systems 
and  high -integri- 
ty people  in  place 
to  do  the  detec- 
tive work. 

The  second 
reason  is  more 


emotional,  in  that  the  topic  can  be, 
well,  so  awkward.  After  all,  successi 
planning  requires  boards  to  talk  can 
didly  about  what  qualities  are  missii 
in  the  current  CEO  and  the  timing  0 
his  or  her  departure,  and  it  compels 
current  CEO  to  chime  in  without  set 
ing  defensive.  It's  sort  of  like  a  marr: 
couple  trying  to  calmly  discuss  who 
perfect  replacement  spouse  would  t 
Pretty  squirm -worthy  stuff. 

Now,  we've  heard  it  said  that  boai 
don't  have  good  succession  plans 

because  senior  managemen 
ranks  are  so  thin  in  today's 
"perform  or  die"  culture.  V> 
spin  that  argument  to  say  tl 
if  senior  ranks  are  thin,  it's 
because  so  few  companies  1 
the  foresight  to  ask  manage 
to  take  on  cross -functional 
assignments.  They  let  then" 
rise  to  the  tops  of  their  silos 
and  retire.  This  is  particulai 
prevalent  in  financial  institutions,  v 
virtually  no  crossover  among  tradin 
and  retail  and  investment  banking 
because  of  "expertise  demands"  an<j 
pay  differentials.  One  big  exception 
JPMorgan  Chase  CEO  Jamie  Dimon 
who  acted  as  Sandy  Weill's  junior 
partner  for  16  years,  accruing  exper 
ence  and  knowledge  along  the  way. 
Alas,  Dimon  cannot  run  everythi 
Nor  can  financial  company  boards 
scrambling  to  find  someone  like  hir: 
when  their  CEO  walks  away.  Succe.' 
sion  planning  has  got  to  be  delibera 
It  has  to  be  a  discipline .  And  if  boar  I 
don't  impose  that  on  themselves,  p 
haps  authentic  shareholder  activisl 
soon  will.  1 BW 1 
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Jack  and  Suzy  Welch  await  your  questions. 
E-mail  them  at  thewelchway@business- 
week.com.  For  their  VIDEO  PODCAST,  go  to 
businessweek.com/search/podcasting.htm 
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state  investments  are  subject  to  special  risks,  including  inter  st  rate  and  property  value  fluctuate 
lions.  Investments  and  services  are  offered  through  Morgan  Stanley  &  Co.  Incorporated,  member  SIP 


ons,  as  well  as  risk; 


ould  real  estate  be  a  part  of  your  portfolio  strategy?  Many  institutional  investors  look  to  real  estate  as  a 
ferent  way  to  share  in  global  growth.  With  more  than  $60  billion  in  real  estate  assets  under  management, 
d  people  on  the  ground  in  22  cities  around  the  world,  Morgan  Stanley  knows  the  global  real  estate  markets, 
s've  been  involved  in  real  estate  continuously  since  1969  -  longer  than  any  other  Wall  Street  firm.  If  you're 
erested  in  understanding  the  role  real  estate  can  play  in  your  portfolio,  talk  to  Morgan  Stanley. 


Ask  a  Financial  Advisor  today. 

Visit  morganstanley.com/woRLDWiSE 
or  call  866.479.1836 
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Let's  get  on  the  road  to 
energy  security 


As  Congress  considers  new  energy 
legislation,  one  goal  must  stand  above  all  others 
ensuring  America's  energy  security,  today  and  in 
the  future. 

That's  no  small  challenge:  the  U.S. 
Department  of  Energy  predicts  Americans  will 
need  almost  30  percent  more  energy  by  2030. 

A  successful  national  energy 
strategy  begins  with  using  energy 
more  wisely  -  at  home  and  work  as 
well  as  on  the  road. 

It  means  modernizing  existing 
infrastructure  to  ensure  that  more 
energy  can  be  delivered  even  more 
efficiently. 

It  means  diversifying  supplies 
to  get  more  energy  from  all  sources 
-  including  tapping  oil  and  natural 
gas  resources  here  at  home  in  an 
environmentally  responsible  way  - 
so  we  can  meet  our  growing  needs. 


INCREASE  ENERGY 


MODERNIZE  ENERGY 


DIVERSIFY  ENERGY 
SUPPLIES 


RESPONSIBLY  DEVELOP 
DOMESTIC  ENERGY 


And  it  means  investing  now  in  advance 
technologies  to  develop  traditional  as  well  as 
new  energy  sources,  including  alternatives  a 
renewables. 

The  truth  is,  to  maintain  our  quality  of  li 
America  will  need  a  comprehensive  strategy 
that  delivers  more  energy. 

Crafting  the  right  policies  i 
will  take  vision,  leadership  and  i 
cooperation. 

We  take  very  seriously 
our  role  in  providing  Americans 
reliable,  affordable  energy 
supplies. 

Let's  join  together  - 
government,  consumers  and 
industry  -  to  continue  toward 
greater  energy  security. 

We're  ready  to  do  our  pi 
so  America  doesn't  fall  behin 
In  the  global  race  for  energy. 


DEVELOP  ALTERNATIVES 

AND  EMERGING  ENERGY 

TECHNOLOGIES 


EnergyTomorrow.org/energysecurity 
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As  doctors  and  hospitals 
turn  to  GE,  Citi,  and  smaller 
rivals  to  finance  patient  care, 
the  sick  pay  much  more 

BY  BRIAN  GROW  &  ROBERT  BERNER 
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The  Redicks  are 
facing  hospital 
bills  —  plus 
14.5%  interest 
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CAN  YOU  HAVE 

AN  IMPACT  BY  MAKING 

NONE  AT  ALL? 


WHY  NOT? 


These  are  the  kinds  of  challenges  that  motivate 
us  at  Toyota.  This  one  was  the  inspiration  for 
our  zero  emissions  vision,  not  to  mention  our  drive  towards  zero  waste  in  all  of  our  plants. 
Our  goals  may  seem  lofty  but  we've  made  significant  progress.  Like  the  fact  that  over  one 
million  Toyota  and  Lexus  hybrids  around  the  world  have  kept  billions  of  pounds  of  CO2  out 
of  the  atmosphere?  And  as  we  make  bigger  leaps  across  all  of  our  technologies,  our  impact 
on  the  environment  will  become  even  smaller. 


toyota .  com  /whynot 
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moving  forward 
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available  at  movado  boi 

and  select  fine  retailers  natic 

visit  series800.com  for  lo 
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MOVAD 

SERIES  80 


the  art  of  performance 

torn  brady.  strategist,  athlete,  mvp.      < 
series  800™  new  sport  elegant  chronograph, 
swiss  engineered  power  and  precision 
in  performance  steel™. 
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IS  CHINA  CLAMPING  DOWN  ON  BANKS? 

Let's  say  your  economy  is  too  hot  for  comfort— for 
example,  growing  at  an  annual  rate  of  11.5%  for 
the  first  nine  months  of  this  year.  What  to  do?  One 
option  would  be  to  put  the  kibosh  on  lending,  and 
that's  just  the  road  China  is  taking,  according  to  the 
Nov.  19  Wall  Street  Journal.  The  China  Banking 
Regulatory  Commission  immediately  denied 
ordering  commercial  banks  to  freeze  loans,  but  the 
Journal  quotes  bankers  describing  possible  economic 
sanctions  if  they  defy  the  blanket  edict.  Beijing  has 
raised  interest  rates  five  times  this  year  to  cool  things 
down  but  is  reluctant  to  hike  again  for  fear  of  making 
its  currency  even  stronger. 


FIE  ON  FREDDIE  AND  FANNIE 

Investors  turned  their  backs  on 
home  finance  goliaths  Fannie  Mae 
and  Freddie  Mac  after  Freddie 
on  Nov.  20  posted  a  surprising 
third-quarter  loss  of  $2  billion 
and  said  it  might  have  to  cut  its 
dividend.  The  news  cast  doubt  on 
the  reliability  of  Fannie's  Nov.  9 
earnings  release,  which  showed  a 
$1 .4  billion  loss,  and  shivered  the 
shares  of  both  companies.  Fannie 
dropped  by  nearly  25%;  Freddie 
tumbled  by  almost  29%  by  the 
end  of  the  day.  Meanwhile,  the 
Commerce  Dept.  reported  on  Nov. 
20  that  while  housing  starts  overall 
rose  3%  in  October,  an  apparently 
cheery  number,  single-family  starts 
fell  by  7.4%,  and  building  permits 
sank  6.6%  to  the  lowest  level 
since  July,  1993. 
□  "As  new  home  sales  stall,  deals 
abound"  businessweek.com/magazine 


NO  ONE  TO  THE  RESCUE? 

Northern  Rock  finds  itself  ever 
more  up  against  a  rock.  On 
Nov.  1 9,  just  three  days  after 
CEO  Adam  Applegarth  and  four 


nonexecutive  directors  quit,  the 
beleaguered  British  mortgage 
bank  revealed  that  none  of  the 
rescue  offers  received  so  far  pro- 
poses to  buy  the  entire  business, 
and  all  were  "materially  below" 
the  share  price.  That  knocked  the 
stock  down  20%  to  an  all-time 
low.  Another  potential  obstacle  is 
that  acquirers  are  likely  to  want  the 
Bank  of  England  to  maintain  its 
$48  billion  in  emergency  funding. 
And  the  Chancellor  of  the  Exche- 
quer promises  to  veto  any  deal 
that  fails  to  protect  the  taxpayer. 


GOOGLE  WANTS  SPECTRUM 

As  if  the  search  king  weren't 
almost  everywhere  already,  now  it 
wants  to  take  to  the  airwaves.  It's 
contemplating  a  bid  in  the  Jan.  24 
auction  of  700  megahertz  of 
spectrum  freed  up  by  TV  stations 
as  they  convert  to  digital  transmis- 
sion. Under  a  lobbying  blitzkrieg 
from  Google  and  others,  the  FCC 
on  Nov.  1 6  changed  its  rules  for 
the  auction  to  allow  bids  from 
companies  that  want  to  wholesale 
wireless  services  to  others.  Google 
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has  said  it  will  bid  $4  billion  or 
more.  Bidders  must  notify  the  FCC 
of  their  intentions  by  Dec.  3,  with 
deposits  due  by  Dec.  28. 


ANOTHER  CEO  FALLS 

Mark  Ernst,  head  of  H&R  Block 
since  2001 ,  became  the  latest 
CEO  to  tumble  in  the  widening 
subprime  debacle.  Ernst  quit  on 
Nov.  20  as  analysts  warned  that 
losses  in  the  company's  subprime 
mortgage  unit,  Option  One,  could 
climb.  Cerberus  Capital  Manage- 
ment in  August  walked  away  from 
plans  to  buy  the  unit.  Dissident 
director  Richard  Breeden,  who  has 
pushed  Block  to  focus  on  its  core 
tax-return  business,  will  serve  as 
chairman,  and  former  Aetna  CFO 
Alan  Bennett  takes  over  as  acting 
CEO  while  a  search  goes  on. 


CALL  IT  BOOKS  3.0 

Will  this  one  fly  where  many 
flopped?  Amazon.com  on  Nov.  1 9 
became  the  latest  outfit  to  try  to 
create  a  mass  market  for  e-books. 
It  unveiled  its  long-rumored 
e-reader,  Kindle,  which  holds 
about  200  books  in  a  paperback- 
size  package  and  is  always  linked 
to  the  Web  via  Sprint  Nextel's 
EVDO  high-speed  wireless  net- 
work. Kindle  marks  Amazon's  first 
consumer-electronics  product.  The 
online  retailer  is  offering  90,000 
titles  for  now  and  plans  to  put  up 
its  entire  list  eventually.  But  great 
ease  of  use  still  may  not  persuade 
consumers  to  fork  over  $399. 
I  BW I  PAGE  074  "A  new  chapter  for  the 
e-book?" 


BAD-MOUTHING  THE  DOLLAR 

Two  America-haters  took  turns 
bashing  America's  currency  at  a 
special  OPEC  meeting  in  Saudi 
Arabia  on  Nov.  1 7-1 8.  Iranian 
President  Mahmoud  Ahmadine- 
jad  said:  "The  U.S.  dollar  has  no 
economic  value."  Venezuelan 
President  Hugo  Chavez  chimed  in: 
"The  dollar  is  in  free  fall,  every- 
one should  be  worried  about  it." 
Indeed,  the  greenback  fell  to  a 


new  low  against  the  euro  on  Nov. 
20.  But  oil  producers  are  putting 
pressure  on  it  as  well.  Iran  and 
Venezuela  would  both  like  to  see 
oil  priced  in  other  currencies,  a 
process  that  has  begun  in  Iran. 
Kuwait  has  switched  from  a  dollar 
peg  to  a  basket  of  currencies, 
while  the  United  Arab  Emirates  is 
considering  such  a  move.  Saudi 
Arabia  argues  that  such  shifts  put 
OPEC's  billions  of  dollars  of  re- 
serves at  risk,  but  it  may  be  forced 
at  least  to  revalue  the  riyal. 


LEGAL  EAGLE  MAGIC 

When  private  equity  firms  Fortress 
Investment  and  Blackstone  Group 

went  public  this  year,  they  raised 
hackles  because  of  the  sweet  tax 
break  their  ultrawealthy  principals 
receive  on  the  performance  fees 


Iran's 

Ahmadinejad 
and  Venezuela's 
Chavez  at  the 
OPEC  summit. 


NO  END  TO  HOUSING  PAIN 

New  privately  owned  housing  units  started 


M  A  M  I 


Data:  Department  of  Commerce 
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they  earn.  The  fees  are  taxed  as 
capital  gains  rather  than  income. 
But  other  aspects  of  the  fabu- 
lously complex  deals,  crafted  by 
tax  lawyers  at  blue-chip  law  firms 
such  as  Skadden,  Arps,  Slate, 
Meagher  &  Flom,  go  even  further. 
The  Blackstone  offering  achieves 
a  trifecta:  little  corporate  tax,  slight 
SEC  regulation,  and  no  gover- 
nance protection  for  investors. 
Now  Congress  is  pondering, what, 
if  anything,  to  do  about  it. 
H  The  American  Lawyer 


WRITEDOWNS  IN  EUROPE 

The  subprime  Shockwaves 
keep  rolling  across  the  financial 
landscape.  On  Nov.  1 6,  Barclays 
announced  $1 .65  billion  in  mostly 
subprime-related  charges.  These 
come  after  a  previous  hit  of  $1 
billion  at  Britain's  third-largest 
bank.  And  on  Nov.  1 9,  Swiss  Re, 
the  world's  biggest  reinsurer,  said 
it  has  suffered  $1  billion  in  losses 
from  credit  default  swaps  provided 
to  clients.  That  was  a  surprise, 
while  Barclays'  number  was 


smaller  than  expected.  Analysts 

think  more  major  writedowns  are 

inevitable. 

H  "Barclays  tries  to  soothe  the  Street" 

businessweek.com/magazine 


WANTED:  FLYING  PARTNER 

These  days,  United  is  a  fitting 
moniker  for  the  Chicago-based 
airline.  Glenn  Tilton,  CEO  of 
United  and  its  parent,  UAL,  sure 
looks  like  he  has  an  urge  to 
merge.  He's  been  an  unabashed 
cheerleader  for  consolidation,  and 
many  analysts  think  that  some  of 
his  initiatives— including  his  reluc- 
tance to  order  new  planes  and  his 
talk  of  spinning  off  the  frequent- 
flier  program — are  designed  to 
dress  the  $20  billion  carrier  up  for 
sale.  But  who  would  buy? 
I BW  i  PAGE  022  "Why  United  is  ready 
to  unite" 


CASHING  IN  SOME  CHIPS 

Advanced  Micro  Devices  has  a 

new  ally  in  its  endless  warfare  with 
Intel.  On  Nov.  1 6  the  investment 


arm  of  the  Abu  Dhabi  govern- 
ment, Mubadala  Development, 
ponied  up  $622  million  for  an 
8.1%  stake  in  AMD,  which  plans 
to  use  the  cash  to  beef  up  its  chip 
offerings  in  coming  years.  The 
money,  which  will  flow  from  issu- 
ing 49  million  new  shares,  offers 
only  short-term  relief  for  AMD. 
The  smaller  chipmaker  has  fallen 
behind  in  the  performance  race 
and  is  trying  to  match  its  rival's 
practice  of  bundling  processor, 
graphics  chips,  and  other  prod- 
ucts into  a  single  package. 


MEDICAL  BILLS  ON  STEROIDS 

How  would  you  like  to  pay  27%  in- 
terest on  the  portion  of  your  medi- 
cal bill  not  covered  by  insurance? 
That's  what  some  Americans  are 
facing.  Hospitals  and  other  health- 
care providers  are  converting  bills 
of  uninsured  and  underinsured  pa- 
tients into  consumer  debts  in  a  bid 
to  boost  payment.  Finance  outfits, 
including  big  banks  and  credit- 
card  companies,  acquire  the 
debts  for  a  discount,  then  charge 


Making  AMD 
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oole-digit  rates  on  past 
■Dills.  Hospitals  get  paid 
m<ly,  but  the  practice  can 
ki  lower-income  patients  in 
\irse  financial  bind. 
H  PAGE  034  "Fresh  pain  for  the 
ii  ured" 


1CAST  CLAMPS  DOWN 

'Net  neutrality"  debate 
ining  urgency,  courtesy 
Dmcast.  For  years,  the 
that  an  Internet  service 
der  would  give  bet- 
elivery  to  some  kinds 
intent  over  others  was 
•ly  a  fear  shared  by  purist 
advocates.  Now  the  cable 
(and  its  rival,  Cox  Com- 
ications)  have  admitted  to 
ing  peer-to-peer  traffic  at 
5.  One  p-to-p  company, 
■,  says  it's  time  for  big 
ers  to  stop  targeting  this 
3rful  technology,  which 
butes  files  over  networks 
ousands  of  PC  users 
download  the  software, 
ad,  Vuze  says  the  carriers 
Id  embrace  it  to  help  meet 
umers'  insatiable  appetite 
andwidth. 

PAGE  26  "Users  to  Comcast: 
sOff" 


H  V'LL  HAVE  A  GROLSCH 

latest  emerging-markets 
■  apparently,  is  premium 


beer.  Anglo-South  African 
brewing  group  SABMiller 
agreed  on  Nov.  1 9  to  pay 
$1 .2  billion  for  Dutch  brewer 
Grolsch— an  84%  premium 
over  the  stock  price— and  said 
it  plans  to  market  the  brew  to 
upwardly  mobile  quaffers  in 
Africa  and  Latin  America.  The 
move  may  not  be  as  crazy  as  it 
sounds.  The  premium  segment 
is  growing  fast  in  countries 
such  as  South  Africa,  but 
SABMiller  has  lacked  a  brand 
with  Northern  European 
cachet.  Grolsch  still  sells  most 
of  its  beer  in  the  Netherlands, 
so  there  is  plenty  of  untapped 
potential. 

Q  "It's  Miller  time  for  Grolsch" 
businessweek.com/magazine 


RIDING  HIGH  ON  JOE... 

Can  you  supersize  an 
espresso?  McDonald's  is 
thirsting  for  a  bigger  share 
of  the  $60  billion  U.S.  coffee 
market.  The  No.  1  fast-food 
chain  relaunched  its  coffee 
business  1 8  months  ago  with 
great  success:  Coffee  sales 
were  up  39%  in  the  first  nine 
months  of  this  year,  thanks  in 
part  to  a  stronger  brew.  Mickey 
D  plans  to  add  premium  coffee 
drinks  next  year— all  priced 
below  Starbucks  offerings. 
H  adage.com 


...AND  NOT  SO  HIGH 

Over  at  Starbucks,  the  picture 
isn't  so  pretty,  so  it's  looking 
to  pretty  pictures  to  save  the 
day.  The  company  on  Nov.  1 5 
said  that  customers  visits  per 
store  fell  1  %  during  its  fourth 
quarter,  the  first  time  that 
happened  since  it  began  re- 
porting the  number  three  years 
ago.  On  Nov.  1 6  it  kicked 
off  its  first  national  TV  ad 
campaign  after  disdaining  the 
medium  in  the  past.  It's  also 
slowing  down  U.S.  expansion. 
Investors  continue  to  spit  out 
the  stock,  which  has  dropped 
35%  this  year. 
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BUMMER  FOR  HUMMER 

In  California  they  take  fuel 
economy  standards  really, 
really  seriously.  On  Nov.  1 6  a 
federal  appeals  court  there  tossed 
out  the  Bush  Administration's 
year-old  standards  for  light  trucks 
and  sport  utility  vehicles  because 
they  failed  to  take  into  account  the 
economic  risks  of  climate  change. 
The  court  further  ruled  that  the 
Transportation  Dept.  had  failed  to 
explain  plausibly  why  light  trucks 
and  SUVs  should  be  treated  more 
leniently  than  cars.  The  decision 
may  prompt  Congress  to  burn 
rubber  in  passing  an  energy  and 
fuel  economy  bill  that  prevents  the 
courts  from  preempting  the  field. 


XEROX  SPREADS  WEALTH 

Doling  out  money  to  shareholders 
is  generally  a  sign  of  good  fiscal 
health,  and  in  this  case  it's  a  won- 
drous recovery  from  a  desperate 
illness.  Xerox  announced  on  Nov. 
1 9  that  it's  reinstating  its  dividend, 
which  it  hasn't  paid  in  more  than 
six  years.  True,  it's  not  a  thumping 
sum— 0.0425$  a  share— but  CEO 
Anne  Mulcahy  called  the  move 
and  recent  stock  repurchases  a 
sign  of  the  "long-term  value  we're 
creating."  The  dividend  goes  into 
effect  in  January  for  shareholders 
of  record  as  of  Dec.  31 .  Xerox' 
financial  woes  date  back  to  2002, 
when  it  suffered  a  cash  crunch, 
restated  five  years  of  revenue,  and 
erased  43%  of  earnings. 


WOUNDED 
COUNTRYWIDE 
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NO  LIGHTS,  NO  CAMERA... 

The  writers'  strike  is  starting  to 
claim  big-screen  casualties.  Film- 
ing of  Pinkville,  a  drama  about  the 
investigation  of  the  My  Lai  massa- 
cre to  be  directed  by  Oliver  Stone 
(above),  was  set  to  roll  in  early 
December.  United  Artists  yelled 
"cut"  on  Nov.  9  because  the  script 
wasn't  ready.  Same  goes  for  Ron 
Howard's  Angels  &  Demons:  Sony 
Pictures  Entertainment's  sequel  to 
The  Da  Vinci  Code  was  scheduled 
for  a  Christmas  2008  release  but 
will  now  probably  not  hit  theaters 
till  mid-2009. 
□  Variety 


DEFIBRILLATOR  DECISION 

Boston  Scientific  is  moving  out 
from  under  its  legal  cloud.  On  Nov. 
1 9  the  company  said  it  would  pay 
$245  million,  up  from  a  July  figure 
of  $1 95  million,  to  settle  virtually 
all  the  litigation  arising  from  prob- 
lematic defibrillators.  Boston  Sci- 
entific acquired  the  problem  when 
it  paid  $27  billion  for  Guidant  in 
April,  2006. 


FUNNY  JOINT  BUSINESS? 

For  some  orthopedic  surgeons, 
hips  and  knees  pay  extra.  In  early 
November,  five  large  makers  of  re- 
placement hips  and  knees  posted 
lists  on  their  Web  sites  of  all  the 
physicians  they've  formed  consult- 
ing agreements  with  and  how 
much  they  paid  them.  The  lists  are 


part  of  a  settlement  reached  with 
the  Justice  Dept.  over  allegations 
of  illegal  kickbacks  to  doctors  who 
were  heavy  users  of  certain  de- 
vices. For  patients,  the  revelations 
could  be  eye-opening:  Zimmer,  for 
example,  has  paid  out  more  than 
$86  million  this  year. 
I BW I  PAGE  024  "Is  the  hip  bone 
connected  to  a  fee?" 


COME  BACK,  CERBERUS 

Financial  crises  make  work 
for  oodles  of  lawyers,  and  the 
subprime  meltdown  is  proving 
no  exception.  In  the  latest  lawsuit 
to  be  spawned  by  a  broken 
deal,  United  Rentals  went  after 
Cerberus  Capital  Management 
on  Nov.  1 9  to  force  it  to  complete 
a  $4  billion  buyout  agreed  to  in 
July,  when  the  credit  markets 
were  already  in  turmoil.  Cerberus 
j  argues  it  can  terminate  the  deal 
by  paying  a  $100  million  breakup 
fee,  but  the  equipment  rental  outfit 
says  that  under  the  terms  of  the 
deal,  the  private  equity  firm  can't 
simply  walk  because  it  wants  to 
pay  a  lower  price. 


SAP'S  ALBATROSS 

Oracle  CEO  Larry  Ellison  must  be 
having  a  ball.  Archrival  SAP,  strug- 
gling to  contain  the  legal  dam- 
age caused  by  its  Texas-based 
subsidiary  TomorrowNow,  said  on 
Nov.  1 9  it  may  unload  the  unit.  The 
German  business  software  giant 
also  disclosed  that  several  senior 
managers  of  TomorrowNow  are 
resigning,  including  CEO  Andrew 
Nelson.  TomorrowNow,  which 
specializes  in  customer  support 
to  Oracle  customers,  turned  into 
a  migraine  for  SAP  in  March  after 
Oracle  filed  a  lawsuit  claiming  the 
unit  stole  thousands  of  Oracle 
documents.  SAP  admits  "some  in- 
appropriate downloads  occurred," 
but  says  no  info  was  passed  on  to 
the  parent. 
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DOKING  HARD  AT  INFLATION-ALL  OF  IT 

e  Fed  has  long  made  policy  while  averting  its  eyes  from 

3d  and  energy.  But  it  may  be  impossible  to  turn  away  any  longer 
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e  Federal  Reserve's  past  emphasis  on  core  inflation,  which  strips  food  and  energy  from  the  price 
lexes  in  order  to  gauge  the  underlying  trend  of  prices,  has  always  confused  both  Wall  Street  and 
kin  Street.  How  can  the  Fed  make  monetary  policy  while  ignoring  two  items  that  make  up  23%  of 
i  consumer  price  index?  As  the  old  complaint  goes:  Core  inflation  makes  sense  only  for  people  who 
n't  eat  or  drive.  Now,  as  part  of  a  communications  overhaul,  Fed  policymakers  are  finally  giving 


il  inflation  its  due.  Beginning  with 
minutes  of  the  Oct.  30-31  policy 
etings,  released  on  Nov.  20,  the  Fed 
ffering  the  public  its  forecasts  of 
h  total  and  core  inflation  instead  of 

the  latter, 
'he  change  is  part  of  the  central 
ik's  new  transparency  effort  "to 
)rove  the  accountability  and  public 
lerstanding  of  U.S.  monetary 
icy."  The  Fed  will  publish  its  eco  - 
nic  projections  for  growth,  inflation, 

unemployment  four  times  a  year 
;ead  of  two.  It  will  extend  its  fore- 

horizon  to  three  years,  from  two. 
[so  will  offer  a  "narrative"  to  explain 
consensus  judgment,  as  well  as  dif- 
mces  among  the  policymakers, 
he  new  attention  to  total  inflation 
les  at  a  tricky  time  for  the  Fed.  In 
coming  months,  while  growing 

TAL  AND  CORE  INFLATION 
ND  TO  MOVE  TOGETHER 

[RCENT  CHANGE,  ANNUAL  AVERAGE  INDEXES 

PRICE  INDEX 
FOR  PERSONAL 

CONSUMPTION 

EXPENDITURES 

•  TOTAL 


00 
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1:  Bureau  of  Economic  Analysis,  Global  Insight 
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evidence  of  a  weak  economy  is  likely  to 
bolster  arguments  for  further  interest - 
rate  cuts,  overall  inflation  is  expected 
to  speed  up  to  a  pace  far  greater  than 
the  core  rate.  Except  for  the  period  af- 
ter Hurricane  Katrina  in  2005,  the  gap 
could  be  the  widest  since  1980.  The 
Fed  often  has  expressed  concern  that 
costlier  energy  and  food  have  the  po- 
tential to  lift  other  prices.  Indeed,  over 
long  periods,  total  and  core  inflation 
have  moved  roughly  together  (chart). 

The  upward  push  from  energy 
and  food  was  evident  in  the  October 
consumer  price  index.  The  total  CPI 
jumped  3.5%  from  a  year  ago,  up  from 
September's  2.8%  clip,  while  the  core 
rate  edged  up  to  2.2%,  from  2.1%.  The 
November  CPI  is  expected  to  rise 
about  4%,  powered  by  gasoline  and 
other  fuels.  Food  inflation,  at  4.4%  in 
October,  has  doubled  since  the  end  of 
2006  and  is  the  highest  in  16  years. 

Based  on  the  Fed's  preferred 
measure,  the  price  index  for  personal 
consumption  expenditures,  most 
policymakers  expect  overall  inflation 
to  end  2007  between  2.9%  and  3%, 
with  core  prices  rising  1.8%  to  1.9%. 
In  the  long  run,  given  "appropriate" 
policy,  the  Fed  foresees  total  and  core 
inflation  converging  to  between  1.6% 
and  1.9%  by  2010.  Policymakers  hope 
these  outer -year  projections  will  be 
seen  by  investors  as  a  target  for  price 
stability  that  will  guide  policy  and  an- 
chor inflation  expectations.  If  people 
expect  low  inflation  over  the  long 


haul,  they  won't  let  transitory  jumps 
in  energy  and  food  alter  their  pricing, 
buying,  and  wage  -  setting  behavior. 

Still,  the  Fed  must  make  policy 
decisions  in  the  short  run,  and  the 
crosswinds  building  up  for  its  Dec.  11 
meeting  are  the  stiffest  in  years.  In 
addition  to  the  uncomfortable  level 
of  overall  inflation,  reports  show  the 
economy  is  slowing  sharply.  In  the 
three  months  through  October,  retail 
sales  outside  of  autos,  gasoline,  and 
building  materials  have  fallen  for  the 
first  time  in  five  years,  and  manufac- 
turing output  is  declining.  Despite 
strong  exports,  domestic  demand  is 
too  weak  to  support  production  gains. 

Also,  a  growing  number  of  influ- 
ences on  inflation  are  beyond  the  Fed's 
control.  In  recent  years,  policymakers 
have  expected  oil  prices  to  moderate, 
yet  strong  global  growth  has  pushed 
them  higher.  The  dollar's  plunge  is 
another  factor.  Higher  food  prices 
partly  reflect  the  shift  to  ethanol  pro- 
duction, but  prices  of  imported  foods 
and  feeds  are  up  nearly  10%  over  the 
past  year,  and  prices  of  Chinese  im- 
ports are  accelerating.  Also,  produc- 
tivity has  slowed  and  is  not  providing 
the  same  inflation  cushion  as  earlier 
in  the  decade. 

Current  tame  readings  on  core 
inflation  may  no  longer  offer  the  same 
comfort  to  policymakers  they  once  did. 
The  growing  pressure  on  total  inflation 
is  a  new  risk  that  could  rob  the  Fed  of 
some  maneuvering  room.  1  bw  1 
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NIONS:  LESS  IMPACT 
ND  A  LOWER  PROFILE 

lames  Mehring/Charts  by  Laurel  Daunis-Allen 

ikes  in  Hollywood  and  on  Broadway  are  making  headlines, 
t  work  stoppages  in  the  U.S.  are  becoming  less  frequent— 
d  less  of  an  economic  factor.  But  differences  still  exist,  in 
y  and  other  areas,  between  union  and  nonunion  workers. 


ployee  costs:  Earlier  this  decade,  compensation  grew  faster  for  union 

kers  relative  to  their  nonunion  colleagues,  but  today  the  situation  has  reversed 

ERCENT  CHANGE  FROM  A  YEAR  AGO 


U.S.  EMPLOYEE  WAGE  AND  BENEFIT  COSTS 
•  UNION  WORKERS    •  NONUNION  WORKERS 
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Bureau  of  Labor  Statistics,  Global  Insight 


Profile  of  union  workers:  Older,  better- 
paid,  and  more  likely  to  have  a  government  job 


UNION  MEMBERS 
•  TOTAL  WORKFORCE 

IN 
GOVERNMENT  «£» 
JOBS   I 


48.0% 


WORKERS 
UNDER  35 

AVERAGE 

HOURLY 

WAGE 


116.1% 

24.5  o/o 

|35.1% 

$16.99 
I  $11.76 


7.1% 
_J|14.0% 

Data:  Bureau  of  Labor  Statistics  NOTE:  DATA  FOR  2006 


IN  PART-TIME 
JOBS* 


•HOURLY  WAGE 
WORKERS 


Strikes:  There  have  been  just  1 4  major  U.S. 
work  stoppages  in  2007  (through  September) 

AVERAGE  NUMBER  OF  STRIKES  PER  YEAR  IN  THE  U.S. 
INVOLVING  MORE  THAN  1,000  WORKERS 


Data:  Bureau  of  Labor  Statistics 


AE  LOST  TO  STRIKES 

utes  of  lost  work  per  employed  person  from  strikes  and  lockouts  in  2006* 


:  International  Labor  Organization,  Global  Insight,  BusinessWeek 
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fi  <L  3     Penny  pinchers ,  listen  up !  What  d( 
\a^     circus  tickets,  booze,  golf  lessons, 
*£^ffi     gift  cards,  pets,  book  publishing,  a 
college  education,  and  an  iPod 
have  in  common?  They're  just  a 
handful  of  the  things  available  free  on  the  Web.  In  a 
businessweek.com  report,  we  collect  101  of  the  very 
best  freebies— including  enough  complimentary 
software  to  run  your  own  business  or  produce  a 
YouTube  video  — all  without  shelling  out  a  nickel.  Go  t 
businessweek.com/go/07/free  to  learn  where  it's  hidii 
And  because  readers  have  spoken  up,  Figures  of  the 
Week,  our  summary  of  stock,  mutual  fund,  and  market 
moves,  is  back— at  businessweek.com/go/figures.  i  bw  i 
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YOUR  NEXT  CAREER 

More  and  more  people  are  making 
midlife  career  changes.  We  talk  to 
some  switchers  and  offer  advice  on 
how  to  script  your  own  second  act. 

AIRLINE  FOOD  TAKES  FLIGHT 

In-flight  food  is  going  gourmet  as 
big-name  chefs  tailor  their  creations 
for  cruising  altitude. 

DIAMONDS  WITH  ATTITUDE 

Pink  and  yellow  diamonds  aren't  just 
for  the  rich  and  fabulous.  These  days, 


colored  diamonds  are  entering  thJ 
mainstream.  We've  got  shopping 
for  those  inclined  to  sparkle. 

SERIOUS  STOCKING  STUFFE! 

If  sweaters  and  socks  won't  fill  t\ 
bill  this  holiday  season,  maybe  a 
$  1 .5  million  submarine  will.  We  1 
a  flip  through  the  Neiman  Mara 
Christmas  Book. 

Watch  our  weekly  program, 
BusinessWeek  TV.  To  see  video  dipt- 
find  your  local  station  and  airtime  t: 
Zip  Code,  go  to  businessweektv.co 
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jxury-loving 
ireign  shoppers 
e  pouring  into 
ffany's,  thanks 
i  a  weaker  dollar 


:FCC 

.27 

Federal  Communica- 
s  Commission  holds  a 
ring  expected  to 
'tide  proposals  on 
le  television  regula- 
.  It  may  consider  a 
on  market  penetra- 
for  operators  and 
'  laws  covering 
iotiations  between 
lie  operators  and 
grammers. 

IK  OF  MONTREAL 
.  27,  2  p.m.  EST 

Bank  of  Montreal's 
il  fourth-quarter 
ilts  will  take  a  big  hit 

a  $325  million 

down  on  holdings  of 
Jt-backed  debt  and 
t  trading  losses.  The 
onal  Bank  of  Canada, 
"h  states  earnings  on 

30,  is  also  taking  a 
^r  writedown. 

*N'S  VITAL  SIGNS 

27,  6:50  p.m.  EST 
3ber  retail  sales  is 
of  several  reports  that 
affect  monetary 
:y.  Industrial  output, 
:ion,  employment,  and 


construction  data  also 
come  out.  Economists 
see  tepid  fourth-quarter 
economic  growth,  which 
may  keep  the  Bank  of 
Japan  from  hiking  interest 
rates  anytime  soon. 

U.S.  HOUSING 

Nov.  28,  10  a.m.  EST 
More  bad  news  from  the 
housing  sector  is 
expected  as  October 
existing  home  sales 
probably  fell  for  an  eighth 
straight  month.  New 
home  sales  data  and  two 
reports  on  home  prices 
are  also  likely  to  show 
worsening  conditions. 

FOOD  FOR  THE  FED 

Nov.  28,  2  p.m.  EST 
A  key  report  for  monetary 
policymakers  is  published 
by  the  Federal  Reserve. 
The  Beige  Book,  a 
roundup  of  anecdotal 
reports  on  economic 
activity,  is  coming  out  two 
weeks  before  the  Dec.  1 1 
monetary  policy  meeting. 

SEARS  HOLDINGS 

Nov.  29,  8:30  a.m.  EST 
The  owner  of  Sears  and 


Kmart  stores  releases 
third-quarter  earnings. 
The  company  reported 
weak  second-quarter 
numbers  caused  by 
narrower  profit  margins 
and  softer  sales.  But 
conditions  could  get 
more  challenging  with 
soaring  energy  costs  and 
weak  holiday  sales. 

DELL 

Nov.  29,  4  p.m.  EST 
The  computer  maker  is 
making  a  comeback. 
Results  could  show  a 
third  straight  quarter  of 
accelerating  sales  on 
strong  global  demand. 
On  Nov.  19,  Dell  unveiled 
an  all-in-one  desktop 
aimed  at  taking  on  Apple. 

INDIA'S  ECONOMY 

Nov.  30,  1 :30  a.m.  EST 
Real  gross  domestic 
product  probably  slowed 
in  the  third  quarter.  A 
stronger  rupee  and  softer 
global  economic  growth 
worldwide  are  slowing 
exports,  while  higher 
interest  rates  are  cooling 
domestic  activity. 

EURO  ZONE  INFLATION 

Nov.  30,  5  a.m.  EST 
Surging  energy  prices 
will  drive  November 
inflation  higher.  Higher 
energy  costs  are  also 
likely  to  dent  November 
readings  of  consumer, 
factory,  and  service- 
sector  sentiment. 

TIFFANY  &  CO. 

Nov.  30,  8:30  a.m.  EST 
It  may  be  a  happy  holiday 
for  the  luxury  retailer.  A 
weaker  dollar  is  proving 
to  be  a  boon,  attracting 
foreigners  eager  to  buy 
big-ticket  items.  Tiffany 
issues  third-quarter 
results  after  upping  sales 
and  profits  estimates  for 
the  year.  iBWi 
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THE      WATCH.      RECONSTRUCTED. 


WHAT      OTHER      WATCH      HAS      A      3.3      MM      THICK 


il  DE      SCREWS      FDR 


iTH?       WHAT       OTHER 


DIAL?       WHAT       OTHER 


'6.7   MM   TALL?   WHAT 


WATCH   HAS   A   CASE   MADE   OF  52 
WATCH   HAS   A   FORMULA   FOR   THE 


"E       CONSTRUCT 


CONCORD 


NEW      ROCHELLE.       N\ 


PHILADELPHIA.      PA 


GO      TO      WWW,  ...CO  NCORb.'CHFOROTHER      S  EL-E^C  TED 
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JET  A  GRIP 


ring  up  the  new  guy  at  work  ?  Check  out  his 
ndshake.  The  firmer  it  is,  the  more  socially 
minant  he's  likely  to  be,  concludes  a  small 
idy  led  by  psychologist  Gordon  Gallup  of  the 


BTW 

EDITED  BY  DEBORAH  STEAD 

State  University  of  New  York  at  Al- 
bany. The  study,  which  analyzed  the 
handshakes  — and  the  sexual,  social, 
and  physical  histories  —  of  140  col- 
lege students,  found  no  correlation 
for  females  between  a  strong  grip  and 
behavioral  competitiveness  or  body 
type.  (As  with  men,  there  was  a  link  to 
good  health.)  But  males  with  firm  grips 
reported  more  aggressive  behavior 
and  were  more  likely  to  have  broad  shoulders  and 
narrow  hips.  (They  were  also  about  10%  more 
promiscuous.)  Gallup  says  a  grip's  strength  is  35% 
environmental,  65%  genetic  — and  that  a  strong 
clasp  may  have  evolved  from  humans 'deep  past, 
when  tree -swinging  monkeys  with  weak  grips  fell 
to  earth  more  often.  -Catherine  Arnst 


015 


IICY  PERKS  AT  APPLE 


pie's  10-K,  filed  on  Nov.  15,  contains  tasty  details 
>ut  company  freebies,  according  to  footnoted. 
,  which  tracks  SEC  filings.  As  has  been  reported, 
\pple  employees— except  Steve  Jobs— were  given 
ones.  Top  officers,  the  annual  report  shows,  also 
tax  gross-ups  on  the  gift.  (Apple  didn't  clarify 
ether  other  employees  got  gross-ups,  too.)  And 
d  member  Al  Gore?  Apple  offers  directors  "up 
wo  free  computer  systems  per  year,"  the  10-K 
s,  and  discounts  on  Apple  gear.  For  Gore,  the  perk 
le  to  $15,245  in  the  latest  fiscal  year,  far  more 
nfor  others.  (A  Gore  spokes - 
son  had  no  comment.) 
her  than  getting  a  freebie , 
;ctor  Eric  Schmidt,  Google's 
D,  gave  one.  While  Apple 
!ctorsearn$50,ooo  and  re  - 
re  a  stock  option  grant  upon 
:tion  to  buy  30,000  shares, 
midt  declined  both,  the 
lg  shows.  Instead,  he  bought 
)00  shares  of  Apple  on  the 
n market.  -JenaMcGregor 


Board  member 
Gore  got  Apple 
gear 


THEABX: 

ABOUT  TO  EXPIRE? 


To  the  subprime  mess,  add  an- 
other casualty:  ABX  indexes,  the 
abstruse  derivatives  that  track 
credit  default  swaps  on  baskets  of 
bonds  backed  by  subprime  mort- 
gages. Created  just  two  years  ago, 
they  became  reference  points 
for  high  -  stakes  trading  by  hedge 
funds  and  others.  Today,  they're 
cited  routinely  in  announcements 
of  billion- dollar  losses.  Now  the 
ABX,  born  of  easy  credit,  may 
fade  like  Internet  stock  indexes. 
Why?  Every  six  months,  since  the 
last  half  of  2005,  five  ABX  indexes 
were  created,  each  for  a  particular 
time  span  and  credit  rating  (using 
a  matrix  only  a  quant  could  love). 

There  are  20  now.  But  there 
won't  be  more  without  fresh  sub- 
prime  mortgages  and  bonds.  And 
with  the  underwriting  year  nearly 


Realty  check: 
The  subprime 
mortgage  drought 
may  kill  off  a  new 
financial  index 


over,  Wall 
Street  hasn't 
sold  enough 
bonds  since 
June  for  the 
next  planned  series,  says  Markit, 
the  industry  consortium  behind 
ABX.  Emanuel  Derman,  head 
of  risk  management  at  Prisma 
Capital  Partners,  says  the  finan- 
cial world  is  full  of  innovations 
"that  grew  for  a  while  and  then 
went  bust."  Count  another  in  the 
pile,  he  says.  -David  Henry 
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Jerseys  worn 
by  Sox  pitcher 
Okajima  are 
going  for  $12,500 


THE  SHIRTS  OFF  THEIR  BACKS 


It's  a  glorious  time  to  be  a  Boston  Red  Sox  fan- 
but  an  expensive  one.  The  World  Series  champs 
announced  a  $20  rise  for  a  field  box  ticket  start- 
ing next  season.  And  online,  the  team  is  selling 
its  stars'  game-worn  jerseys  at  prices  that  are 
startling  even  for  the  rich  sports  memorabilia 
market.  The  shirts  of  slugger  David  Ortiz  and 
pitcher  Curt  Schilling  are  $5,000  apiece,  about 
double  last  year's  prices.  But  that's  paltry  com- 
pared with  what's  being  asked  for  jerseys  worn 
by  Boston's  Japanese  pitchers,  Hideki  Okajima 
($12,500)  and  Daisuke  Matsuzaka  ($20,000). 
Buyers  aren't  balking.  Sean  Mahoney,  executive  vice-president  of 
Steiner  Sports,  which  sells  the  items  in  a  partnership  with  the  Sox, 
says  he  has  filled  orders  for  five  of  six  Matsuzaka  jerseys  he's  selling 
Two  went  to  buyers  in  Japan.  -Mark  Hyman 


SUPER  MARIO'S  HALO  EFFECT 


Microsoft's 
launch  of  Halo  3 
for  its  Xbox  360 
console  this  fall 
helped  propel 
it  to  the  top  of 
the  video  game 
heap— with  $354 
million  in  rev- 
enues in  October, 
compared  with 
$246  million  for  the  Nintendo  Wii  and  its  games.  But  Nintendo  is  back, 
tapping  a  franchise  that  started  a  quarter -century  ago.  Wii  customers 
are  lining  up  again,  in  part  to  get  their  hands  on  Super  Mario  Galaxy, 
which  came  out  for  the  Wii  on  Nov.  12.  The  game,  created  by  legend- 
ary designer  Shigeru  Miyamoto,  pits  the  plumber  against  his  nemesis, 
Bowser,  as  they  battle  in  space.  "People  I  know  say  it's  the  best  [Ma- 
rio] since  Nintendo  64,"  says  27-year-old  Roger  Helgeson,  referring  to 
the  game  launched  in  the  U.S.  in  1996.  Queued  up  outside  a  Nintendo 
outlet  in  New  York's  Rockefeller  Center,  Helgeson  says  he  remem- 
bers playing  Super  Mario  Brothers  when  he  was  8.  In  Japan,  where  it 
launched  on  Nov.  1 ,  Super  Mario  Galaxy  is  now  the  No.  1  video  game. 
Fans  like  Helgeson  have  analysts  predicting  the  title  will  put  Nintendo 
on  top  of  the  U.S.  charts  as  well.  -Jay  Greene  and  Paula  Lehman 
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MORE  ON  BEAR'S 
HEDGE  FUND  FLAILING 


A  few  footnotes  on  the  two 
Bear  Stearns  hedge  funds  that 
collapsed  in  mid- June.  In  Ma\ 
it  seems,  the  funds'  manag- 
ers were  out  looking  for  a 
buyer— approaching  Cerberus 
Capital  Management,  the  pri- 
vate equity  firm  specializing  ii 
distressed  businesses.  "Time: 
of  the  essence,"  wrote  Mat- 
thew Tannin,  one  of  the  funds 
managers,  in  an  internal  May 
e-mail  mentioning  an  upcom 
ing  pitch  to  Cerberus.  "We 
have  2  hedge  funds. .  .in  dange < 
of  a  wipeout  because  of  a  lackt 
of  liquidity."  The  e-mail  came* 
to  light  as  part  of  a  regulatory 
action  against  the  bank  filed  0; 
Nov.  14  by  Massachusetts  on 
behalf  of  investors.  A  Cerberu. 
spokesman  declined  comment 
Meanwhile,  Bear  is  scrambling 
on  another  front  to  control  thr 
damage  caused  by  the  collapse 
of  the  funds,  which  feasted  oni 
securities  backed  by  subprimo 
mortgages. 

The  firm  is  offering  lump 
sums  to  wealthy  individual 
customers  who  lost  money.  A ' 
spokesman  would  not  commei 
but  sources  say  Bear  is  prepar  1 
ing  payments  on  a  sliding  scal< 
based  on  when  a  customer  fin 
invested.  -  Matthew  Goldsteir 
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imagine  a  company  showing  its  vision 
by  removing  something  from  yours 

Samsung's  94  series  Plasma  needs  no  wires  between  components,  so  your 
eyes  are  free  to  enjoy  its  sleek  finish  and  beautiful  1080p  "Full  HD"  picture. 
And  thanks  to  its  FilterBright™  anti-glare  filter,  you  can  watch  from  any 
angle  -  even  in  a  brightly  lit  room.  An  incredibly  crisp,  clear  HDTV  with  no 
strings  attached.  With  the  Samsung  94  series  wireless  Plasma,  it's  not 
that  hard  to  imagine.  Visit  www.samsung.com  for  more  information. 


MAKE  YOUR  TAX  BURDEN 
LESS  BURDENSOME. 

Our  tax-free  funds  can  help  you  keep  more  of  what  you  earn. 


I  Franklin  tax-free  income  funds  can  provide  strong 

FRANKLIN 

tax-free     tax  benefits  for  most  investors  in  federal  income  tax 

FUNDS 

I  brackets  of  25%  or  higher.  Designed  to  generate 
monthly  tax-free  income  while  preserving  your  capital,'  they 
can  also  help  smooth  out  the  effects  of  market  volatility  on 
your  investments  as  part  of  a  well  diversified  portfolio. 

With  30  years'  experience,  and  as  one  of  the  nation's  largest 
tax-free  fund  managers,"  we  have  proven  expertise  across 
market  cycles  and  bond  issues  to  meet  the  needs  of  our  fund 
investors.  For  more  information  see  your  financial  advisor,  call 
1-800-FRANKLIN  or  visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE® 


You  should  carefully  consider  a  fund's  investment  goals,  risks,  charges  and  expenses  before  investing.  You'll  find  this  and  other  information  in  the  ft 
prospectus,  which  you  can  obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing. 

Bond  prices  generally  move  in  the  opposite  direction  from  interest  rates.  As  the  prices  of  bonds  in  a  fund  adjust  to  a  rise  in  interest  rates,  the  fund's  share  price  may  decline 
fFor  investors  subject  to  the  alternative  minimum  tax.  a  small  portion  of  fund  dividends  may  be  taxable.  Distributions  of  capital  gains  are  generally  taxable. 
ttSource:  Strategic  Insight,  8/31/07.  Based  on  long-term  tax-free  income  fund  assets. 
Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 
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10GER  ALTMAN 
IN  THE  PAIN 
HEAD  AND 
LECTION  2008 


Roger  Altman  lives  in  two 
worlds.  As  a  former  Black- 
stone  Group  executive  and 
chairman  of  the  boutique 
investment  and  private  equity 
firm  Evercore  Partners,  he  is 
a  power  on  Wall  Street.  As  a 
ner  Deputy  Treasury  Secretary  under  Bill  Clinton  and 
adviser  to  the  campaign  of  Senator  Hillary  Clinton, 
s  a  player  in  Washington.  I  talked  with  Altman  about 
ether  2008  could  be  the  election  year  when  "It's  [really] 
economy,  stupid." 

«IA  BARTIROMO 

lie  housing  slump  spreading  to  the  whole  economy? 

JER  ALTMAN 

!  outlook  for  2008  is  weakening  steadily.  The  question  is 


how  weak  a  year  is  it  going  to  be .  I  see  about  a  50  -  50  chance 
of  recession  next  year.  And  what  I  am  paying  particular 
attention  to  is  falling  consumer  confidence.  Retail  sales  are 
very  weak  right  now,  and  Christmas  may  surprise  on  the 
downside.  Those  factors,  in  turn,  affect  the  declining  home 
values  on  consumer  psychology,  the  so-called  negative 
wealth  effect.  And,  of  course,  energy  prices,  as  they  trans- 
late into  gasoline  prices  and  shortly  home  heating  oil  prices 
[are  a  factor].  I  also  would  add  that  business  confidence  is 
starting  to  weaken  as  it  relates  to  2008.  So  for  all  those  rea- 
sons, the  economic  outlook  is  getting  weaker  by  the  day. 

Is  the  state  of  the  economy  emerging  as  a  major  factor  in 
the  2008  Presidential  election? 

Yes.  Economic  issues  are  going  to  play  a  big  role  in  next 
year's  election.  They  may  well  turn  out  to  be  the  No.  1  issue. 
The  obvious  implication  is  that  would  not  be  good  for  Re- 
publicans because  they  are  seen  as  the  incumbents. 
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You've  been  advising  Senator  Clin-     "|  DON'T  KNOW  WHICH  FIRMS  WILL  BE  VICTIMIZED 

ton.  Would  an  economy  on  the  edge 
of  recession  help  or  hurt  her? 

Let  me  answer  that  this  way:  With  the 
economy  weakening,  it's  going  to  be 
more  difficult  for  Republican  candi- 
dates than  it  otherwise  would  be.  So  it's 
going  to  help  whoever  the  Democratic 
candidate  is.  The  weaker  the  economy,  the  greater  the  voter 
anxiety  and  the  greater  desire  for  change.  And  obviously 


AND  WHEN,  BUT  I  DON'T  THINK  THIS  IS  OVER.  THIS 
CREDIT  MARKET  CORRECTION  IS  STILL  IN  MID-PHAS 


change  means  Republican  out,  Democrat  in. 

What  about  the  idea  that  the  Democrats  want  to  raise 
taxes  ?  Some  people  feel  if  taxes  go  up,  that's  going  to 
further  weaken  the  economy. 

I  think  that's  a  red  herring.  None  of  the  Democratic  Presi- 
dential candidates  are  proposing  widespread  tax  increases. 
If  you  take  Senator  Clinton,  for  example,  she  simply  pro- 
posed that  the  Bush  tax  cuts  involving  the  two  top  marginal 
rates  lapse  on  schedule  in  2010  when  they  expire.  Those 
top  two  rates  would  return  to  the  39.6%  and  36%  percent 
brackets  that  existed  when  President  Bush  took  office.  And 
that's  the  only  tax  proposal  that  she's  made. 

Credit-card  debt  is  becoming  another  headache  for  the 
strapped  middle  class,  yet  Senator  Clinton,  unlike,  say, 
former  Senator  John  Edwards,  never  talks  about  reining 
in  the  credit -card  companies.  Why  is  that? 

I  can't  answer  that.  You'd  have  to  ask  her. 

What  do  you  believe  is  the  most  important  job  any  new 
President  will  have  to  tackle? 

Restoring  America's  standing  in  the  world.  All  of  us  are 
dismayed  by  the  negative  attitudes  and  antipathy  toward 
the  United  States  around  the  world,  even  in  places  that 
historically  have  been  our  friends.  The  next  President  has  an 
opportunity  and  a  responsibility  to  try  to  restore  the  role  of 
moral  leader  and  humanitarian  leader  that  the  United  States 
has  played  for  so  many  decades. 

If  you  were  advising  the  next  President,  what  would  you 
recommend  that  he  or  she  do  about  the  subprime  crisis? 

If  you  ask  me  for  one  particular  thing,  I  think  providing 
federal  funds  to  qualified  community  organizations  to  work 
directly  with  the  stressed  mortgagees  on  counseling  and  on 
restructuring  their  mortgages  would  be  the  best  single  thing 
we  could  do. 

It  seems  as  though  there  aren't  any  candidates  with 
strong  free -trade  platforms.  Will  free  trade  take  a  beat- 
ing in  the  next  Administration  ? 

Do  I  think  that  the  next  President  is  going  to  wrap  himself 
or  herself  in  a  protectionist  blanket  ?  No.  Do  I  think  that  the 
next  President,  if  he  or  she  is  a  Democrat,  is  going  to  pursue 
a  more  vigilant  approach  to  trade  in  terms  of  enforcing  the 
agreements  we  already  have  and  making  sure  labor  and 
environmental  standards  are  central  to  the  future  trade 
agreements  we  have?  Yes. 


Could  the  housing  crisis  have  been  prevented? 

No.  Not  anywhere  near  in  its  entirety.  This  was  the  type  of 
speculative  excess  we  see  periodically.  We  saw  it  in  the  dot 
com  bubble  in  the  late  '90s  and  in  the  S&L  crisis  in  the  late 
'80s  and  early  '90s.  It's  the  natural  excess  of  markets. 

How  serious  is  the  tight  credit  environment  and  all  tr 
bad  loans  on  the  books  of  financial  firms  ? 

The  [bad  loans]  have  caused  a  crisis  of  confidence  in  man 
parts  of  the  financial  community.  And  I  think  there  will  b 
more  negative  surprises.  I  don't  know  which  firms  will  be 
victimized  and  when,  but  I  don't  think  this  is  over.  This 
credit  market  correction  is  still  in  mid -phase. 

How  much  wind  has  come  out  of  private  equity's  sail; 

The  flow  of  private  equity  transactions  obviously  has  slov 
sharply,  but  we're  just  moving  into  a  different  chapter  of  j 
vate  equity.  This  is  a  permanent,  powerful  sector  of  finan 
And  it's  gone  through  many  chapters  since  the  modern  ei 
began  in  the  late  '70s.  Now  we're  entering  a  new  chapter. 
So  there  will  be  plenty  of  private  equity  transactions,  but  I 
they'll  be  different  types  of  deals.  They'll  be  more  conser  1 
vatively  capitalized  and  will  involve  a  lot  more  equity  rati 
than  leverage .  But  they  will  proceed ,  probably  at  a  slower 
pace  for  the  time  being.  Private  equity  is  very  creative. 

Sovereign  wealth  funds  seem  to  be  the  next  big  powei 
players.  Are  they  getting  more  aggressive  investing 
around  the  world? 

Of  course  they've  become  much  bigger  investors,  and  in 
places  where  oil  is  produced  the  transfer  of  wealth  is  stag: 
gering.  Therefore  they're  going  to  become  even  bigger 
investors.  I  think  what's  needed  is  transparency  so  that  tl 
world  knows  what  they're  investing  in  and  what  their  ap- 
proaches are,  and  the  thing  to  watch  out  for  is  investmen 
made  for  political  purposes,  not  investing  purposes. 


Should  America  be  fearful  of  some  of  these  funds,  sini 
they  may,  in  some  cases,  have  national  interests  that  I 
conflict  with  our  interests? 

I  don't  think  fearful  is  the  right  word.  We  shouldn't  fear 
entities  like  Singapore,  which  has  been  a  long-standing  a 
sophisticated  investor,  or  Dubai,  which,  in  general,  is  an 
enlightened  investor.  I  just  think  we  should  be  vigilant. 

If  Senator  Clinton  is  the  nominee  and  wins  the  electii 
would  you  accept  a  post  in  her  Administration? 

That's  too  far  off  for  me  to  answer.  1 BW 1 


Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell.      1 
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i  and  white  prints  used  to  have  one  big 
itage  over  color.  Cost.  But  now,  Xerox  levels 
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and  white,  too:  30  ppm.  The  solid-ink  Phaser  8860 
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less  waste  than  typical  color  laser  printers.  So  don't 
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WHY  UNITED  IS 
READY  TO  UNITE 

The  airline  is  struggling.  But  finding  another  carrier 
willing  to  cement  a  merger  may  be  problematic 


By  Dean  Foust 

When  news  broke  in  mid -November 
that  New  York  hedge  fund  Pardus  Cap- 
ital Management  was  pushing  United 
Airlines  and  Delta  Air  Lines— two 
carriers  in  which  it's  a  big  investor— 
to  consider  a  merger,  Delta  Chief 
Executive  Richard  Anderson  quickly 
dampened  expectations  of  any  deal. 
That  United  CEO  Glenn  F.  Tilton 
didn't  step  up  to  discourage  such  talk 
wasn't  surprising,  because  no  other 
airline  executive  probably  has  more  of 
an  urge  to  merge  right  now.  "He's  been 
perfuming  United  for  sale"  ever  since  it 
emerged  from  bankruptcy,  says  indus  - 
try  consultant  Michael  Boyd. 


United  and  its  parent,  UAL,  are  in  a 
real  jam.  And  a  sale  may  be  the  best  op- 
tion for  the  iconic  airline,  which,  under 
the  ownership  of  aviation  pioneer 
William  Boeing,  flew  the  first  commer- 
cial flights,  in  1930.  United,  like  many 
other  carriers,  filed  for  bankruptcy 
after  the  2001  terrorist  attacks.  But  it 
missed  a  major  opportunity  in  Chapter 
11  to  remake  itself  into  an  airline  that 
could  compete  with  both  low-  cost 
carriers  at  home  and  foreign  airlines 
abroad,  industry  experts  say. 

United  emerged  from  bankruptcy  in 
early  2006,  yet  it  is  saddled  with  rela- 
tively high  debt,  and  its  profit  margin, 
2%  over  the  last  12  months,  remains 
one  of  the  thinnest  in  the 
industry,  not  even  half  US 
Airways  Group's  4.4%  or 
Southwest  Airlines'  6.1%. 
"They  didn't  push  as  hard 
in  bankruptcy  to  trans  - 
form  the  business  model, 
and  they've  been  play- 
ing catch -up  ever  since," 
says  Stuart  A.  Klaskin,  an 
airline  industry  consultant 
in  Coral  Gables,  Fla.  "And 
it's  clear  that  Tilton  now 
believes  a  merger  is  the 
road  home." 


One  sign  of  that  is  United's  extend 
pause  on  fleet  expansion.  While  otht 
carriers  have  begun  placing  orders  f  I 
new  planes,  the  Chicago  company  s ' 
it  plans  to  rely  on  its  existing  fleet  oi' 
460  jets  until  2015  or  2016.  By  then  1 
planes  will  be  20  years  old,  on  avera 
While  United  executives  say  they 're  1 
simply  waiting  until  the  next  general 
tion  of  fuel -efficient,  narrow-body 
jets  hits  the  market.  Industry  inside^ 
believe  Tilton  (who  wasn't  availableii 
for  comment)  knows  that  loading  u? 
on  pricey  plane  orders  could  lessen 
United's  appeal  to  other  carriers. 

At  the  same  time,  Tilton  is  explor 
asset  sales  that  would  lower  United  | 
debt  and  make  it  a  more  attractive 
partner.  The  $20  billion  carrier  is 
exploring  the  spin -off  of  its  frequer 
flier  program,  Mileage  Plus,  which 
Bear  Stearns  analyst  Frank  Boroch  q 
"perhaps  the  most  underappreciate 
asset  at  UAL,"  with  a  stand-alone  vm 
of  $7.5  billion.  That's  50%  more  tha 
UAL's  current  market  value. 

It's  also  looking  into  the  sale  of  a  f 
tial  stake  in  its  maintenance  operati 
and  perhaps  its  cargo  business  to  pr: 
vate-equity  investors.  That  would  r; 
billions  of  dollars  in  cash,  strip  dow 
United  to  its  core  assets —planes  anc  I 
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es— and  make  it  more  enticing  to  a 
Or.  Even  if  no  buyer  emerges,  Tilton 
Id  still  deliver  investors  a  return 
iparable  to  a  buyout.  Some  Street 
tysts  believe  that  UAL  shares,  now 
ing  at  around  38,  would  be  worth 
iter  all  the  spin-offs,  and  90  in  a 
out.  "I  think  Tilton  is  determined 
iake  sure  United  isn't  left  stand- 
3n  the  street  corner,"  notes  Robert 
•lann,  an  airline  consultant  in  Port 
ihington,  NY.  "If  he  can't  sell  off 
airline  whole,  he  can  do  it  in  pieces." 
at  it  isn't  clear  who  will  dance  with 
ted.  Despite  the  rationale  from 
Jus  that  a  marriage  between  Delta 
'United  could  generate  the  biggest 
i  savings  of  any  partnership,  Delta 


ifou  can't  run  a  service  business  when 
Du're  at  war  with  your  employees,"  says 
le  chief  of  United's  flight  attendant  union 


doesn't  seem  interested  in  its  Chicago 
rival.  Industry  insiders  believe  the 
natural  fit  for  Delta  is  with  Northwest 
Airlines.  The  two  carriers  already 
finish  some  connecting  routes  for  each 
other,  belong  to  the  same  international 
alliance,  and  have  complementary 
route  structures.  Northwest  is  strong 
in  the  Midwest  and  Asia,  while  Delta  is 
a  power  in  the  East,  Europe,  and  Latin 
America. 

Delta  CEO  Richard  Anderson 
previously  served  in  the  same  post  at 
Northwest  and  is  remembered  fondly 
by  unions  there.  "My  betting  is  on 
a  Delta -Northwest  deal,"  says  Ray 
Neidl,  a  veteran  airline  analyst  at  New 
York's  Calyon  Securities  USA. 

With  a  Delta  deal 
uncertain  at  best, 
Tilton  has  looked 
elsewhere.  Industry 
sources  say  United 
last  year  approached 
Continental  Airlines, 


but  the  Houston  carrier  took  a  pass. 
Northwest  isn't  an  option,  given  the 
overlap  on  both  carriers'  Midwestern 
routes.  A  tie-up  between  American 
and  United,  the  No.  1  and  No.  2  car- 
riers, respectively,  would  never  pass 
muster  with  regulators.  That  leaves  US 
Airways,  whose  ambitious  young  CEO, 
Douglas  Parker,  is  struggling  to  prove 
he  can  integrate  his  2005  merger  with 
America  West  Airways. 

To  make  a  United  merger  doable, 
Tilton  may  have  to  first  broker  peace 
with  his  employees,  who  are  still 
seething  over  the  sharp  pay  cuts  forced 
on  them  in  bankruptcy.  Flight  at- 
tendants, now  getting  1985  pay  levels, 
want  more  money.  "You  can't  run  a 
service  business  when  you're  at  war 
with  your  employees,"  warns  Greg 
Davidowitch,  president  of  the  Asso  - 
ciation  of  Flight  Attendants  at  United. 
Nor  is  such  workplace  strife  a  big  sell- 
ing point  for  potential  United  merger 
partners,  ibwi 


DECEMBER  3,2007  I  BUSINESSWEEK 


024 


IS  THE  HIP  BONE 
CONNECTED  TO  A  FEE? 

An  investigation  alleges  some  orthopedics  makers 
have  showered  surgeons  with  fees  and  perks 


By  Arlene  Weintraub 
In  early  November,  medical  device 
maker  Zimmer  Holdings  posted  a  doc- 
ument on  its  Internet  home  page  that 
sheds  new  light  on  the  often -criticized 
relationship  between  surgeons  and 
medical  equipment  providers.  It's 
an  exhaustive  14-page  list  showing 
that  Zimmer,  a  Warsaw  (Ind.)-based 
manufacturer  of  artificial  hips  and 
knees,  has  paid  771  doctors,  hospitals, 
and  medical  associations  more  than 
$86  million  this  year  for  a  variety  of 
consultant -like  services. 


The  idea  is  to  make  companies  and 
physicians  think  Mice  about  the  millions 
of  dollars  changing  hands 


Zimmer 's  list  was  part  of  an  un- 
usual settlement  the  U.S.  Justice  Dept. 
reached  with  five  device  manufacturers 
this  fall.  The  government  had  alleged 
that  some  of  the  consulting  fees  device 
makers  paid  to  surgeons  violated 
federal  anti- kickback  laws  because  the 
payments  were  really  just  inducements 
for  doctors  to  use  certain  products. 
The  other  companies— Stryker,  Smith 
&  Nephew,  Biomet,  and  Johnson  & 
Johnson  subsidiary  DePuy  Ortho- 
paedics —  also  posted  lists  of  their 
paid  consultants.  Stryker  escaped 
monetary  penalties 
by  cooperating  with 
the  investigation,  but 
the  other  four  paid 
settlements  ranging 
from  $26.9  million  to 
$169.5  million.  The 


biggest  settlement  was  pai< , 
by  Zimmer,  which  declinec 
to  discuss  the  matter  with 
BusinessWeek.  Christophei 
Christie,  the  U.S.  Attorney 
New  Jersey  who  handled  tr. 
case,  says  he's  still  investi-  , 
gating  individual  doctors  a 
smaller  device  makers. 
The  settlement  and 
continued  monitoring  of 
physicians  represent  the 
latest  efforts  by  regulators 
clean  up  conflicts  of  intere: 
in  medicine.  The  govern- 
ment's investigation  reveal 
that  some  surgeons  were 
showered  with  perks  such 
as  expensive  trips,  and  thai 
some  allegedly  took  consul 
ing  fees  after  doing  little  or 
no  work  for  the  companies 
that  paid  them.  Other  fees 
were  collected  by  surgeons  as  royalti , 
on  medical  inventions,  which  may  hi. 
been  perfectly  legitimate.  But  Christ 
claims  he  found  evidence  some  devi< 
makers  rewarded  heavy  usage  of  the; 
products  by  paying  out  fees  that  wen, 
described  as  royalties,  even  when  thn; 
was  no  invention.  The  physicians 
didn't  disclose  the  consulting  deals  1 
their  hospitals  or  patients,  he  alleges 

In  settling,  the  companies  didn't 
admit  wrongdoing,  but  they  agreed  t( 
regularly  update  the  consultant  lists 
they  post  on  their  Web  sites.  And  fed  i: 
eral  monitors  will  oversee  all  consult- 
ing agreements  signed  over  the  next  ] 
months.  The  idea,  says  Christie,  is  to  ■ 
make  companies  and  physicians  thin^ 
twice  about  the  millions  of  dollars 
changing  hands,  and  to  make  patient' 
aware  of  exactly  how  much  these  dea* 
are  netting  for  their  surgeons.  "Whet  I 
er  or  not  a  consulting  arrangement  is 
causing  a  physician  to  use  that  comp; 
ny's  device  exclusively,  it's  something 
patient  should  know,"  Christie  says. 
The  American  Academy  of  Ortho- 
paedic Surgeons  (AAOS)  recom- 
mends that  its  members  disclose 
paid  consulting  deals  to  patients,  bu 
surgeons  on  the  front  lines  say  most 
payments  remain  under  wraps.  "I 
don't  think  they're  telling  patients: ' 
am  reimbursed  by  the  company  that 
makes  this  knee,'"  says  Dr.  James  H. 
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Irndon,  past  president  of  AAOS  and 
racticing  surgeon  in  Boston  who 
;s  not  receive  payments  from  device 
nufacturers. 

The  new  information  posted  on 
(npany  Web  sites  is  a  step  toward 
ater  transparency.  But  it's  still 
ited.  Patients  might  notice,  for 
mple,  that  New  York  surgeon  Chi- 
ijan  S.  Ranawat  has  received  more 
n  $2.3  million  total  from  DePuy, 
ith  &  Nephew,  and  Stryker  this  year. 
Wished  reports  say  that  Ranawat, 
'lirman  of  orthopedic  surgery  at 
iox  Hill  Hospital  in  New  York,  has 
'eloped  several  knee  and  hip  prod- 
s.  But  the  lists  provide  no  details 
)ut  those  inventions  or  whether  the 
'inents  are  related  to  royalties  on 
ents.  Ranawat  did  not  return  several 
Is  seeking  comment. 
iome  prestigious  hospitals  are 
proving  disclosure  so  patients  can 
ke  better  decisions.  At  the  Mayo 
lnic  in  Rochester,  Minn.,  22  physi- 
ns  have  received  a  total  of  $3.9 
lion  this  year  from  three  of  the  or- 
Ipedic  companies,  with  the  majority 
|ng  to  six  doctors  who  consulted  for 
Puy.  Mayo  spokesman  Lee  Aase  says 
h  of  the  DePuy  payments  were  for 
alties  on  hip  and  knee  devices  the 
:tors  invented.  Still,  the  hospital  is 
ing  out  an  extensive  new  disclosure 
gram,  under  which  patients  will 
eive  details  about  physicians'  con- 
'ting  and  royalty  payments  related 
Products  prescribed  for  them.  A 
kesperson  for  J&J  declined  to  com- 
nt  on  individual  contracts.  But  the 
hpany  did  release  a  statement  say- 
it  had  "begun  to  institute  changes 
he  way  our  business  interacted  with 
geons  to  ensure  that  relationships 
te...  appropriate." 

)ne  device  maker  decided  it  needed 
b  more  than  just  attach  dollar  sums 
•hysician  names.  Biomet,  in  Warsaw, 
. ,  posted  a  separate  list  that  lays 
what  services  each  of  its  physi- 
1- consultants  provided.  William 
Colter,  Biomet's  senior  vice-presi- 
it  for  commercial  operations,  says: 
orking  with  surgeons  in  a  consulting 
acity  is  absolutely  necessary,  and 
Will  continue  to  do  it."  But,  he  adds, 
company  is  "evaluating  things  that 
haps  we  need  to  reconsider."  1 BW 1 


PROXIES:  THE  SEC'S 
STOPGAP  SOLUTION 

Chairman  Cox  indicates  he'll  vote  against  shareholder 
access,  but  the  agency  will  revisit  the  issue  next  year 
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By  Nanette  Byrnes 

The  long-running  and  confusing  battle 
over  shareholders'  access  to  corpo- 
rate proxies  is  about  to  get  even  more 
jumbled.  The  Securities  &  Exchange 
Commission  will  meet  on  Nov.28  to 
vote  on  two  very  different  corporate 
governance  proposals.  One  would  allow 
large  shareholders  to  nominate  board 
members.  The  other  would  reserve  that 
right  for  the  company  itself. 

The  SEC  was  forced  to  take  up  the  is- 
sue after  a  court  decision  in  September, 
2006,  that  seemed  to  pave  the  way  for 
investor -nominated  directors.  Chair- 
man Christopher  Cox  spent  months 
searching  for  compromise,  but  with 
the  agency's  other  four  commissioners 
split,  the  SEC  offered  the  two  diametri- 
cally opposed  proposals  in  July.  In  a 
move  that  left  few  eyebrows  unraised, 
Cox  voted  in  favor  of  both.  And  despite 
hosting  three  roundtable  discussions 
since  and  receiving  a  record  34,500  let- 
ters, no  decision  has  emerged. 

That's  about  to  change— at  least 
temporarily.  On  Nov.  14,  in  testimony 
before  the  Senate  Banking  Commit- 
tee, Cox  indicated  he  expected  to  vote 
against  proxy  access  now  but  vowed 


Observers  say 
that  Cox,  failing  to 
find  a  consensus, 
is  settling  on  a 
temporary  fix 


that  the  SEC  would 
revisit  the  issue 
next  year  when  the 
commission  is  back 
to  full  strength. 
(The  September 
resignation  of  Roel 
C.  Campos  left  four 
commissioners, 
only  one  of  whom  is 
a  Democrat.)  Many 
observers  see  the  ap- 
proach by  Cox,  who 
spent  17  years  in  the 
House  before  joining 
the  SEC  in  2005,  as 
a  classic  political 
maneuver.  Having 
failed  to  win  a  broad 
consensus,  he'll  take  an  interim  solu- 
tion and  fight  another  day. 

But  those  closest  to  the  debate  are  in 
no  mood  to  compromise.  If  anything, 
they  say,  the  SEC  has  been  too  focused 
on  finding  middle  ground  on  an  issue 
where  there  is  none.  "What  Cox  is 
excellent  at  is  being  a  politician,"  says 
Lynn  E.  Turner,  a  former  SEC  chief 
accountant  and  firm  foe  of  the  com- 
pany-backed proposal  Cox  is  expected 
to  support.  "I  think  it's  likely  investors 
will  end  up  with  fewer  rights  than  they 
had  before  all  this,"  he  says. 

Labor  unions  and  giant  pension 
funds  such  as  the  California  Public 
Employees'  Retirement  System  say  the 
SEC  should  hold  off  on  any  vote  until 
next  year,  when  the  board  will  have 
one  more  Democrat.  And  while  their 
powerful  rivals  on  the  corporate  side 
are  relieved  to  have  again  beaten  back 
what  they  see  as  a  dangerous  infringe- 
ment, the  temporary  fix  leaves  them, 
too,  facing  uncertainty.  1  bw  1 
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USERS  TO  COMCAST: 
HANDS  OFF 

The  company's  slower  Web  transmission  speeds 
for  some  content  spark  a  legal  challenge 


By  Peter  Burrows 

Comcast's  advertisements  have  long 
promoted  "mind-blowing"  transmis- 
sion speeds  on  its  broadband  system. 
But  the  cable  giant's  efforts  to  throttle 
back  some  of  the  biggest  users  of  its 
fiber-optic  pipes  are  raising  funda- 
mental questions  about  control  of 
the  Internet. 

The  long -running  feud  was  reignited 
by  an  Oct.  19  Associated  Press  report 
claiming  Comcast  has  interfered  with 
particular  sorts  of  bandwidth -hogging 
traffic.  Within  days,  consumer  groups 
lodged  a  complaint  with  the  Federal 
Communications  Commission  seeking 
to  force  Comcast  to  stop.  And  on  Nov. 
13,  San  Francisco  Comcast  subscriber 
Jon  Hart  filed  a  lawsuit  claiming  a  lita- 
ny of  charges,  from  breach  of  contract 
to  computer  fraud.  The  suit  asks  that 
Comcast  pay  damages  to  subscribers 
who  got  less  than  the  blazing  speeds 
Comcast  promoted. 

At  issue  is  how  Comcast  treats  peer- 
to -peer  traffic,  so  called  because  it  is 
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passed  among  millions  of  PCs  rather 
than  by  way  of  a  company's  serv- 
ers. Those  PCs  are  owned  by  people 
who  agree  to  share  their  bandwidth  in 
return  for  access  to  a  network's  diverse 
content.  Some  Web  experts  estimate 
that  peer-to-peer  traffic 
accounts  for  more  than 
half  of  U.S.  Internet 
bandwidth  use. 

Comcast  is  accused 
of  sometimes  slowing 
down  or  blocking  traffic 
that  uses  the  BitTorrent 
peer-to-peer  network- 
ing technology,  which 
is  used  to  distribute  ev- 
erything from  legitimate 
computer  programs  to 
pirated  movies. 

Comcast  denies  it  has  blocked  any 
traffic  outright  but  admits  it  uses  "net- 
work management"  techniques  to  de- 
lay peer-to-peer  traffic  when  it  causes 
congestion  in  a  certain  area.  The 
company  says  that's  the  only  way  to 


Vuze  CEO 
BianRosa  has 
deals  to  distribute 
Showtime  and 
PBS  shows 


Number  of  people 
who  downloaded  the 
Vuze  peer-to-peer  video 
player  in  October 

Data:  Vuze 


ensure  transmissii 
speeds  don't  slow 
to  a  crawl  for  othe 
"What  we're  doin 
pro -consumer 
because  we're  protecting  the  many 
users  whose  experience  is  degraded 
heavy  peer-to-peer  congestion,"  sa 
spokesman  Charlie  Douglas. 

WAY  BEYOND  PIRACY 

The  controversy  strikes  at  the  heart 
the  Net -neutrality  debate.  Propone 
of  Net  neutrality  say  network  opera: 
shouldn't  be  allowed  to  regulate  the 
flow  of  information  on  their  broadb 
systems,  especially  when  it  compete 
with  their  own  offerings,  such  as 
videos.  Some  network  operators,  on 
the  other  hand,  hint  that  they'd  like 
charge  sites  or  studios  extra  for  guai 
anteed  fast  delivery  of  bandwidth  -r 
tensive  content.  They  see  peer-to-p, 
as  excessive  use  of  the  network  whe: 
participants  clog  things  up  with  ind  | 
trial -strength  data  files  while  payini 
only  a  household  cable  bill. 

Never  far  from  a  conversation  abc 
peer -to -peer  networks  is  the  topic  o 
piracy.  A  huge  percentage  of  ripped- 
off  movies,  songs,  and  TV  shows  are; 
sent  using  the  technology.  But  for  a 
half-decade,  peer-to-peer  also  has 
been  used  by  companies  like  Red  Ha; 
and  Sun  Microsystems  to  distribute 
large  software  programs.  And  com- 
panies such  as  Joost,  Vuze,  and  even 
BitTorrent— whose  founder  created 
communications  stai 
dard  of  that  name — h 
struck  deals  to  use  pe> 
to-peer  to  distribute 
high  -  definition  videc 
by  dozens  of  mainlint 
content  owners,  such' 
CBS,PBS,andViacor: 
Showtime. 

Take  Vuze.  The  Pal 
Alto  (Calif.)  compan> 
was  founded  by  the 
engineers  who  cre- 
ated Azureus,  the  mo 
popular  peer-to-peer  tool  for  send- 
ing video  files  —  many  pirated — over 
networks.  In  January  the  company 
launched  a  site  for  the  express  purpc 
of  distributing  legally  licensed  cont€ 
So  far  some  13  million  people  have 


IT  TAKES  36  MUSCLES  TO  FROWN. 
BUT  ONLY  YOUR  RIGHT  FOOT  TO  SMILE 


What  if  the  key  to  happiness  was  the  same  key  that 
started  your  car?  Wei!  then,  chances  are  you're  driving 
the  race-inspired  2008  Camry  Sport  Edition. 

Race-inspired  Camry?  No,  that  doesn't 
mean  adding  pinstripes  to  the  fenders. 
It's  engineering  the  car  as  if  you  were 
going   to   run   laps   as   well   as   errands. 
Take  the   available   3.5-liter   V6   powerplant. 
To  maximize  engine  performance,   we   improved  the 
shape  of  the  intake  manifold  and  enlarged  the  valve 
diameter.  But  we  didn't  stop  there.  By 
enhancing   every   part   through    which   air 
flows,  we  were  able  to  achieve  the  largest 


30%  fewer  parts  than  the  previous  5-speed  automatic 
transmission.  And  fewer  parts  mean  quicker  response  and 
greater  fuel  economy.  Yes,  for  once,  less  really  is  more. 
But  if  brisk  performance  is  not  enough  to  get  the 
good  times  rolling,  the  Camry  is  filled  with 
amenities  designed  to  turn  your  frown, 
well... upside  down.  Like  an  available 
JBL"  8-speaker  audio  system  with  satellite 
radio  capability3  and  MP3  compatibility.  Derived  from 
the  latest  in  psychoacoustics,  it'll  quickly  put  you 
in  the  mood.  Or  discover  your  own  happy 
trails  with  the  available  voice-activated  DVD 
navigation  system."  It  features  Bluetooth'-5 


■  ••    _,  With  268  hp',  you'd  better  get  .        ,  .       ,         .     .  ... 

volume    of    intake    air    of    any    6-cylinder        a  good  grip  of  the  leather-        technology  for  hands-free  cell  phone  usage. 


wrapped  steering  wheel. 


engine  in  the  world.  The  result?  A  Camry 
that  generates  an  available,  ear-to-ear- 
grinning  268  hp. 

To   smoothly   deliver   all   this   newfound 
power,  we  developed  the  Camry's  available 
6-speed    automatic    transmission.2    It's 
so  well-conceived  that   it  actually   uses 


res 


To  further  keep  the  gray  skies  away,  you'll 
find  standard  safety  features,  such  as 
front  and  rear  crumple  zones  and  seven 
airbags.  For  more  on  the  car  that  makes  the 


THE   2U0o    CAIVIRY  pursuit  of  happiness  a  pedal-to-the-metai 

endeavor,  visit  toyota.com.  The  Camry  SE. 
When  a  car  becomes  more. 


®  TOYOTA 

moving  forward 
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downloaded  the  Vuze  player-  more 
than  2  million  in  October  alone,  the 
company  claims.  The  site  offers  mostly 
obscure  fare  appealing  to  the  college 
crowd,  such  as  sci-fi  fantasies  and 
outdoorsy  reality  shows.  But  deals  with 
Showtime  and  PBS  show  that  main- 
stream media  is  catching  on. 

Peer-to-peer  technology  can  speed 
the  delivery  of  data  and  cut  distribu- 
tion costs.  Rather  than  send  the  show 
Weeds  to  each  user  via  its  own  servers, 
Showtime  could  use  Vuze  to  distrib- 
ute copies  to  thousands  of  PCs  owned 
by  people  who  have  downloaded  its 
software  and  agreed  to  be  transmission 
nodes.  The  next  person  who  requests 
the  show  gets  it  in  chunks  from  others. 
And  Showtime  doesn't  have  to  pay  for 
as  much  bandwidth  as  it  might  have. 

A  year  ago,  when  Vuze  began  seeing 
increased  filtering  by  Internet  service 
providers  (ISPs)  such  as  Comcast,  it 
started  using  a  thin  layer  of  encryption 
code  in  its  software  to  disguise  its  con- 
tent. Taken  to  its  extreme,  this  could 
make  it  impossible  for  any  network 
or  movie  studio— even  law  enforce- 
ment-to  know  what's  moving  over 
the  Internet.  Vuze  also  filed  a  petition 
with  the  FCC  on  Nov.  14,  asking  the 
agency  to  set  rules  about  what  ISPs 
can  and  can't  do  to  filter  traffic  and  to 
require  them  to  disclose  their  policies 
and  tactics. 

The  complaint  echoes  the  argu- 
ments of  Net -neutrality  advocates, 
who  are  using  Comcast  as  a  rallying 
point.  "Too  many  people  have  relegat- 
ed this  to  piracy  when  even  more  it's 
about  the  future  of  innovation,"  says 
Fred  von  Lohmann,  a  staff  attorney  for 
the  Electronic  Frontier  Foundation.  "If 
you're  trying  to  build  a  video  service 
that  might  compete  with  Comcast,  it's 
very  difficult  to  do  that  when  they're 
altering  the  network  and  not  telling 
you  how  they're  doing  it." 

Vuze  CEO  Gilles  BianRosa  hopes 
his  petition  will  lead  to  talks  be  - 
tween  the  ISPs  and  the  peer-to-peer 
crowd.  After  all,  he  says,  Comcast 
and  its  ilk  clearly  aren't  keeping  up 
with  consumer  demand  if  they  have 
to  limit  data  flow.  And  no  one  denies 
that  peer -to -peer  is  a  powerful  means 
of  distribution.  Says  BianRosa:  "It's  a 
case  of  help  us  help  you."  1 BW 1 


THE  COMING 
COMMODITY  CLASH 

Voracious  demand  from  fast-developing  countries  se 
the  stage  for  a  face-off  over  industrial  assets 


By  Frederik  Balfour  and  Manjeet  Kripalani 
The  global  scramble  to  lock  up  criti- 
cal energy  and  industrial  commodity 
assets  is  fast,  furious,  and  unlikely  to 
abate  anytime  soon.  That  reality  is  be- 
hind the  outcry  from  Japanese,  Korean, 
Chinese,  and  European  steelmakers 
over  the  proposed  $138  billion  merger 
of  Australia's  BHP  Billiton  and  Anglo - 
Australian  mining  giant  Rio  Tinto, 
which  together  would  control  nearly 
one -third  of  global  iron  ore  supplies. 
Iron  isn't  the  only  hot  commodity 
these  days.  Aluminum,  zinc,  copper— 
and,  of  course,  oil— are  all  much  in 


demand,  particularly  from  the  rapidly 
industrializing  economies  of  China  and 
India.  The  competition  for  resources 
could  color  the  global  inflation  outlook 
and  industrial  merger  strategies.  There 
is  already  consternation  in  Washington 
over  China's  investment  strategy  in 
Iran  and  its  dealings  with  autocratic 
regimes  in  Africa,  for  instance. 

Consider  the  rapacious  commodity 
needs  of  China.  This  hungry  dragon 
will  consume  about  35%  of  the  world's 
iron  ore  output,  30%  of  its  aluminum, 
25%  of  its  zinc,  and  23%  of  copper  sup- 
plies by  2010,  according  to  estimates 


by  Deutsche  Bank.  And  India's  iron  < 
demand  is  expected  to  double  to  150 
million  tons  a  year  by  the  end  of  the 
decade.  "China  and  India  have  a  ver 
strong  appetite  for  commodities,"  s£ 
Deutsche  Bank  analyst  Amanda  Lee 
"They  need  to  secure  a  future  suppb 
and  are  investing  in  natural  resource 
all  over  the  world." 

Flush  with  cash,  Chinese  state - 
linked  companies  have  been  aggres- 
sively shopping  for  energy  assets  in 
Central  Asia  and  Africa.  CNOOC  (C 
na  National  Overseas  Oil  Co.)  paid  $ 
billion  for  a  45%  stake  in  a  Nigerian  1 
field  last  year.  Chii 
National  Petroleui 
is  already  the  top 
foreign  investor  inr 
Sudan,  thanks  to  if 
energy  investmen 
and  paid  $4.2  billi 
forPetroKazakhst; 
in  2005. 

Now,  Indian 
companies  are  als 
getting  acquisi- 
tive. Tata  Power  ii 
April  announced  i 
is  paying  $1.1  billi 
for  stakes  in  two 
Indonesian  coal 
mines.  India's  Jin 
Steel  &  Power  is  s 
to  become  Bolivia 
largest  foreign  investor  after  agreeii 
in  July  to  sink  $2.1  billion  into  an  iro 
ore  mine  and  steel  mill  project.  Rata 
Jindal,  CEO  of  affiliate  Jindal  Stain- 
less, says  he  hopes  to  get  his  hands  ( 
manganese  and  chrome  ore  operatic 
in  Turkey— that  is,  unless  some  Chi 
nese  rival  gets  there  first.  "We  bumj 
into  Chinese  companies  everywhen 
he  says.  1  BW  1 


China's 

commodity  needs 
are  growing  at  a 
white-hot  pace 
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BOTTOM-FISHING 
IN  SPAIN 

A  deflating  housing  bubble  has  global  finance  players 
moving  in  to  scoop  up  dud  loans  on  the  cheap 


Madrid:  The 
betting  is  that  the 
slowdown  won't 
last  more  than  a 
couple  of  years 


By  David  Rocks 

Travel  to  the  outskirts  of  any  Spanish 
city,  and  you'll  find  a  forest  of  half - 
built  apartment  towers  and  town- 
houses  rising  from  the  rocky  soil.  Just  a 
few  months  ago  they  would  have  been 
sold  in  no  time.  But  now  the  global 
credit  crunch,  the  country's  slow- 
ing economy,  and  a  deflating  housing 
bubble  mean  those  homes  may  end  up 
in  the  hands  not  of  Spanish  families  but 
of  big-name  investment  banks. 

Growing  numbers  of  international 
financial  players  are  moving  into  Spain 
to  profit  from  what's  expected  to  be  a 
wave  of  bad  debt.  In  the  past  year  at 
least  three  Spanish  debt -collection 
agencies  have  sealed  deals  with  foreign 
financial  houses  looking  to  pick  up  dud 


"The  exposure  of  Spanish  developers  is 
large... I  see  the  highest  risk  of  default 
there,"  says  a  LehriP||>n  Brothers  pro 


loans  on  the  cheap.  In 
April,  GFKL  Financial 
Services,  a  German 
company  affiliated 
with  Goldman  Sachs, 
bought  95%  of  Madrid's  Multigestion 
Iberia.  Lehman  Brothers  last  spring 
formed  a  joint  venture  with  an  outfit 
called  Gesif.  And  last  December,  Brit- 
ish distressed-debt  specialist  Cabot 
Financial  Group  bought  20%  of  Barce- 
lona's Gescobro.  Other  deals  are  said  to 
be  in  the  pipeline.  "Investors  are  trying 
to  get  a  foothold  in  Spain  because  they 
expect  bad  loans  to  skyrocket,"  says 
Santiago  Minguez,  a  finance  professor 
at  Esade  Business  School  in  Madrid. 
For  five  years,  Spain  has  been  on  a 
building  binge  unequaled  in  Europe 

since  just  after  World 
War  II.  As  the  Span- 
ish economy  clocked 
annual  growth  as  high 
as  4.1%,  the  country 
built  more  houses 
than  any  other  in  Eu- 


rope. Prices  for  homes  have  tripled  ii 
the  past  decade  or  so,  forcing  million 
of  Spaniards  to  go  deeply  into  debt  tc 
buy  apartments  and  houses. 

Now  most  economists  are  predicti 
a  slowdown  in  growth,  to  as  little  as ; 
in  2008.  Housing  prices  have  started 
to  rise  more  slowly,  and  next  year  the 
could  fall  by  10%  or  more,  says  Madr ' 
economic  consultant  Analistas  Final 
cieros  Internacionales.  That  would 
put  home  purchases  into  a  deep  free2 
and  some  overextended  developers  a 
likely  to  go  into  default.  "The  exposu 
of  Spanish  developers  is  large— 40% 
of  total  corporate  lending,"  says  Luis  J 
de  Guindos,  head  of  Lehman's  Spani-J 
operations.  "I  see  the  highest  risk  of  1 
default  there."  As  building  slows,  un 
employment  could  rise— constructic 
accounted  for  13%  of  jobs  in  Spain  la; 
year— making  it  hard  for  many  familiii 
to  pay  their  mortgages. 

HOW  COLLECTION  DEALS  HELP 

The  big  global  financial  players  are 
betting  the  slowdown  won't  last  moi> 
than  a  couple  of  years.  So  they're  loo< 
ing  to  pick  up  valuable  property  on 
the  cheap  in  what  could  fairly  quickk 
become  a  hot  market  again.  The  col- 
lection agencies  help  the  banks  in 
two  ways:  They  can  keep  their  finger 
on  the  pulse  of  the  Iberian  economy, 
letting  the  banks  know  when  new  de  I 
is  coming  available,  and  they  can  hel 
collect  on  any  loans  the  global  player 
end  up  buying. 

Already,  there  are  signs  of  grow- 
ing stress  in  Spain's  financial  system 
In  June,  BBVA— the  country's  No.  2 
bank — sold  off  $  1 . 1  billion  worth  of 
bad  loans  to  Multigestion  for  what 
local  news  reports  say  was  $37  mil- 
lion. And  Banco  Popular  Espanol, 
a  midsize  bank,  has  said  it's  mull- 
ing a  similar  sale.  But  few  expect  the; 
problerhs  to  turn  into  a  crisis  that  wi 
derail  the  Spanish  economy.  Banks  ii 
Spain  appear  to  be  far  healthier  than 
many  of  their  European  and  America 
rivals.  Overall  household  debt  remai 
relatively  low,  so  consumers  are  still 
spending  enough  to  keep  the  econon 
from  slipping  into  a  recession— and 
making  the  Spanish  housing  slump  £ 
opportunity  for  global  financiers.  IB'I 
-  With  Joan  Tarzian  in  Madrid 
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THIS  RACE  MAY  BE 
TATA'S  TO  LOSE 


Will  the  Indian  auto  giant  manage  to  take 
Jaguar  and  Land  Rover  off  Ford's  hands? 


Ford  plans  to 
sell  the  two 
lines  to  one 
buyer  within 
months 


By  Gail  Edmondson  and  David  Welch 
Billionaire  Indian  industrialist  Ratan 
N.  Tata  has  long  vowed  to  take  his  auto 
company  Tata  Motors  global— and  not 
just  with  the  cheap  models  that  have 
conquered  the  Indian  market.  Now  he 
is  pushing  to  realize  that  vision  sooner 
than  anyone  anticipated.  Tata  Motors 
has  emerged  as  the  front-runner  in  the 
contest  for  Jaguar  Cars  and  Land  Rover, 
which  ailing  Ford  Motor  is  auctioning 
off.  Sources  close  to  the  negotiations  say 
Tata's  bid  is  as  much  as  $1  billion  above 
those  of  other  contenders. 

Tata  is  facing  off  against  India's 
Mahindra  &  Mahindra,  primarily  a 
maker  of  tractors,  and  New  York's  One 
Equity  Partners,  a  private  equity  group 
that  includes  former  Ford  CEO  Jacques 
Nasser.  Ford,  which  is  looking  to 
pocket  $2  billion  from  the  sale,  may  not 
announce  a  winner  for  a  few  months. 
But  right  now  Tata  looks  like  the  odds  - 
on  favorite.  "It's  the  only  car  company 
bidding,  and  Jaguar  and  Land  Rover  are 
too  small  to  survive  on  their  own,"  says 
Garel  Rhys,  professor  of  automotive 


economics  at  the  University  of  Cardiff 
in  Wales. 

It's  an  odd  turnabout,  in  the  light 
of  history.  An  Indian  carmaker,  whose 
biggest  claim  to  fame  is  its  plan  to  turn 
out  the  world's  cheapest  car  (a  $2,500 
four -seat  sedan  to  be  unveiled  in  Janu- 
ary), snaps  up  two  pedigreed  British 
automakers.  Yet  analysts  point  out  that 
while  Tata  lacks  expertise  in  managing 
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upscale  brands,  it  has  pumped  up  sal 
and  profits  at  many  of  its  acquisition 
including  truckmaker  Daewoo  in  Ko 
rea.  Plus  parent  Tata  Group,  a  sprawl 
ing  conglomerate  with  $36  billion  in 
assets,  has  plenty  of  cash  to  develop 
new  models  and  hire  the  best  talent  t 
industry  has  to  offer. 

If  Tata  wins  out ,  it  will  get  a  mixed 
bag.  Land  Rover  is  on  the  rebound,  b 
Jaguar  has  been  bleeding  red  ink  for 
years,  which  is  why  Ford  is  selling  thi 
as  a  pair.  Tata  Motors  could  cut  costs 
Rover  by  shifting  some  pre-assembb 
work  out  of  high -cost  Britain  and  by 
mining  savings  from  joint  purchasin , 
The  Indians  could  also  rev  up  sales  0 
lower -priced  models  such  as  the  rug  j 
ged  Defender  in  developing  countrie' 

POLE  POSITION 

As  for  Jaguar,  it  may  not  be  as  big 
a  basket  case  as  it  looks.  Analysts 
estimate  that  losses  have  narrowed 
this  year  to  some  $100  million.  Ford: 
has  pumped  $10  billion  into  the 
luxury  carmaker  over  the  past  decad 
retooling  outdated  factories,  boost- 
ing productivity,  and  nudging  qualili 
up  the  charts.  Jaguar  ranked  No.  5  inr 
J.D.  Power  &  Associates'  2007  initiai 
quality  survey,  just  below  Toyota.  A\ 
new  modern  design  launched  with 
the  XF  four -door  model  in  Septembt 
could  help  stoke  sales.  "Ford  has  spo 
a  huge  amount  of  money  on  Jaguar, . 
and  the  impact  will  only  be  felt  in  tvi 
to  three  years  as  new  models  come  t 
market,"  says  Rhys. 

But  even  though  Tata  seems  to  bet 
in  the  pole  position  to  win  Jaguar 
and  Land  Rover,  the  race  is  far  from 
over.  The  One  Equity  team  recently . 
recruited  Wolfgang  Reitzle,  who 
managed  Ford's  Premier  Automotive 
Group  from  1999  to  2002.  Mahindru 
meanwhile,  has  now  joined  forces  w 
U.S.  private  equity  company  Apollo 
Management  to  strengthen  financim 
for  its  bid. 

Whichever  company  prevails  will 
have  its  work  cut  out  for  it.  Says  Chi 
toph  Sturmer,  senior  auto  analyst  at 
Global  Insight:  "These  brands  can  b 
very  valuable  for  someone  who  kno' 
how  to  manage  them,  and  a  big  prob ' 
lem  for  those  who  don't."  1 BW 1 
-With  Nandini  Lakshman  in  Mumbai 
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iustainability  is  our  standard  for  measuring  CO2  reduction. 


The  Blue  Hole  in  the  Belize  Barrier  Reef,  a  World  Heritage  in  the  western  Caribbean  Sea. 


\e  Canon  energy-saving  technology  has  reduced  CO2  emissions  by  nearly  7  million  tons, 
3  amount  assimilated  by  the  seas  surrounding  the  earth's  coral  reefs  each  year.* 


lending  for  nearly  185  miles,  the  Belize  Barrier  Reef  is  home  to  one  of  the  most  diverse 
^systems  on  earth.  At  Canon,  we  believe  corporations  have  a  responsibility  to  undertake 
rtainable  practices  that  help  preserve  such  World  Natural  Heritages.  In  1998,  we  embarked 
a  program  to  reduce  CO2  emissions  throughout  the  lifecycle  of  our  products, 
example,  we  developed  energy-saving  on-demand  fixing  technology  for  our  office 
iipment  and  home  printers.  Over  8  years,  the  reduction  in  CO2  emissions  attributable 
)ur  office  equipment  totaled  some  6.99  million  tons.  That's  approximately  the  amount  of 
!2  assimilated  in  a  year  by  350,000  km?  of  seawater — more  than  the  surface  size  of  the 
al  reefs  in  all  the  oceans.  Canon's  many  programs  to  reduce  CO2  emissions  are  all  part 
5ne  corporate  goal:  sustaining  the  natural  environment  for  future  generations. 


■  Cumulative  reduction  of  CO2  from 

on-demand  fixing 
700  (10,000  tons) 


1999  2000  2001  2002  2003  2004  2005  2006 

*There  are  approx.  280,000km2  of  coral  reef.  1km2  of  seawater 
assimilates  approx.  20  tons  of  CO2  per  year.  Between  1999 
and  2006,  the  CO2  reduction  attributable  to  Canon  office 
equipment  was  7  million  tons,  which  is  approx.  20%morethan 
the  seawater  around  the  earth's  coral  reefs  assimilates  in  a  year. 


oduce.  Use.  Recycle.  C02-emission  reduction  throughout  the  product  lifecycle. 
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April  Dial,  with 
mother,  Carolyn, 
faced  monthly 
medical  bills  of 
more  than  $600 
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As  doctors  and  hospitals  turn  to  GE,  Citi, 
and  smaller  rivals  to  finance  patient  care, 
the  sick  pay  much  more 
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let. 


In  a  lucrative  new  form  of  fiscal  alchemy,  a  growing  number  of  hospi- 
tals, working  with  a  range  of  financial  companies,  are  squeezing  revenue 
from  patients  with  little  or  no  health  insurance.  April  Dial's  dealings 
with  Hot  Spring  County  Medical  Center  in  Malvern,  Ark. ,  illustrate  how 
the  transformation  of  medical  bills  into  consumer  debt  means  quicker 
cash  for  medical  providers  but  tougher  times  for  many  patients  of  mod- 
est means. 

Dial,  a23-year-old  truck-stop  waitress  whoearns  $17,000  ayearplus 
tips,  suffers  from  Type  1  diabetes.  Sudden  drops  in  her  blood  sugar  level 
have  sent  her  to  the  emergency  room  four  times  in  the  past  three  years.  In 
September  she  spent  three  days  at  Hot  Spring,  including  two  in  intensive 
care,  fighting  complications  from  her  ailment.  The  bills  came  to  more 
than  $14,000.  Dial's  job  offers  no  health  insurance. 

Until  recently  her  mother,  Carolyn,  who  waits  tables  at  the  same 
roadside  diner,  sent  Hot  Spring  $100  a  month  under  the  nonprofit 
hospital's  longstanding  zero-interest  payment  plan.  Dial  says  she 
couldn't  make  payments  herself  because  she  spends  more  than  $150  a 
month  for  other  treatment  and  insulin.  In  October  she  learned  that  Hot 
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Spring  had  transferred  her  account  to  a  company  called 
CompleteCare,  one  of  the  many  small  firms  fueling  the  little - 
known  medical  debt  revolution.  Enticed  by  the  enormous 
potential  market  of  uninsured  and  poorly  insured  patients, 
financial  giants  such  as  General  Electric,  U.S.  Bancorp,  Capi- 
tal One,  and  Citigroup  are  rapidly  expanding  in  the  field  or 
joining  the  fray  for  the  first  time. 

CompleteCare  informed  Dial  that  under  the  complicated 
terms  of  her  newly  financed  debt ,  her  minimum  monthly  pay- 
ment had  shot  up  more  than  fourfold,  to  $455.  Dial  says  she 
doesn't  have  anywhere  close  to  that  amount  left  over  after 
rent,  food,  and  other  doctor  visits:  "Every  extra  dime  I  have 
goes  to  paying  medical  bills." 

SOPHISTICATED  HELP 

Collecting  from  "self-pay"  patients  like  Dial  has  long  been 
the  bane  of  medical  administrators.  When  they  don't  get  paid 
immediately,  hospitals  typically  recover  around  io<£  on  the 
dollar  owed,  even  when  they  hire  collection  specialists.  So 
hospitals  and  clinics  are  bringing  in  more  sophisticated  help. 
They  are  transferring  patient  accounts  wholesale  to  finance 
experts,  banks,  credit -card  companies, 
and  even  private  equity  firms.  Many  of 
these  third  parties  use  credit  scores  and 
risk-analysis  software  to  price  the  debt 
and  impose  interest  rates  as  high  as  27% 
on  past -due  bills. 

Among  hospitals,  nonprofits  like  Hot 
Spring  County  Medical  Center  are  more 
likely  than  for-profit  rivals  to  join  forces 
with  finance  firms.  Fewer  nonprofits 
have  effective  in -house  collection  de- 
partments, and  in  many  regions  a  higher 
proportion  of  patients  at  nonprofits  lack 
insurance.  "Hospitals  can't  just  be  an 
interest-free  finance  vehicle,"  says  Todd 
Cole,  director  of  patient  accounting  at 
TriHealth,  a  $2  billion  pair  of  nonprofit  hospitals  in  Cincinnati. 
"The  world  of  $5  sent  to  the  hospital  and  they  will  never  send 
me  to  collections,  never  sue  me— that  world  has  gone  away," 
he  adds.  TriHealth  sells  patient  accounts  at  a  steep  discount  to 
firms  that  specialize  in  collecting  delinquent  consumer  debt. 
"Hospitals  need  their  cash,"  Cole  says.  "It  is  the  lifeblood  that 
supports  the  doctors,  the  nurses." 

For  hospitals  and  outside  firms  to  obtain  that  cash,  some- 
one has  to  pay.  The  people  most  likely  to  feel  the  pain  are  often 
those  least  able  to  afford  it— patients  who  lack  private  insur- 
ance but  who  are  not  poor  enough  to  qualify  for  charity  care  or 
government  benefit  programs.  The  pool  of  self-  pay  patients  is 
mammoth:  Some  are  among  the  nation's  47  million  uninsured; 


HOSPITALS  ARE  TRANSFERRING  PATIENT  ACCOUNTS 


"Hospitals  can't 
just  be  an  interest- 
free  finance 
vehicle,"  says 
TriHealth's  Cole 


TO  BANKS  AND  FINANCE  FIRMS  THAT  IMPOSE 
INTEREST  RATES  AS  HIGH  AS  27% 


others  among  the  16  million  whose  plans  offer  scant  covera 
or  have  deductibles  as  high  as  $10,000.  Several  recent  studi 
have  shown  that  medical  debt  is  a  leading  cause  of  person 
bankruptcy  filings. 

A  host  of  nimble  firms  like  CompleteCare  in  North  Lift 
Rock,  Ark.,  began  exploring  this  terrain  years  ago.  Bigg 
players  have  jumped  in  more  recently,  although  the  market  n 
mains  fragmented  and  reliable  market  share  information  isi 
available.  U.S.  Bank,  a  U.S.  Bancorp  unit,  finances  about 
million  in  patient  debt  per  month  through  a  medical-bene 
firm,  charging  most  customers  annual  interest  of  13.5%,  and 
much  as  24%  on  late  bills .  General  Electric 's  powerful  financ 
arm  markets  its  CareCredit  card  to  dentists,  plastic  surgeor 
and  some  hospitals ,  with  loan  volume  expected  to  hit  $5  billii 
this  year,  up  40%  from  2006.  Citigroup  and  Capital  One  nc 
offer  similar  cards.  "Everybody  is  saying  [medical  finance] 
the  next  horizon— whether  it  is  lines  of  credit  or  credit  card 
says  June  St.  John,  a  senior  vice-president  at  Wachovia,  whi 
is  exploring  the  business.  Whetting  all  these  appetites  is  t 
$250  billion  consumers  pay  in  medical  expenses  out  of  the 
pockets,  an  amount  that  doesn't  include  insurance  premiun 
That's  an  estimate  for  2005  from  the  consulting  firm  McKi: 
sey  &  Co.  The  figure  could  hit  $420  billion  by  2015. 

BusinessWeek's  investigation  of  the  fast-expandi: 
medical -finance  field  has  uncovered  hazards,  however.  Ma 
patients  say  they  don't  realize  their  debts  are  being  shifted 
such  interest -charging  middlemen  as  GE  Money  Bank,  1 
unit  that  issues  the  CareCredit  card.  That's  what  happened 
Alice  Diltz  when  she  visited  Hillside  Dental  Care  in  Queei 
N.Y.,  in  October,  2005.  Diltz,  a  68-year-old  part-time  hospi 
aide,  needed  implants  for  two  rotting  teeth  and  three  missi 
ones.  The  Hillside  staff  told  her  she  would  have  to  pay  $7,45 
But  her  dental  insurance,  provided  by  her  retiree  husbanc 
policy,  offered  only  $200  for  extractions.  Diltz  paid  $250  fro 
her  pocket  and  signed  up  for  what  she  says  she  thought  w 
an  installment  plan  directly  with  the  clinic .  In  fact ,  she  sign1 
an  application  for  CareCredit,  which  was  labeled  as  such,  ■ 
in  small  print.  Diltz  says  neither  Hillside  dentist  Ben  Mokh" 
nor  his  staff  mentioned  a  credit  card. 

While  having  her  teeth  pulled,  Diltz  began  to  bleed  heai 
ily.  She  got  scared  and  left  the  dental  office  after  the  extra 
tions.  Four  days  later  she  canceled  the  implants,  assumi1 
her  dealings  with  Hillside  were  over.  But  several  weeks  la 
she  received  a  bill  from  CareCredit  for  $7,000.  Hillside  h 
transferred  that  amount  to  the  credit -card  company,  whi 
in  turn  paid  the  clinic  about  $6,300  up  front.  Diltz  says  II 
called  CareCredit  to  dispute  the  charge,  but  bills  kept  arri 
ing.  Several  weeks  later,  she  says  she  called  again  and  object ' 
in  writing.  But  GE  told  her  she  had  missed  a  6  0  -  day  deadli 
and  couldn't  reverse  the  charge. 

The  GE  card  typically  comes  with 
introductory  0%  interest  rate,  but  af 
Diltz  didn't  make  her  initial  payme 
the  rate  leapt  to  26.99%  on  an  anni 
basis.  In  August,  2006,  GE  Money  Ba 
sued  her  in  state  court  in  Queens.  W ' 
the  help  of  the  nonprofit  Elder  Law  Cli 
ic  at  St.  John's  University  School  of  Li 
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e  contested  the  debt,  which  grewto  $10, 175.  "It  was  horrible 
get  those  letters  from  GE,"  says  Diltz.  She  and  her  husband 
[e  on  $18,000  a  year  from  her  part-time  job  and  social  secu- 
y  benefits.  "It  was  so  stressful  from  day  to  day." 

JTSIDE  SCRUTINY 

E  spokeswoman,  Cristy  F.  Williams,  said  in  an  e-mail  that 
p  vast  majority  of  CareCredit's  6  million  customers  are  sat- 
^ed.  In  the  Diltz  case,  "we  provided  her  with  a  dispute  form 
d  discussed  the  dispute  process  with  her  a  number  of  times," 
illiams  added.  "She  did  not  respond  for  several  months." 
jwever,  on  Nov.  12,  after  BusinessWeek  inquired  about  the 
se,  GE  said  it  had  changed  its  stance.  Williams  said  the  com- 
ny  would  erase  Diltz's  debt  and  remove  any  reference  to  it 

her  credit  report.  The  spokeswoman  said  GE  had  begun  to 
jssess  Diltz's  account  on  its  own  initiative.  "We  could  have 
d  should  have  been  more  sensitive  to  Ms.  Diltz,"  she  said, 
piltz's  lawyer,  Gina  Calabrese,  said  she  was  skeptical  that 
J  would  have  reversed  itself  absent  a  reporter's  asking  ques  - 
ns.  "They  knew  about  all  these  facts  almost  a  year  ago,"  the 
lOrney  said.  "Imagine  what  is  happening  to  all  the  unrep- 
ented  people  who  have  valid  cases."  Mokhtar  and  his  staff 
phned  to  comment, 
jn  another  instance,  BusinessWeek's  questions  prompted 


GE  to  acknowledge  that  a  medical  clinic  had  pressured  unin- 
sured patients  into  using  the  CareCredit  card.  Dawn  Shelly, 
33,  visited  the  Christie  Clinic  in  Urbana,  111.,  in  late  2003  for  a 
sinus  infection.  She  told  a  staff  member  she  couldn't  afford  to 
pay  the  $  9  0  bill  in  cash.  At  the  time  she  earned  $  7. 5 o  an  hour  as 
a  part-time  school  bus  monitor;  the  job  didn't  offer  insurance. 
The  clinic,  Shelly  says,  told  her  the  only  option  was  to  apply 
for  CareCredit.  She  says  she  thought  she  was  signing  up  for  a 
program  similar  to  insurance,  under  which  she  would  owe  only 
a  modest  co  -  payment . "  I  never  would  have  signed  up  if  I  knew 
it  was  really  a  credit  card,"  she  says. 

Her  CareCredit  balance  mounted  with  several  additional 
visits  to  the  clinic  and  a  local  emergency  room,  where  she  was 
treated  by  a  clinic  doctor.  Unable  to  keep  up  with  payments, 
Shelly,  now  unemployed,  owes  $3,485  to  CareCredit,  accord- 
ing to  an  Oct.  24  collection  letter.  Much  of  that  balance  comes 
from  late  fees  and  finance  charges  of  26.99%. 

Until  recently,  the  Christie  Clinic's  Web  site  stated  that  pa- 
tients who  couldn't  pay  in  full  "must  apply  for  CareCredit." 
After  BusinessWeek  asked  GE  about  the  clinic's  policy,  the 
company  said  it  would  correct  the  situation.  "We  are  in- 
structing the  provider  to  remove  the  language  and  change 
their  policy  for  soliciting  applicants  for  CareCredit,"  said  GE's 
Williams.  She  added  that  GE  would  drop  all  fees  and  finance 


DECEMBER  3,  2007  I  BUSINESSWEEK 


038 


BUSINESSWEEK  I  DECEMBER  3,  2007 


irges  from  Shelly 's  bill.  The  company  also  will  try  to  resolve 
concerns  of  any  other  patients  who  were  required  to  use 
reCredit,  she  said, 
n  early  November  the  Christie  Clinic  removed  all  referenc- 

0  payment  policies  from  its  Web  site.  Anni  McClellan,  the 
lie's  director  of  financial  services,  said  it  is  reviewing  the 
icies.  Christie  discusses  a  variety  of  payment  options  with 
ients,  she  said.  "There  are  so  many  specific  circumstances 
rounding  each  patient's  financial  conditions." 

E  FINE  PRINT 

ly  experiments  with  financing  self  -  pay  medical  bills  began 
he  1980s,  when  consumer-credit  executives  saw  an  op- 
tunity  in  soaring  debt  levels  and  inefficient  hospital  billing 
ctices.  Most  patients  think  that  "your  doctor  will  probably 
you  again  and  the  hospital  will  not  turn  you  away  if  you 
l't  pay  the  bill,"  says  Richard  L.  Clarke ,  chief  executive  of  the 
ilthcare  Financial  Management  Assn.,  an  industry  group, 
a  the  other  hand,  with  the  credit  card  or  a  loan  [from]  the 
lk,  people  will  be  more  concerned  about  defaulting  because 
t  is  almost  certain  to  cut  them  off  from  credit." 
.Tiat's  precisely  the  strategy  that  drives  CompleteCare,  the 
All  Arkansas  firm,  which  says  it  works  with  40  hospitals 

1  more  than  400  physician  practices  across  the  country, 
dressing  potential  health -industry  clients,  the  company 
ists  on  its  Web  site  that  it  "pioneered  the  concept  that  pa- 
its  become  consumers  the  minute  they  walk  out  of  your 
ility."  April  Dial,  the  diabetic  waitress,  says  she  didn't  real- 
she  had  been  transformed  in  this  manner  until  weeks  after 
Lang  Hot  Spring  Medical  Center  in  September. 

l)ial  says  a  hospital  financial  counselor  told  her  mother  by 
me  in  October  that  Hot  Spring  had  discounted  her  debt 
oughly  50%,  to  $7,300,  before  transferring  the  balance  to 
npleteCare  under  a  contract  the  company  signed  with  the 
pital  in  June .  Although  she  was  surprised  to  learn  about  the 
isfer,  Dial  in  fact  had  signed  an  admission-consent  form  at 
t  Spring  that  included  a  small  -  print  section  authorizing  the 
pital  to  turn  over  her  account.  In  contrast  to  the  hospital's 
tner  zero-interest  payment  plan,  CompleteCare  charged 
1 5.75%  interest  on  the  first  $2,500  of  her  balance,  with  a 
limum  monthly  payment  of  10%  of  the  outstanding  debt. 
npleteCare  initially  applied  the  10%  rate  to  only  $4,545  of 
total  bill,  and  required  that  Dial  pay  $455  a  month, 
liter  BusinessWeek  contacted  CompleteCare  in  early  No- 
lber,  and  Dial  asked  to  have  her  case  reviewed,  the  company 
1  it  would  lower  her  minimum  payment  to  $125,  interest - 
i.  CompleteCare  President  Steven  C.  Owen  said  the  com- 
y  changed  the  terms  because  Dial's  "situation  is  so  dire  in 
ns  of  the  balance  owed.  Our  whole  philosophy  is  trying  to 
<e  it  easy  to  pay." 
lot  Spring's  chief  financial  offi- 

Sheila  Williams,  said  the  hospital 
tched  to  CompleteCare  hoping  that 
ients  "  would  pay  a  little  faster  if  they 
e  charged  interest.  It  would  become 

a  credit  card."  CompleteCare  ran 
id  in  a  local  newspaper  this  summer 
nnounce  the  change.  But  in  recent 
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weeks,  she  said,  the  hospital  has  reconsidered  the  arrange- 
ment in  response  to  a  complaint  from  a  patient  other  than 
Dial.  Hot  Spring  decided  that  effective  Nov.  9,  patients  using 
CompleteCare  would  no  longer  be  charged  interest.  "We  just 
rethought  it  and  decided  that  maybe  it  is  not  in  the  best  inter- 
est of  our  patients,"  the  hospital  executive  said. 

Dubious  innovations  in  medical  financing  are  beginning  to 
gain  attention  in  Washington.  Lawmakers  and  the  IRS  are  in- 
vestigating more  broadly  whether  nonprofit  hospitals  provide 
sufficient  free  care  to  the  uninsured  to  warrant  more  than  $50 
billion  in  annual  tax  breaks.  Senator  Charles  Grassley  (R-Iowa), 
the  ranking  Republican  on  the  Senate  Finance  Committee, 
says  some  new  financing  arrangements  appear  to  undermine 
the  justification  for  tax-exempt  status  enjoyed  by  more  than 
half  of  the  country's  5,700  hospitals.  "I'm  very  troubled  by 
what  we're  seeing  with  some  nonprofit  hospitals'  cozying  up 
to  banks,  debt  buyers,  and  credit -card  companies  over  pa- 
tients' medical  bills,"  Grassley  said  in  a  statement  respond- 
ing to  questions  from  BusinessWeek.  The  American  Hospital 
Association  said  it  hasn't  studied  the  fi- 
nancing in  question,  but  the  trade  group 
has  repeatedly  asserted  that  nonprofits 
provide  ample  community  service  to  jus- 
tify their  tax  benefits. 

One  of  the  leaders  in  this  new  field, 

HELP  Financial,  says  that  it  merely 

makes  the  health-  care  business  run  more 

smoothly.  The  privately  held  Plymouth 

(Mich.)  firm,  whose  initials  stand  for 

Hospital  Expense  Loan  Program,  says 

it  has  financed  close  to  $300  million  in 

medical  bills  at  100  hospitals  nationwide. 

HELP  purchases  the  debt  at  a  discount 

and  then  charges  patients  interest  of  10% 

to  18%  over  periods  of  one  to  five  years. 

"The  motivation  for  the  hospital  is  really  to  keep  them  in  the 

health-care  business  and  out  of  the  banking  business,"  says 

HELP  Vice-President  Steve  Posa. 

Mia  and  Jase  Redick  reluctantly  became  HELP  customers 
earlier  this  year  and  then  discovered  that  they  owed  the  com- 
pany a  hefty  14.5%  on  a  bill  of  $6,293.  In  January,  Mia,  36,  had 
been  rushed  to  Satilla  Regional  Medical  Center  in  Waycross, 
Ga.,  after  suffering  a  mild  stroke.  Tests  revealed  a  small  hole 
in  her  heart,  a  congenital  defect  that  eventually  required  sur- 
gery. Mia,  a  pharmacy  worker,  and  Jase,  a  job  trainer  for  the 
state  of  Georgia,  earna  combined  $90, 000  ayearandhave  two 
small  children.  They  lost  state -provided  insurance  when  Jase 
became  an  independent  contractor  in  2005,  and  had  chosen  to 
save  money  by  going  without  coverage  at  the  time  Mia  had  the 
stroke.  The  couple  assumed  they  would  be  able  to  pay  the 
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McLean's  Memphis 
hospitals  give  self- 
pay  patients  a  50% 
discount— and  don't 
sell  medical  debt 


COMPLETECARE  TELLS  HEALTH-INDUSTRY  CLIENTS 
THAT  "PATIENTS  BECOME  CONSUMERS  THE  MINUTE 
THEY  WALK  OUT  OF  YOUR  FACILITY" 
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After 

BusinessWeek 
asked  about 
Dial's  debt,  it  was 
sharply  reduced 
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1,293  tab  for  emergency  care  and 
9ts  in  monthly  interest-free  in- 
allments.  For  years  that's  how 
la's  family,  Waycross  natives         ONE  HEALTH-CARE  EXECUTIVE  NOTES.  WHY  SHOULD 
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IF  YOU  GO  TO  A  VETERINARIAN,  YOU  HAVE  TO  PAY, 


d  used  Satilla's  in-house  pay- 
ent  program.  "It's  what  we  al- 
lys  did,"  she  says. 
But  on  the  winter  morning  when 
ia  arrived  at  the  emergency  room,  a  hospital  administra- 
r  informed  the  Redicks  that  Satilla  no  longer  offered  its 
i  payment  plan.  Jase  says  he  was  distraught  and  refused 
discuss  money  that  day.  At  a  meeting  the  next  week, 
e  Redicks  say  they  were  told  they  had  two  options:  re- 
e  the  debt  within  90  days  and  receive  a  15%  discount ,  or 
mnce  through  HELP.  With  insufficient  cash  in  the  bank, 
e  Redicks  chose  HELP.  Distracted  by  Mia's  condition, 
ey  didn't  ask  about  having  to  pay  interest.  The  bill  ar- 
'ed  in  March  with  the  14.5%  rate ,  which  translates  into  a 
onthly  payment  of  $148.  On  top  of  $24,000  they  owe  to 
other  hospital  where  Mia  had  surgery  in  February,  "the 
erall  cost  of  the  debt  is  a  lot  to  handle ,"  says  Jase . 

SCOUNTED  DEBT 

facials  at  Satilla  say  they  brought  in  HELP  in  2002  to  re- 
ce  bad  debt  levels  among  the  large  population  of  unin- 
red  patients  in  the  hospital's  rural  south  Georgia  region, 
trough  October,  HELP  had  acquired  $718,000  in  Satilla 
bts.  HELP  pays  92$  per  dollar  owed  to  the  hospital.  Sa- 
la  could  trim  the  firm's  14.5%  interest  rate  by  selling 
bts  at  a  greater  discount  but  has  chosen  not  to,  accord - 
gto  Brenda  Williamson,  the  hospital's  accounts -receiv- 
le  supervisor. 

Barbara  G.  Albert,  Satilla's  patient  financial  services 
inager,  stressed  that  the  Redicks  turned  down  Satilla's 
scounted  90 -day  payment  plan.  With  more  uninsured 
tients  failing  to  pay  medical  bills,  she  said  Satilla  has 
rely  on  HELP.  "When  you  go  to  the  dentist  or  the  vet, 
u  know  you  have  to  pay.  If  you  go  to  the  hospital,  why 
ould  it  be  different?"  said  Katrina  Wheeler,  Satilla's 
ief  financial  officer.  HELP'S  Posa  said  that  it's  up  to 
tilla  and  other  hospitals  to  decide  on  appropriate  inter - 
t  rates:  "What  is  right  in  one  market  may  not  be  right 
•  another." 

Melvin  Johnson,  55,  another  Satilla  patient,  has  insur- 
ce,  but  his  low-cost  policy  with  AARP,  the  retiree-ad- 
cacy  group,  didn't  cover  the  colonoscopy  his  doctor 
lered  in  September.  Johnson  turned  out  not  to  have  can  - 
r,  but  the  visit  produced  a  bill  for  $3 ,304.  He  and  his  wife, 
ilores,  earn  about  $35,000  a  year  from  her  work  as  an 
treach  coordinator  at  a  community  health  center  and 
»  construction  job.  Satilla's  cut-off  for  charity  care  is 
ice  the  federal  poverty  level,  or  $27,380  for  a  two-per- 
n  household.  Unable  to  pay  in  cash,  the  Johnsons  chose 
)LP.  The  14.5%  interest  rate  means  their  monthly  pay- 
Hit  comes  to  $  125 . "  It  has  caused  us  to  rearrange  our  bud- 
,:,"  says  Dolores,  35.  "We've  had  to  cut  other  expenses  and 
iuce  our  savings." 
Satilla's  Albert  said  the  couple  could  have  bought  bet- 


A  HOSPITAL  BE  DIFFERENT? 


ter  private  coverage.  "They're  saving  money,"  the  hospital 
manager  said.  HELP  imposes  a  cost  on  the  hospital,  her 
colleague  Williamson  added,  in  that  Satilla  gives  HELP  an 
8$  -per  -  dollar  discount  on  patient  debt . 

Some  medical  financing  programs  manage  to  turn  a 
profit  without  charging  patients  conventional  interest. 
Aequitas  Capital  Management,  a  Portland  (Ore.)  private 
equity  firm,  provides  financing  through  its  CarePayment 
card  to  50,000  patients  treated  at  two  dozen  hospitals. 
CarePayment  charges  no  interest  on  debts  repaid  over  25 
months.  Aequitas  Chief  Executive  Robert  Jesenik  says  his 
firm  makes  money  by  buying  patient  debts  for  about  8o<£ 
on  the  dollar  and  then  seeking  to  recover  the  full  amount. 

But  patients  aren't  necessarily  better  off  with  CarePay- 
ment because  they  sometimes  forgo  discounts  hospitals 
offer  to  people  who  pay  in  cash.  At  Spectrum  Health, 
a  nonprofit  group  of  seven  hospitals  in  Grand  Rapids, 
Mich.,  self-pay  patients  who  can  write  a  check  within 
30  days  receive  a  20%  discount;  those  who  pay  within 
six  months  get  10%  off.  Patients  who  charge  their  debts 
to  CarePayment  get  no  discount.  Referring  to  CarePay- 
ment, Kathleen  Engel,  an  associate  professor  at  Cleve- 
land-Marshall College  of  Law,  asserts:  "This  is  a  markup, 
not  a  markdown."  Engel,  a  consumer  law  expert,  says  that 
because  hospitals  effectively  charge  more  when  patients 
use  CarePayment,  the  hospitals  should  disclose  the  price 
difference  as  the  equivalent  of  an  interest  rate  under  the 
federal  Truth  in  Lending  Act. 

Joseph  Fifer,  Spectrum's  vice-president  of  finance,  said 
its  disclosure  is  legally  sufficient.  Steven  M.  Wright,  Aequi- 
tas' senior  managing  director  for  health  markets,  agreed. 
Wright  said  Aequitas  complies  with  the  law  by  disclos- 
ing its  payment  terms  when  it  sends  CarePayment  charge 
cards  to  new  customers. 

From  his  position  as  chief  financial  officer  of  Methodist 
Le  Bonheur  Healthcare,  a  $1.2  billion  nonprofit  network  in 
Memphis,  Chris  McLean  has  grown  increasingly  skeptical 
of  all  these  developments.  Five  of  his  seven  hospitals  serve 
a  large  portion  of  Memphis'  poor  population.  Instead  of 
selling  medical  debt,  Methodist  gives  self-pay  patients  a 
50%  discount.  Many  are  then  allowed  to  pay  over  five  years, 
interest-free.  The  debts  of  many  others  are  immediately 
written  off.  One  of  Methodist  s  facilities  serves  a  wealthier 
clientele  and  another  is  the  city's  only  children's  hospital; 
those  units  subsidize  the  other  five. 

"We  get  a  lot  of  tax  breaks,  and  for  that  we  should 
produce  some  community  benefit,"  says  McLean.  "If 
we  heal  somebody  medically,  but  we  break  them  finan- 
cially, have  we  really  done  what  is  in  the  best  interest  of 
the  patient?"  iBWi  -With  Jessica  Silver  -Greenberg 
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By  Susan  Berfield 

After  leaving  corporate  jobs 
at  34,  Kara  and  Theo  Goldin 
launched  a  line  of  naturally 
flavored  waters 
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ie  first  time  Kara  Goldin  left  her  job  as  a  vice-president  at  AOL  was 
1996,  the  boom  years.  Kara's  boss  quickly  persuaded  her  to  re- 
m.  The  second  time  she  left,  the  decision  stuck.  It  was  early  2001, 
id  Kara  figured  her  best  days  at  AOL  were  behind  her:  She  and  her 
am  had  built  an  online  shopping  business,  and  now  she  was  ex- 
acted to  maintain  it.  Then  there  was  the  matter  of  the  Time  War- 
r  merger.  She  wasn't  eager  to  work  for  an  even  more  bureaucratic 
tmpany.  "I  love  the  idea  of  creating  a  need,  of  building  something 
*w,"  she  says. 

So  at  34  she  cashed  out  and  went  home  to  her  husband,  Theo,  two 
dldren— and  a  renovation  on  their  San  Francisco  house.  By  then 
leo,  also  34,  had  left  his  job  as  an  intellectual  property  lawyer 
Netscape.  "When  we  moved  out  here,  I  never  in  a  million  years 
ought  I  was  going  to  work  for  a  big  company,"  he  says. 
The  couple  renovated  their  work  lives,  too.  In  May,  2005,  the 
Dldins  launched  Hint,  a  naturally  flavored  bottled  water  made 
ithout  sweeteners  or  preservatives.  Kara  is  the  chief  executive; 
leo  the  chief  operating  officer.  This  year  they  expect  revenues  of  $3 
illion  to  $4  million,  and  next  year  three  times  as  much.  The  water  is 
Id  in  several  grocery  chains,  including  Whole  Foods  Market,  Stop 
Shop,  and  Ralphs,  as  well  as  small  stores.  And,  because  Cherise 
cVicar,  Walt  Disney's  senior  vice-president  for  national  promo- 
)ns,  happened  to  try  (and  like)  a  sample  of  Hint,  the  Goldins  now 
ive  an  arrangement  to  put  Disney'  characters  on  their  bottles. 
For  the  Goldins,  the  years  between  leaving  their  familiar  world  and 
tering  unknown  terrain  were  filled  with  questioning,  sussing  out 
•ssibilities,  then  a  moment  of  recognition  followed  by  months  of 


experimenting,  gathering  info,  listen- 
ing, cold- calling,  and  being  called 
naive.  Then  they  just  plunged  in. 

They  were  among  the  many  Silicon 
Valley  exiles  who  departed  ahead  of 
the  bust  with  their  bank  accounts  and 
confidence  intact,  entrepreneurs  in 
search  of  an  idea.  While  their  experi- 
ence reflects  a  specific  time  and  place, 
it  also  resonates  more  broadly.  "It's 
clear  that  creative,  ambitious  people 
want  choice,  control,  a  greater  sense 
of  power  in  the  world  of  careers,"  says 
Stewart  Friedman,  a  Wharton  School 
professor.  A  recent  Harris  Interactive 
Survey  for  CareerBuilder.com  found 
that  three-quarters  of  working  adults 
have  already  switched  careers  at  least 
once,  and  more.  More  than  one -third 
were  interested  in  a  career  change. 

Those  numbers  suggest  a  new  way 
to  think  about  careers.  "These  people 
aren't  actually  shifting  careers,  but 
building  skill  sets,"  says  Penelope 
Trunk,  the  author  of  the  Brazen  Ca- 
reerist. "It's  a  metaphor  for  the  new 
American  Dream.  People  who  aren't 
moving  around  should  ask  themselves 
why  they  aren't.  They  think  it's  risky. 
But  the  more  skills  you  have,  the  more 
stable  your  career  is." 

Kara  did  not  begin  to  search  for  a 
new  career  right  away.  She  spent  the 
first  few  years  caring  for  her  young 
children  (she  had  a  third  in  2002). 
Theo  did  some  consulting  while  over- 
seeing their  home's  makeover.  Then 
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Kara  started  to  get  itchy.  She  consid- 
ered positions  with  nonprofits  but 
couldn't  find  a  place  where  she  could 
use  her  business  experience.  "And  I 
didn't  have  any  great  ideas  of  how  to 
start  one  that  could  quickly  make  a 
difference,"  she  says. 

Kara  began  paying  more  attention 
to  the  concerns  of  health-  conscious 
mothers.  "I  was  looking  for  the  low- 
hanging  fruit,"  she  says.  Then  there 
it  was:  the  sugared -up  juice  box.  "I 
always  wondered  why  there  wasn't  an- 
other option."  There  is,  of  course.  It's 
called  water.  But  Kara  figured  kids  (and 
everyone  else)  wanted  a  drink  with  fla- 
vor. At  spas,  she  had  been  served  water 
with  fruit  in  it,  and  realized  there  was 
something  to  that:  "I  thought  someone 
should  put  it  in  a  bottle." 

Kara  began  testing  fruit  combina- 
tions on  her  family  and  friends  while 
trying  to  squeeze  information  from  any 
people  in  the  beverage  business  who 
would  talk  to  her.  They  were  pretty 
skeptical  that  someone  without  any 
experience  could  succeed  with  the 
most  difficult  of  drinks  to  produce  and 
sell:  one  that  was  unsweetened  and 
made  without  preservatives. 

When  she  put  together  a  business 
plan  in  2004,  she  started  to  see  what 
the  skeptics  were  getting  at.  "I  had  no 
resources  for  labels,  bottles,  bottlers," 
she  says.  "I  had  only  halfway  listened 
to  their  point  about  how  hard  it  is  to  get 
shelf  space  [in  stores]."  The  only  thing 
that  wasn't  a  problem  was  money:  She 
and  Theo  financed  the  company  them- 
selves initially.  Now,  after  additional 
investments  from  friends  and  family, 
they  own  more  than  90%. 

Theo  began  devoting  more  time  to 
Hint  about  six  months  before  the  May, 
2005,  launch— in  two  stores,  one  in 
Marin  County,  Calif.,  and  the  other 
in  Manhattan.  They  hadn't  signed 
up  any  distributors  yet,  so  they  drove 
the  first  delivery  to  the  local  gourmet 
market  (one  case  of  each  flavor— apple, 


At  first  the  Goldins  didn't  realize  that 
getting  distributors  is  what  it's  all 
about  in  the  beverage  business 


cucumber,  lime,  and  tangerine). 

A  few  months  later,  they  got  their 
first  big  break.  At  the  Fancy  Food  Show 
in  New  York,  the  San  Francisco  buyer 
for  Whole  Foods  expressed  interest  in 
carrying  Hint.  He  asked  if  the  Goldins 
were  with  United  Natural  Foods.  They 
had  no  idea  what  that  was.  Turns  out 
it  is  the  largest  natural  food  distributor 
in  the  U.  S.  With  the  promise  of  Whole 
Foods  as  a  customer,  they  worked  out 
an  agreement. 

Getting  distributors  is  what  it's  all 
about  in  the  beverage  business.  And 
for  those  who  work  on  other  things 
besides  health  foods,  an  unsweetened 
drink  retailing  for  $1.69 -$3.00  is  a 
hard  sell.  The  Goldins  did,  though,  just 
manage  to  get  in  with  an  important 
network  of  independent  distributors. 
"They  have  surprised  a  lot  of  people," 
says  Gerry  Khermouch,  the  editor  of 
Beverage  Business  Insights.  "They're 
selling  overpriced,  unsweetened  water 
with  a  slight  hint  of  fruit.  They're  the 
niche  of  the  niche." 

Now  the  Goldins  have  begun  to 
grapple  with  some  of  the  compromises 
they  made  early  on.  They've  improved 
the  production  process  so  that  Hint 
has  a  shelf  life  of  12  months  instead  of 
four.  They've  changed  their  16-ounce 
bottle,  which  was  originally  an  inch 
shorter  than  others  on  the  shelves  and 
looked  puny  by  comparison.  Their  new 
one  is  a  standard  eight  inches  tall. 

They've  also  figured  out  a  few  things 
about  the  flavors.  Apple  and  pear  are 
too  difficult  to  work  with,  so  they're  on 
hiatus.  To  develop  mango  grapefruit 
took  15  tries  with  three  different  con- 
sultants over  an  entire  year.  Pepper- 
mint, though,  took  only  two  attempts. 
Next  year  they  hope  to  raise  $3  mil- 
lion from  an  investor  who  might  help 
expand  their  distribution  and  sales. 
"We  learned  over  and  over  again  in  the 
tech  world  that  it's  not  really  about  the 
idea.  It's  about  how  well  and  how  fast 
you  execute  the  idea,"  says  Theo. 
If  they  do  well  with 
Hint,  Theo  might  consider 
another  job  altogether- 
teaching  sixth  grade  sci- 
ence. Kara  says:  "I'm  sure 
there's  at  least  one  more 
career  in  my  future."  1 BW 1 


NO  SWEETENERS    •    NO 


BUSINESSWEEK  I  DECEMBER  3,  2007 


UManE  q&a 


SC7 


WHY  SETTLE  FOR  JUST 
)NE  LINE  OF  WORK? 


larci  Alboher  gave  up  practicing  law  to  write,  teach,  and  speak 
Dout  people  who  have  made  career  transitions.  To  use  a  term  she 
)ined,  she  became  a  "slash"  (as  in  writer/teacher/public  speaker), 
he  author  of  One  Person /Multiple  Careers:  A  New  Model  for  Work/ 
ife  Success,  Alboher  spoke  with  Associate  Editor  Susan  Berfield 
Dout  how  to  juggle  professions. 


hat's  the  difference  between  a 
ash  and  a  career-changer? 

ashes  are  seeking  a  balance  so  they 
sn't  burn  out  or  lose  interest  in  their 
st  job.  I've  met  an  art  dealer/Pilates 
structor  and  a  theater  director/com - 
iter  programmer.  A  career -changer 
ants  a  divorce  from  the  first  career: 
ne  love  is  gone. 

hat's  the  main  reason  people  don't 
jrsue  the  slash  interests  full-time? 

nancial  security.  It's  hard  to  trash 
lat  when  you  are  trying  to  learn 
>mething  new  and  you're  not  sure  if 
will  be  more  than  a  glorified  hobby. 
Me  people  like  what  they  do  but 
ant  to  do  less  of  it.  If  they  can  find 
ime  way  to  add  another  dimension 
their  lives,  it  can  rekindle  interest  in 
teir  main  work. 

ow  do  you  build  a  slash  career? 

the  corporate  world,  some  people 
>astby  at  80%  and  see  if  there's  room 

do  something  else  with  their  time. 
ien  there  are  people  who  test  the 
sctime  policy.  The  concept  of  going 
irt-time  to  make  room  for  something 
se  is  still  new,  but  it  is  growing  in  ac  - 
:ptance.  The  third  way  is  to  take  what 
m  do  in  a  corporate  job  and  change  it: 
icome  a  consultant  or  sign  up  at  one  of 
e  white-collar  temp  agencies. 

an  people  sustain  life  as  a  slash? 

sople  who  have  these  kinds  of 


careers  are  never  static.  Six  months 
later,  they've  shaken  up  the  mix, 
evolved,  gone  deeper,  dropped  some- 
thing. There  is  something  inherently 
restless,  endlessly  curious  about  these 
people.  Being  a  slash  is  a  way  to  evolve 
without  giving  up  the  security  of  a 


job  or  losing  the  confidence  in  your 
expertise. 

Do  you  see  trends  in  what  people 
are  trying? 

A  lot  of  the  people  I  talk  to  whose  first 
vocation  came  after  considerable  edu- 
cation add  a  slash  like  massage  therapy, 
or  Pilates,  or  a  certificate  program  of 
some  kind.  Adult  and  online  education 
have  exploded.  It's  easier  than  it  has 
ever  been  to  change  careers.  Leaving 
and  reentering  the  corporate  world  is 
so  much  more  accepted.  Before  it  was 
like  burning  a  bridge.  Now  you  could 
have  an  entrepreneurial  stint,  then  a 
corporate  stint,  and  back  again  with- 
out any  stigma. 

What  if  you  don't 
like  being  a  Pilates 
instructor  after  all? 

It's  important  to 
give  yourself  per- 
mission to  not  like 
something  you  are 
trying.  It's  like  dating. 
You  have  to  get  out 
there,  be  unapolo- 
getic  about  sampling, 
and  enjoy  it. 

How  does  this  play 
out  in  different  age 
groups? 

Younger  people  don't 
find  the  slash  concept 
at  all  unusual.  They 
expect  three -di- 
mensional lives  and 
careers,  and  a  lot 
of  blurring.  Older 
people  need  permis- 
sion to  live  like  this. 

What  do  slashes 
give  up? 

You  may  not  get  to  the 
highest  rung  on  the 
corporate  ladder  if  you 
want  to  follow  other  pursuits.  To  have 
more,  you  might  have  to  have  less.  And 
a  lot  of  idle  time  is  lost .  The  most  sue  - 
cessful  slashing  occurs  when  activities 
serve  more  than  one  purpose.  It's  not 
multitasking— it's  double  time.  It's  the 
jogging  stroller  approach  to  life,  i  bw  i 
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What  if  you  could  have 

Fidelity's  professionals 

manage  your  portfolio 


Before  investing,  consider  the  funds'  investment  objectives,  risks,  charges  and  expenses.  Contact  Fideli 
prospectus  containing  this  information.  Read  it  carefully. 

Keep  in  mind,  investing  involves  risk.  The  value  of  your  investment  will  fluctuate  over  time  and  you  may 
lose  money. 

Fidelity  Portfolio  Advisory  Service®  is  a  service  of  Strategic  Advisers,  Inc.,  a  registered  investment  adviser  and  a  Fidelity  Investm  , 
company.  Fidelity  Private  Portfolio  Service®  may  be  offered  through  the  following  Fidelity  Investments  companies:  Strategic  Ac ; 


Portfolio  Advisory  Services" 

Having  Fidelity  professionals  manage  your  money  could  relieve  you  of  the  anxiety  and 
time  demands  of  monitoring  the  markets  and  your  investments.  Our  team  takes  a 
personal  approach,  matching  your  goals,  financial  situation  and  risk  tolerance  to  a 
diversified,  actively  managed  model  portfolio  of  mutual  funds.  It's  a  disciplined  approach 
to  saving  for  long  term  goals,  including  retirement.  So  do  the  smart  thing  and  call  today 
for  a  complimentary  investment  consultation.  Then  relax  and  let  us  do  the  work. 


Portfolio  Advisory  Services"  offers  you: 


A  disciplined  investment 
strategy  to  help  keep 
your  asset  allocation 
on  track  in  both  up  and 
down  markets 


A  model  investment 
portfolio  selected  from 
more  than  2,400  mutual 
funds  in  more  than  200 
fund  families 


A  dedicated  client 
service  team  to  provide 
ongoing  reporting  and 
incorporate  changes  in 
your  financial  situation 
into  your  investment 
strategy 


Call  1.800.642.4583  or  visit  Fidelity.com/managedportfoIIos 


Fidelity 
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nt  products  and  trust  services  offered  through  FPT  and  FMTC  and  their  affiliates  are  not  insured  or  guaranteed  by  the  Federal 
nsurance  Corporation  or  any  other  government  agency,  are  not  obligations  of  any  bank,  and  are  subject  to  risk,  including  possible 
incipal.  These  services  provide  discretionary  money  management  for  a  fee. 
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WELL  SPENT 


By  Toddi  Gutner 

A  playbook  for  getting  the  most  out  of 
your  break  between  jobs 


1 


Not  all  career  changers  move  fluidly 
from  job  to  job.  Many  seasoned  profes- 
sionals take  a  respite,  perhaps  to  travel, 
write  a  book,  or  just  contemplate  what 
they  really  want  to  do  next. 

But  even  though  you're  between  jobs 
and  treading  into  unfamiliar  territory, 
you  still  want  to  make  sure  you're  never 
really  out  of  the  market.  Whatever  you 
do  to  occupy  yourself  can  become  a 
selling  point  on  your  next  resume  if  you 
manage  your  time  wisely. 

Vance  W.  LaVelle,  now  49,  took  a 
number  of  unexpected  turns  on  her 
path  toward  switching  from  a  career  in 
banking  to  satellite  radio.  She  chose  to 
leave  her  job  as  chief  marketing  officer 
at  PNC  Bank  in  Pittsburgh  after  five 
years  of  commuting  from  her  New  York 
home.  "I  was  feeling  a  pull,  ready  to  do 
something  new  and  different,"  she  says. 

LaVelle  tried  a  number  of  different 
things  in  her  10  months  of  searching 
for  a  new  gig.  In  the  end,  her  pursuits 
during  the  transition  "made  her  more 
attractive  to  employers  than  if  she  had 
just  passed  her  resume  around,"  says 
Hope  Dlugozima,  author  of  Six  Months 
Off:  How  to  Plan,  Negotiate,  and  Take 
the  Break  You  Need  Without  Burning 
Bridges  or  Going  Broke. 

Using  LaVelle 's  experience  as  a 
model,  here's  a  playbook  for  how  you 


Your  pursuits  during  a  well-planned 
transition  period  can  become  a  selling  point 
on  your  next  resume 


might  structure  your  own  professional 
interregnum: 


IMAGINE  WHAT  YOU'D  LIKE  TO  DO  IF 
YOU  HAD  NO  CONSTRAINTS 


LaVelle  started  her  transition  pe- 
riod with  a  long  to-do  list  of  what 
she  wanted  to  accomplish.  But  first, 
there  were  practical  concerns.  LaVelle 
launched  her  own  marketing  consult- 
ing firm  to  provide  income  and  help 
her  stay  connected  in  her  field  while 
giving  her  the  flexibility  to  branch  out. 
Then  she  turned  her  attention  to  new 
opportunities  she  wanted  to  explore: 
As  a  dog  lover,  she  thought  it  would  be 
fun  to  try  dog  training.  She  was  also 
interested  in  pursuing  some  board 
directorships  and  taking  some  classes. 
"It's  O.K.  to  have  that  sophomore - 
in-college  mindset,"  says  Dlugozima, 
now  vice-president  of  community  and 
membership  at  WebMD. 


CREATE  AN 
ELEVATOR  PITCH 


What  is  this?  It's  a  30 -second  answer 
to  the  inevitable  question,  "What  do 
you  do?"  It's  how  you  describe  your 
transition  time  to  the  world,  and  it 
gives  potential  business  associates 
an  easy  way  to 
remember  you. 
LaVelle  didn't 
know  whether 
she  wanted  to 
build  a  big  con- 
sulting business, 


become  a  consultant  with  a 
larger  firm,  or  go  back  into  a 
corporate  position.  By  telling 
people  she  was  a  market- 
ing consultant,  she  had  the 
elevator  pitch  she  needed  to 
network  into  new  business 
situations.  It's  important 
to  be  honest.  "If  you  intend 
to  take  some  time  off  to  do 
some  exploration,  don't 
be  shy  about  telling  people 
that,"  Dlugozima  says. 

31  HIT  THE  PHONES  AND 
J  THE  E-MAIL  LIST 

An  old  boss  of  LaVelle 's  said 
to  her:  "Build  relationships 
before  you  need  them,  and 
keep  them  strong  because 
they  are  more  important  to 
you  than  what  you  know 
how  to  do."  Such  relation- 
ships launched  LaVelle 's 
consulting  business.  "With 
three  phone  calls  to  my 
professional  network,  I  had 
more  consulting  work  than  I 
wanted,"  she  recalls. 

LaVelle  also  plugged  into 
the  conference  circuit.  After 
learning  of  a  chief  market  - 
ing  officer  summit  taking 
place  at  Harvard  University, 
she  made  a  cold  call  to  the 
sponsor  and  talked  her  way 
into  a  key  speaking  slot  on 
the  program.  "Such  vis- 
ibility is  invaluable,"  says 
Janice  Reals  Ellig,  co-CEO 
of  Chadick  Ellig,  a  New  York 
executive -search  firm,  and 
co-author  of  Driving  the 
Career  Highway. 


£t       JLISTDOIT 

In  between  consulting  assignments, 
LaVelle  started  checking  things  off  h 
list.  She  attended  OnBoard  Bootcam 
in  New  York,  a  program  to  help  direc 
candidates  master  the  board  selectic 
process,  took  cooking  and  home -rep 
classes,  andhosted  a  business-devel 
opment  event  with  the  government  < 
New  Zealand  for  the  America's  Cup 
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als  in  Spain.  "I  tried  to  do  all  the 
ngs  I  couldn't  do  because  I  worked 
1-time,"  she  says.  One  of  her  biggest 
irs  was  that  she  would  lag  behind 
the  technical  side  of  her  business, 
she  enrolled  in  a  course  to  become 
jficient  in  new  media  trends,  such  as 
S  feeds  and  blogging. 
What  intrigued  her  most  was  the 
ance  to  become  a  dog  breeder  and 
iner.  "Dogs  are  my  passion,"  says 
Velle,  who  has  room  for  one  golden  - 


doodle  in  her  apartment.  Through 
a  contact  she  landed  an  informal 
apprenticeship  with  the  chief  of  the 
canine  unit  of  the  Port  Authority  of 
New  York/New  Jersey,  who  allowed 
her  to  shadow  him  for  the  day.  "He 
told  me  I'd  fall  in  love  with  the  dogs, 
and  I'd  never  be  able  to  let  them  go," 
says  La  Velle.  Realizing  she  would  have 
serious  separation  issues  convinced 
her  she  wasn't  cut  out  for  dog  training. 
LaVelle  also  pursued  opportuni- 


ties she  didn't  anticipate.  In  the  fall 
of  2005  a  fund-raising  event  she 
organized  for  her  University  of  Ala- 
bama sorority  along  the  Gulf  Coast 
of  Florida  had  to  be  evacuated  when 
Hurricane  Katrina  hit.  While  the 
disaster  unfolded,  she  had  an  idea. 
She  knew  the  inner  workings  of  filing 
insurance  claims  from  her  experience 
on  an  insurance  company  advisory 
board.  Why  not  help  homeowners 
navigate  the  insurance  claim  process, 
coordinate  contractors,  and  negoti- 
ate with  the  local  governments  to  get 
services?  Within  days,  she  had  several 
homeowners  willing  to  hire  her.  The 
only  problem  was  that  she  was  sup- 
posed to  be  living  in  New  York  with 
her  husband,  so  she  decided  not  to 
take  the  business.  "It's  O.K.  to  try  new 
things,  and  then  move  in  a  different 
direction  if  things  don't  work  out," 
advises  Dlugozima. 


MAKE 

A  DECISION 

At  some  point,  professionals  in  transi- 
tion are  apt  to  have  all  the  information 
they  need  to  move  forward.  Although 
she  enjoyed  consulting,  LaVelle  real- 
ized in  the  summer  of  2006  that  she 
wanted  to  go  back  to  a  corporate  job. 
"I'm  an  operator,"  she  says.  "I  like  to 
get  my  hands  dirty  and  do  the  work, 
vs.  telling  others  how  to  do  it,"  says 
LaVelle,  who  still  might  return  to 
consulting  some  day. 

Her  robust  network  led  her  to  two 
promising  marketing  positions  based 
in  New  York.  One,  with  General  Elec- 
tric, would  have  required  a  lot  of  travel. 
The  other  is  the  one  she  took,  as  senior 
vice-president  for  customer  sales, 
service,  and  marketing  at  Sirius  Satel- 
lite Radio.  "I  never  thought  I'd  end  up 
in  the  entertainment  industry  after 
nearly  20  years  in  financial  services," 
says  LaVelle.  Coincidentally,  Sirius  is 
another  name  for  the  Dog  Star.  So  on 
a  psychic  level,  she  says,  her  new  job 
married  her  divergent  interests.  1  bw  1 

BUSINESSWEEK  TV  |     For  more  advice  on 

how  to  change  careers, 
watch  our  weekly  show,  BusinessWeek  TV.  To 
see  video  clips  or  find  your  local  station  and  air 
time  by  Zip  Code,  go  to  BusinessWeekTV.com. 
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By  Liz  Ryan 


IMAGE  MANAGEMENT 


CAREER  COACHES 


How  to  Pick  a  Winner 

Be  careful  before  you  hook  up  with  a  career 
coach.  An  abundance  of  certification  programs 
and  the  absence  of  licensing  requirements  have 
led  to  a  glut  of  practitioners.  The  quality  of 
counsel  varies  greatly,  and  choosing  the  wrong 
coach  can  be  an  expensive  mistake.  Apart  from 
typical  fees  of  $90  to  $125  an  hour,  there's  the 
cost  of  your  time  spent  on  coaching  assign- 
ments-time that  might  be  better  applied  to 
researching  employers  and  networking. 

When  vetting  coaches,  insist  on  a  onetime 
consultation,  preferably  at  no  charge.  Ask  about 
the  coach's  business  experience  and  creden- 
tials. Speak  with  a  client  who  has  navigated  a 
change  with  the  coach's  help,  and  don't  sign  a 
long-term  contract  that  may  lock  you  into  ser- 
vices you  don't  need.  Finally,  find  out  whether 
the  coach  favors  practical  assignments  such  as 
writing  a  personal  business  plan  or  flakier  exer- 
cises like  drafting  a  screenplay  of  your  life. 


of  U.S.  workers  have 
changed  careers  at 
least  once.  Some 
35%  want  to  switch. 

Data:  CareerBuilder.com/Harris 
Interactive  survey 


The  Reengineered  Resume 


As  the  saying  goes,  you  get 
only  one  chance  to  make  a  first 
impression.  For  the  career 
changer,  if  the  first  impression 
comes  via  a  resume,  it  must 
emphasize  how  accomplish- 
ments in  unrelated  realms 
can  make  a  difference  in  a 
new  field.  Here  are  some  tips 
for  constructing  an  effective 
career  changer's  resume: 

•  Share  successes,  not  daily 
tasks.  No  one  cares  what  you 
did  every  day  at  9  a.m.  and 

3  p.m.  on  your  old  job. 

•  Emphasize  transferable  skills, 
such  as  managing  people  and 
translating  highly  technical 
information  for  nontechnical 
audiences. 

•  Include  an  objectives  state- 


ment that  explains  your  goals  in 
switching  disciplines. 

•  Avoid  jargon  from  your  old 
career,  and  don't  play  up 
affiliations  associated  with  it. 

If  you're  over  50,  also  consider 
these  pointers: 

•  Delete  the  earliest  years  of 
your  job  history.  Recruiters 
recommend  detailing  only  the 
past  10  to  20  years.  This 
shortens  your  resume  and 
dampens  the  "vintage  effect." 
But  do  mention  any  early  jobs 
that  tie  to  your  career -change 
aspirations. 

•  To  allay  health  concerns  about 
older  employees,  include  a 
leisure  activities  category  that 
shows  your  physical  prowess.  If 
you  run  marathons,  say  so. 


WEB  RESOURCES 


The  Journey  to  Your  Next  Career 
Begins  With  One  Small,  Digital  Step 


AARP,  aarp.org/money/ 
careers/choosecareer 


About.com,  careerplanning. 
about.com 

eHow,  ehow.com/ 

how_138208_prepare-ca- 

reer-change.html 

Linkedln.com 


Salary.com 
Toastmasters.org 
WetFeet.com 
Yahoogroups.com 


Click  on  the  link  "How  to  Find  a  Career 
Counselor  or  Coach"  for  tips  on  choosing  an 
adviser  to  help  you  find  a  new  career 

Start  with  the  quiz  "Should  You  Make  a 
Career  Change?" 

A  step-by-step  list  of  action  items  to  get  your 
"transition  engine"  up  and  running 

Vast  database  of  professionals  across 
many  industries  is  a  must  for  career-change 
networking 

Research  job  titles,  descriptions,  and  salaries 
in  your  Zip  Code 

Organization  for  professionals  looking  to  im- 
prove communication  and  presentation  skills 

Sells  "insider  guides"  on  individual  employers 
and  functions,  job-search  tips,  and  more 

Type  "[your  cityj+career"  in  the  search  box  to 
find  career-change  discussion  groups 
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Today 


Busywork  will  be  living 
in  fear  of  you. 

TryitatOFFICE2007.COM 

It's  a  new  day.  It's  a  new  office. 


'our  potential.  Our  passion. 
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STRUGGLES  OF  A 


By  Burt  Helm 

Photography 
by  Ethan  Hill 


Saatchi  &  Saatchi  CEO  Kevin  Roberts  toiled  to  make  his  firm 
a  force  among  creative  agencies.  Now— in  today's  splintered 
advertising  universe— he's  scrambling  to  keep  it  relevant 
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Kevin  Roberts  may  well  be  the  most  successful  adman  of  his  generation.  Over  the 
past  decade  the  British-born  chief  executive  of  Saatchi  &  Saatchi  Worldwide  has 
transformed  his  agency  from  one  of  Madison  Avenue's  biggest  jokes  into  one  of 
its  brightest  stars .  Roberts  has  been  signing  up  clients  at  an  impressive  clip  -  add  - 
ing  J.C.  Penney,  Wendy's  International,  and  Ameriprise  Financial  to  a  blue -chip 
roster  that  already  included  Procter  &  Gamble  and  Toyota.  His  agency  has  been 
scooping  up  awards  for  its  creative  work.  Saatchi  is  back  in  the  black  and  expects 
operating  profits  of  about  $117  million  this  year  on  $780  million  in  revenues.  Not 
bad  for  a  guy  who,  prior  to  becoming  Saatchi 's  chief  in  1997,  hadn't  worked  a  day 
in  advertising.  9  And  yet  it's  not  enough.  Despite  the  brutal  hours,  the  nonstop 
schmoozing  with  clients,  the  hopscotching  around  the  planet  chasing  the  next 
piece  of  business,  Saatchi  is  eking  out  6%  revenue  growth.  That's  better  than 
other  traditional  agencies  but  not  so  impressive  at  a  time  when  there  are  more 
places  than  ever  to  stick  ads— online,  on  cell  phones,  on  the  men's  room  wall. 
Despite  Roberts'  best  efforts,  Saatchi  is  not  getting  enough  of  that  new 

business.  He  may  be  flirting  with  irrelevance . 

Here  is  what  Roberts  sees  when  he  looks  at  the  world:  TV 
viewers  are  using  digital  video  recorders  to  blast  through  the 
commercials  that  are  Saatchi's  bread  and  butter.  Marketers 
are  stampeding  online,  where  Saatchi  lacks  the  tools  and  tal- 
ent to  compete.  Digital  boutiques  are  proliferating,  staffed 
with  '90s  tech  vets  and  Gen  Y  video  artists  dedicated  to  mak - 
ing  ads  for  social  networks  and  whatever  comes  after  them. 
Meanwhile,  chief  marketing  officers  are  looking  for  data  to 
justify  their  ad  budgets  to  the  bean  counters. 

Where  does  that  leave  Roberts?  Buying  time— working  to 
keep  clients  coming  in  the  door  as  he  experiments  with  new 
marketing  services,  shops  for  acquisitions,  and  even  contem- 
plates moving  away  from  traditional  advertising  altogether  into 
"green  communications"  and  retail  design  consulting.  "We've 
got  to  reinvent  and  transform  the  way  we  work,"  says  Roberts. 

Still,  Roberts  often  finds  himself  outmaneuvered  by  fleet  - 
er  rivals.  His  own  boss  even  wonders  if  a  creative  agency  like 
Saatchi  should  continue  to  manage  a  client's  branding  ef- 
forts. Perhaps  the  digital  specialists  should  do  it,  says  Mau- 
rice Levy,  chairman  and  C  EO  of  Publicis  Groupe ,  the  French 
giant  that  owns  Saatchi.  Levy  expresses  nothing  but  affec- 
tion and  admiration  for  Roberts.  But  he  warns:  "It  is  no  lon- 
ger necessarily  the  creative  agency  dictating  what's  best  for 
the  client." 


tl 


Saatchi  deliberal 
selected  an  outsi 
when  it  named  Robi 
its  CEO  a  decade  i 
Roberts  had  run  the 
ternational  division; 
such  consumer-gO' 
giants  as  P&G  and  P 
siCo.  He  knew  what  rr 
keters  wanted  from 
creative  agencies.  He  I 
a  zealot  about  hitting 
numbers,  a  rare  skill 
Mad  Ave.  But  no  on 
not  even  Roberts— co 
have  predicted  how  d 
matically  the  ad  indus 
would  change. 

For  most  of  the  l\ 
century  the  so-cali 
creatives  ruled  the  ind 
try.  They  didn't  worry  about  where  or  how  an  ad  ran.  Tl 
didn't  analyze  market  niches.  They  were  about  Big  Id 
that  would  connect  a  brand,  emotionally,  with  million; 
consumers. 

Today,  you  might  say,  the  Small  Idea  is  ascendant.  Ads 
targeted  at  individuals  or  communities  of  consumers.  Tha 
because  the  media  universe  is  so  fragmented— into  blogs, : 
cial  networks,  television,  magazines,  and  so  on— that  fir 
ing  the  right  medium  is  fast  becoming  more  important  tit 
the  message  itself.  And  the  people  on  Madison  Avenue  vtj 
may  be  best  equipped  to  deal  with  this  new  world  are  not  I 
creative  agencies  but  the  direct  marketers  and  media  buy< 
which  both  won  more  autonomy  during  a  15 -year  indu&' 
consolidation. 


THE  NEW  HEAVYWEIGHTS 

Direct  marketers  invented  junk  mail,  the  1-800  number,  i 
the  mail-in  magazine  insert  as  a  way  to  collect  informat: 
about  your  buying  habits  and  judge  the  effectiveness  of  th 
ads.  That  makes  them  perfect  for  the  Web.  After  all,  writ: 
ads  for  search  engines  like  Google  and  analyzing  who  clir 
on  them  isn't  so  different  from  mailing  out  postcards  to  lib 
prospects  and  seeing  who  writes  back. 

The  media  buyers  are  no  less  powerful.  Once  consigned 
the  creative  agencies  to  back -office  obscurity,  they  also  h; 


PUBLICIS  GROUPE 

Where  the  Brg 
Growth  Is 
Coming  From... 


*  A  unit  of  Leo  Burnett    Data:  BusinessWeek 
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elmets.  When  the  media  buyers  come  up,  his  indignation 

'sceral:  "A  media  agency  couldn't  emotionally  touch  the 

sumer  in  a  million  years,"  he  rails  "They  have  no  f — ing 

i.  They  don't  have  feelings.  They're  media  people."  Rob- 

'  position  is  clear:  He  still  believes  in  the  power  of  the  Big 
that  emotional  connection  to  the  consumer— and  he 

Is  it  tirelessly. 

hat's  how  he  won  the  J.C.  Penney  account.  In  November 

005,  the  retail  giant's  chairman  and  CEO,  Myron  "Mike" 

nan,  saw  Roberts  speak  at  the  Women's  Wear  Daily  CEO 

'unit  in  New  York.  Ullman  was  impressed  with  Roberts' 

iiding  philosophy.  Before  long,  the  two  men  were  having 

et  dinners  at  the  Dragonfly  restaurant  at  the  Hotel  ZaZa 
Iiallas.  Over  copious  amounts  of  beer  and  wine,  Roberts 
Iklls,  they  discussed  brands,  understanding  the  consumer, 
I  whether  Penney  should  ditch  its  longtime  creative  agen- 
■DDB.  Over  and  over,  Roberts  brought  the  conversation 
Ik  to  his  version  of  the  Big  Idea:  Lovemarks. 
lovemarks  reflects  a  long-  held  notion  on  Madison  Avenue 
t  the  consumer  is  a  woman  who  must  be  seduced.  In  his 
1-page  coffee  table  book,  Lovemarks:  The  Future  Beyond 
lads— an  ornate  read  with  a  decidedly  '60s  vibe— Roberts 
flains  that  a  Lovemark  is  a  brand  consumers  don't  just 

t,  but  love.  "Think  about  how  you  make  the  most  money," 
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After  Roberts 
wooed  J.C. 
Penney  CEO 
Mike  Ullman  and 
won  Saatchi  a 
shot  at  being  the 
retailer's  creative 
agency,  the  firm 
produced  the 
acclaimed  "Every 
Day  Matters" 
series  of  TV 
spots.  Penney 
felt  the  ads  had 
no  real  impact  on 
store  traffic 


he  writes.  "You  make  it  when  loyal  users,  heavy  users,  use 
your  product  all  the  time So  having  a  long-term  love  af- 
fair is  better  than  having  a  trusting  relationship." 

In  case  clients  and  staff  missed  the  point ,  Roberts  had  big 
red  hearts  painted  in  the  reception  areas  of  Saatchi's  down- 
town New  York  offices.  He  also  bought  a  shirt,  which  he  has 
worn  during  Lovemarks  speeches,  embroidered  with  lyrics 
from  the  Beatles' AH  You  Need  Is  Love. 

In  truth,  Lovemarks  is  a  little  bit  like  slapping  "New  and  Im- 
proved! "  on  a  familiar  box  of  laundry  detergent.  After  all,  Mad 
Ave  has  been  claiming  an  emotional  connection  to  the  consum- 
er at  least  since  the  Leo  Burnett  agency  invented  the  Pillsbury 
Doughboy  in  1965.  But  Lovemarks  resonated  with  Ullman,  and 
on  Aug.  31, 2006,  Penney  named  Saatchi  its  creative  agency,  an 
account  worth  over  $20  million  in  annual  revenue. 

Eager  to  put  Lovemarks  to  work,  Mary  Baglivo,  who  runs 
Saatchi's  New  York  office,  put  the  agency's  top  creative  talent 
on  the  case.  Immediately  they  threw  out  DDB's  old,  product - 
focused  slogan, " It 's  All  Inside ."  The  new  slogan  needed  to  tug 
at  Americans'  heartstrings,  and  the  team  settled  on  "Every 
Day  Matters."  They  crafted  a  series  of  television  ads  that  would 
romanticize  everyday  life.  In  one,  a  young  family  inhabits  a 
slowly  spinning  dollhouse.  Moments  of  their  day— a  snatched 
kiss  between  husband  and  wife,  a  game  of  ping-pong— were 
set  to  an  enchanting  melody.  When  the  ads  began  appear- 
ing in  March  of  this  year,  industry 
critics  showered  praise  on  Saatchi. 
"How  can  it  be  that  our  impression 
of  a  declasse  American  retail  insti- 
tution can  be  altered  in  the  space  of 
60  seconds?"  wrote  Advertising  Age 
reviewer  Bob  Garfield.  "[It's]  thanks 
to  one  TV  commercial." 

When  Baglivo  next  met  with  the 
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+6% 
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Penney  marketing  people,  they  told 
her  they  loved  the  ads.  But  there  was 
just  one  problem:  The  commercials 


048 


weren't  working.  The  retailer's  analysts 
had  concluded  that,  against  spiking  gas 
prices,  the  campaign  was  doing  little  to 
compel  shoppers  to  visit  Penney 's  stores. 
"Here  I  am  with  a  powerful  idea,"  says 
Baglivo.  "And  the  Penney  guys  go  crazy 
with  gas  prices .  It's  crazy,  right  ? " 

Penney 's  reaction  was  a  reminder — if  one  were  needed— that 
Lovemarks  could  take  Saatchi  only  so  far.  Yes,  most  clients  still 
believe  in  creating  an  emotional  bond  with  consumers.  But 
Roberts  had  come  to  the  conclusion  that  many  companies  are 
desperate  for  an  iiber-  consultant —a  "brand  navigator" —who, 
in  a  fragmented  media  universe ,  can  help  them  make  that  con- 
nection across  multiple  media. 

In  Roberts'  formulation,  the  brand  navigator  devises  an 
overall  message,  then  subcontracts  the  work  to  the  relevant 
people— interactive  shops,  direct  marketers,  and  so  on.  He  is 
attracted  to  the  concept,  in  part,  because  Saatchi  would  get 
paid  based  on  the  performance  of  the  entire  campaign  rather 
than  on  the  hours  spent  making  ads.  That  would  help  him  ex- 
tricate the  agency  from  the  flagging  traditional  ad  business. 
Roberts  isn't  the  only  advertising  executive  scrambling  to  re- 
position his  agency  as  a  brand  navigator.  Big  names  like  TBWA, 
BBDO,  and  Ogilvy  &  Mather  are  doing  so,  too. 

SAATCHI'S  NEW  ROLE:  "A  WORK  IN  PROGRESS" 

Three  years  ago,  when  Roberts  was  considering  poaching  Ba- 
glivo from  rival  agency  Arnold,  he  asked  her  what  she  would 
do  with  the  New  York  office.  The  brand  navigator  concept 
came  up  right  away,  and  Baglivo  used  a  pop  music  metaphor 
to  explain  what  that  would  entail.  The  New  York  office  was 
like  a  classic  song  that  needed  to  be  remixed,  she  explained, 


WHO  DOES  WHAT  ON  MADISON  AVENUE 


BEING  A  'BRAND  NAVIGATOR'  IS  "DIFFICULT  FOR 


SAATCHI  BECAUSE  THEY'VE  GROWN  UP  MAINLY  IN  T 


WORLD  OF  TV,  PRINT,  AND  RADIO' 


KIM  SHARAN,  AMERIPRISE 


CREATIVE  AGENCY  CEOS... 

,4^fe    ...run  companies  that  think  up  and  oversee 
l^3j)  the  production  of  various  types  of  advertis- 

'    ing.  They  are  in  charge  of  keeping  clients 
charmed  so  the  agency  doesn't  get  fired,  wooing 
potential  clients,  and  spearheading  new  business 
pitches.  Responsible  for  the  agency's  finances, 
creative  CEOs  are  also  caught  between  clients  who 
spend  less  on  ads  each  year  and  bosses  demanding 
ever-better  margins.  Top  agencies  include  BBDO, 
Ogilvy  &  Mather,  Saatchi  &  Saatchi,  and  DDB. 


CREATIVE  DIRECTORS... 

...hire  the  talent  who  create 
the  ads.  They  are  the  ultimate 
approvers  of  all  work, 
either  for  a  particular  brand  or  for 
the  agency  as  a  whole.  CDs  are  the 
creators  and  guardians  of  a  brand's 
"Big  Idea"  — the  profound  consumer 
irisight  that,  when  properly  exploited 
by  the  ngency,  persuades  people  to 
buy  mere  stuff. 
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MEDIA  BUYERS... 

. .  .negotiate  on  behalf  of  advertisers  to  buy 
ads  on  TV,  radio,  billboards,  in  magazines, 
newspapers,  and  online.  Working  with 
media  planners,  they  analyze  data  to  evaluate  how 
to  reach  the  most  relevant  consumers  cheaply.  Long 
considered  a  second-tier  job  in  advertising,  buyers 
have  grabbed  power,  forming  stand-alone  "media 
agencies"  that  help  clients  face  the  cluttered  media 
landscape.  Consolidation  has  given  six  companies 
control  of  the  majority  of  the  world's  ad  spending. 


even  if  that  meant  bringing  in  new  musicians.  If  Saa 
was  going  to  harmonize  many  types  of  marketing  into 
hit  song,  it  needed  musicians  who  could  play  a  numbi 
different  instruments.  Roberts  liked  what  he  heard  so  n 
he  made  Baglivo  CEO  of  Saatchi  New  York,  and  she  b< 
recruiting  Web  ad  makers,  event  planners,  public  relat 
people,  direct  marketers,  brand  experts,  and  so  on. 

In  May,  2005,  Baglivo  and  her  team  visited  Amerprise  's  ( 
marketing  officer,  Kim  Sharan,  in  her  New  York  office.  1 
were  there  to  persuade  her  to  hire  Saatchi  as  the  financial  ( 
sultant's  brand  navigator.  The  agency  had  already  conco 
a  message  for  Ameriprise:  "Reinventing  Retirement."  Sat 
vowed  that  it  would  appear  everywhere  from  coffee  cuf 
employee  training  videos  to  the  firm's  wealth  manager 
Web  site.  Sharan  liked  what  she  heard,  and  a  week  later 
gave  Saatchi  the  green  light. 

Sharan  was  expecting  Saatchi  to  create  a  seamless  exp 
ence  across  multiple  media.  "When  I  say  navigate  the  bra 
she  says,  "I  mean  creating  that  experience  where  the  c 
sumer  feels  every  message  the  company  is  putting  out  is  I 
integrated  and  building  off  of  one  another."  But  she  rate; 
new  branding  effort  for  Ameriprise  "a  work  in  progress" 
cause  it  has  meant  little  more  than  making  sure  the  stars  o 
30-second  spots  (a  red  chair,  the  slogan  "You  Have  Dre; 
You  Need  a  Plan,"  and  the  actor  Dennis  Hopper)  also  ap 
on  Ameriprise's  home  page.  It's  d. 
cult  for  Saatchi,  Sharan  says,  "bee. 
they've  grown  up  mainly  in  the  w 
of  TV,  print,  and  radio." 

It  was  the  need  to  fill  this  gap 
prompted  Roberts  to  try  and  b 
digital  agency.  Last  year  he  hire 
investment  banker  to  find  one 
early  2007  he  had  settled  on  Blast 
dius,  an  ll-year-old  outfit  base 
New  York's  S0H0  neighborhood.  I 
Radius  is  best  known  for  building 
sites  for  the  likes  of  gamemaker  E 
tronic  Arts,  Nike,  and  Newell  Rub 
maid  that  foster  enduring  connect 
with'consumers.  Its  site  for  the  lai 
of  Madden  NFL,  EA's  monster  v 
game,  spawned  a  passionate  or 
community. 

Roberts  and  the  firm's  CEO,  C 
val  Caer,  met  at  Saatchi's  New  1 
office,  and  Roberts  made  an  imp 
sion.  "He's  a  great  guy,"  says  C 
"He  understands  that  his  agency 
this  industry  have  to  change .  He  c 
pletely  gets  it."  Caer  and  Roberts 


DIRECT  ADVERTISERS... 

O. .  .worry  only  about  driving 
sales,  not  the  brand's  image. 
Using  massive  databases, 
they  target  consumers  they  think  will 
be  likely  to  buy  with  mailings,  phone 
calls,  and  1  -800  television  ads,  and 
actively  track  results.  This  data-driven 
approach  is  a  natural  fit  for  Web  ad- 
vertising, one  reason  direct  agencies 
have  become  a  dominant  force  online 
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several  more  times.  By  May  talks  had 
progressed  to  the  point  that  Saatchi  and 
Publicis  made  a  formal  offer. 

Caer  says  the  bid  was  very  competi- 
tive. But  he  didn't  go  with  Saatchi.  In- 
stead, on  Oct.  24,  he  announced  he  had 
agreed  to  merge  with  Wunderman,  one 
of  the  biggest  direct -marketing  agen- 
cies in  the  world.  Roberts  was  publicly 
sanguine  about  the  setback.  But  the 
loss  had  to  be  deeply  troubling.  Wun- 
derman has  the  online  expertise,  and 
that's  exactly  why  Blast  Radius  went 
with  the  direct  marketer.  "We  saw  a 
big  chasm  between  us  as  an  interactive 
agency  vs.  the  more  traditional  agen- 
cies," says  Caer.  "With  Wunderman, 
you  had  30  -plus  years  of  customer  data 
and  insight  and  results.  The  traditional 
agencies  were  still  very  much  about 
'messaging'  people." 

Caer  says  he  wasn't  speaking  spe- 
cifically about  Saatchi,  but  the  point  is 
clear.  With  direct  marketers  and  media 
agencies  muscling  onto  Saatchi's  turf, 
it  may  be  too  late  for  an  old-school 
creative  shop  to  transform  itself  into  a 
Web -era  player.  Roberts'  boss,  Maurice 
Levy,  is  certainly  hedging  his  bets.  The 
Publicis  chief  is  about  to  restructure  his 
company.  Like  Roberts,  he  sees  a  future 
where  one  brand  navigator  manages 
all  of  a  client's  business.  That  might  be 
Roberts.  Then  again,  it  might  not.  Pub- 
licis owns  several  big  media  agencies, 
a  large  digital  agency,  and  direct -mar- 
keting firms.  "It  has  to  be  the  person 
who  best  understands  the  brand  and 
the  needs  of  that  brand,"  Levy  says.  In 
other  words,  the  Frenchman  is  content 
to  watch  Roberts  and  his  corporate  sib- 
lings fight  it  out. 

As  Roberts  girds  for  that  battle,  he's 
also  trying  to  shift  more  of  Saatchi's 
work  away  from  traditional  advertising— a  move  many 
creative  agencies  are  making-into  businesses  that  are  grow- 
ing at  a  decent  clip.  In  the  next  few  months  he  hopes  to  launch 
"Saatchi  &  Saatchi  Sustainability,"  which  would  specialize  in 
green  communications. 

Already  he  has  Saatchi  &  Saatchi  X,  a  retail  design  consul- 
tancy he  created  in  2004.  The  agency  works  for  retailers  and 
for  consumer  packaged  goods  companies,  improving  store  lay- 
outs for  the  former  and  in -store  displays  and  promotions  for 
the  latter.  Roberts  aims  to  use  Saatchi  &  Saatchi  X  to  bring  his 
branding  philosophy,  Lovemarks,  to  a  store  near  you.  "Unless 
you're  in  Whole  Foods,  it's  a  pretty  average  experience  right 
now,"  he  says.  "And  the  amount  of  money  that's  spent  in  there 
is  equal  to  the  amount  of  money  spent  on  media.  It's  all  pissed 
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IN  THE  WEB  ERA,  THE  CREATIVE  BOSS  MAY  NOT  LEA 
THE  CLIENT:  "IT  HAS  TO  BE  THE  PERSON  WHO  BEST 


ONDERSTANDS  THE  BRAND* 


MAURICE  LEVY,  PUBLICIS 


away,  and  nobody  really  likes  [the  business].  So  I  like  it." 

Roberts  has  managed  to  woo  several  clients  to  Saatchi 
Last  August  the  consultancy  signed  up  Wal-Mart  Store.' 
major  piece  of  business.  Saatchi  X  designed  the  retail  giai 
new  store  layout ,  as  well  as  a  new  shopper  -  friendly  electrc 
ics  department ,  which  is  rolling  out  now.  Since  then,  Robe 
has  brought  on  board  General  Mills  and  Wendy 's  (both  exi 
ing  clients),  as  well  as  Hanes  and  Nestle  Toll  House.  Refres 
ingly,  this  is  a  market  that's  growing,  and  Saatchi  &  Saat 
X's  revenues  have  been  up  almost  20%  over  the  last  ye 
The  question,  of  course,  is  whether  the  new  thrust  will 
enough.  Roberts  exudes  his  customary  zeal.  "I've  inheril 
the  most  famous  brand  name  in  advertising.  As  the  busin  ] 
moves  into  new  media  and  more,  so  will  we."  i  BW  i 
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REDICTING  THEM. 


3M  and  the  Scripps  Research  Institute  are  using  supercomputers  to  help  determine  which  of  the  one 
illion  possible  mutations  of  the  avian  flu  virus  are  the  most  infectious  so  that  vaccines  can  be  developed 
efore  outbreaks  happen.  Start  anticipating  change  at  ibm.com/avianflu   TOP  I  A!  Kll  l(  i  START  DOING 
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IBM  and  National  Geographic  have  teamed  up  on  the  Genographic  Project-a  five-year 
study  that  uses  sophisticated  computer  analysis  of  DNA  contributed  by  over  200,000 
people  to  map  how  humankind  has  populated  the  globe  and  uncover  the  genetic  roots 
we  all  share.  Start  seeing  the  bigger  picture  at  ibm.com/dna  STOP  TALKING  START  DOING 
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Toyota's  Ail-Out  Drive 
To  Stay  Toyota 

Rapid  growth  and  a  generational  shift  have  the 
company  fighting  to  hold  on  to  its  DNA 


By  David  Welch  and  Ian  Rowley 
How's  this  for  strange?  Toyota  Mo- 
tor, the  company  that  has  the  rest  of 
the  auto  industry  running  scared,  is 
worried.  As  new  hires  pour  in  and 
top  executives  approach  retirement, 
the  company  fears  it  might  lose  the 
culture  of  frugality,  discipline,  and 
constant  improvement  that  has  been 
vital  to  its  success.  So  management 
has  launched  a  slew  of  education 
initiatives,  and  even  uses  a  business 
school  in  Tokyo  to  teach  Toyota  to  be, 
well,  more  like  Toyota.  "We  are  mak- 
ing every  effort  not  to  lose  our  DNA," 
says  Shigeru  Hayakawa,  president  of 
Toyota  Motor  North  America. 

Peek  under  the  hood  at  Toyota  and 
you  start  to  understand  why  manage- 
ment is  worried.  Rapid  growth  has 
forced  this  most  Japanese  of  compa- 
nies to  rely  more  and  more  on  gaijin 
(foreigners)  overseas.  Top  brass-the 
ones  who  transformed  a  lean  upstart 
into  a  global  powerhouse— are  near- 
ing  retirement,  to  be  replaced  by  a 
generation  that  has  never  had  a  bad 
day  at  the  office.  And  in  the  past  three 
years,  Toyota  has  hired  40,000  work- 
ers new  to  the  company's  culture.  "It 
isn't  an  immediate  problem;  it's  like  a 
metabolic  disease  you  don't  know  you 
have  before  it's  too  late,"  says  Tatsuo 


Yoshida,  an  analyst  at  UBS  in  Tokyo. 

The  cure  is  being  applied  every- 
where from  the  executive  suite  to  the 
factory  floor.  When  Steve  St.  Angelo 
was  hired  from  General  Motors  in 
2005,  the  executive  immediately 
found  himself  back  on  the  assembly 
line  for  several  weeks.  It  didn't  mat- 
ter that  he  had  spent  almost  10  years 
at  a  plant  in  Fremont,  Calif.,  jointly 
owned  by  GM  and  Toyota,  where  the 
Toyota  Way  has  been  alive  and  well 
for  decades.  The  company  figured  an 
outsider  hired  to  a  management  job— a 
rarity  at  Toyota— would  need  school- 
ing in  the  basics.  "They  assumed  I 
knew  nothing  about  Toyota's  produc- 
tion system,"  says  St.  Angelo,  who  in 
June  was  promoted  to  North  American 
manufacturing  boss. 

Just  in  case  St.  Angelo  forgets  any 
of  his  Toyota  training,  he  has  someone 
watching  his  back.  His  retired  prede- 
cessor, Gary  Convis,  still  gets  paid  to 
advise  him.  That's  an  idea  Toyota  im- 
ported from  Japan,  where  the  company 


Despite  his  25  years  with  the  company,  one 
newly  promoted  executive  was  shipped  to 
Japan  for  a  week  of  indoctrination 


asks  retiring  engineers  to  stick  around, 
to  mentor  young  employees.  The  rankk 
of  these  old-timers  are  growing  rapidl 
as  the  company  tries  to  safeguard  its 
culture.  Last  year,  Toyota  rehired  650  ' 
of  the  1 ,20  0  skilled  workers  eligible  fo; 
retirement  in  Japan,  and  will  soon  hav 
3,000  of  these  folks  on  its  payroll. 

Even  lifers  get  the  treatment.  Rand) 
Pflughaupt  has  worked  at  the  com- 
pany since  1982  and  this  summer  was 
promoted  to  U.S.  marketing  chief  for 
the  flagship  brand.  With  the  promo- 
tion, he  was  handed  a  stack  of  books 
and  binders  telling  him  all  about  the 
Toyota  Way  and  was  packed  off  to 
the  Toyota  Institute  in  rural  Mikkabi, 
Japan,  for  a  week  of  indoctrination. 
"Why  does  a  25-year  veteran  go  to 

training?  I  coulck 
take  it  person- 
ally," Pflughaupl 
jokes.  "It's  to 
remind  me  that 
I  don't  have  all 
the  answers." 


BUSINESSWEEK  I  DECEMBER  3,  2007 


WHAT'S  NEXT 


Ithough  the  institute  is  set  in  the 
overlooking  scenic  Lake  Hamana, 
jhaupt  says  he  saw  only  the  walls 
e  hotel  and  classrooms.  All  week, 
ident  Katsuaki  Watanabe,  Chair  - 
Fujio  Cho,  family  scion  Akio 
»da,  and  others  told  50  trainees 
they  built  the  company.  Cho 
lied  opening  Toyota's  first  U.S. 
>ry— in  Georgetown,  Ky.  -and 
ribed  how  he  dug  into  the  commu- 
by  joining  the  local  Rotary  club, 
lg  in  diners,  and  going  bowling, 
moral:  Reading  market  data  at 
desk  is  great,  but  you  have  to  leave 
iffice  to  find  out  what's  really  going 
a  process  everyone  at  the  company 
Genchi  Genbutsu. 

JLEM  SOLVING 

•e's  another,  more  stressful  step 
growing  numbers  of  newly  minted 
tatives  must  endure:  Finding  a 
lem  Toyota  faces  and  come  up 
a  solution,  which  will  be  pre  - 
ad  to  Watanabe.  Pflughaupt  is 


figuring  out  how  Morning  exercises 

marketers  can  ana-         at  the  Tovota 

i         11.      ec     4.-  Technical  Training 

lyze  the  effective-  .    ...  . 

J  Institute  outside 

ness  of  different  of  Bangalore 

media— print, 

television,  Web— in  various  regions. 
In  January  he'll  be  graded  not  just  on 
his  solution  but  on  whether  he  used  an 
eight  -  step  method  that's  part  of  the 
Toyota  Way  to  figure  it  out.  Watanabe 
has  been  known  to  deep  -  six  projects 
because  the  problem  itself  isn't  "severe 
enough."  Oh,  and  the  whole  answer 
has  to  fit  on  a  single  11  x  17-inch  sheet 
of  paper. 

In  Japan,  a  management  school 
called  Globis  instructs  white-collar 
staffers  in  the  company's  philosophy. 
The  aim  is  to  apply  the  same  principles 
that  have  worked  in  manufacturing  to 
other  areas  of  the  business.  One  lesson 
teaches  office  workers  to  apply  the  "five 
whys" —a  tenet  of  the  Toyota  Produc- 
tion System  that  tells  engineers  to  ask 
continually  why  a  problem  is  occurring 
i  until  they  can  think  of  no  new  answers. 


AN  EVOLUTION  OF 
JARGON 

Toyota  has  updated  its  Japanese 
values  as  it  has  globalized 


THE  TOYODA  PRECEPTS 

A  philosophy  derived  from  the  beliefs  of 
group  founder  Sakichi  Toyoda.  Published 
five  years  after  his  death,  the  Precepts 
urge  workers  to  pursue  improvement 
while  being  creative,  inquisitive,  gener- 
ous, and  practical. 


GUIDING  PRINCIPLES 

These  seven  rules,  written  in  1990,  in- 
clude making  "clean  and  safe  products," 
the  pursuit  of  "growth  in  harmony  with 
the  global  community  through  innova- 
tive management,"  and  respect  for  "the 
culture  and  customs  of  every  nation." 


THE  TOYOTA  WAY 

Recognizing  the  company's  growing 
complexity,  in  2001  Chairman  Fujio  Cho 
clarified  the  values  that  employees 
worldwide  should  embrace.  The  two 
key  pillars  are  "Continuous  Improve- 
ment" and  "Respect  for  People." 


Toyota  "may  soon  become  the  No.l  au- 
tomaker in  the  world,  but  they  still  have 
a  strong  sense  of  urgency,"  says  Yoshito 
Hori,  chief  executive  of  Globis. 

With  quality  slipping,  Toyota  has 
redoubled  training  for  factory  hands. 
The  company  has  long  dispatched 
Japanese  workers  abroad  to  teach  their 
overseas  colleagues  how  to  build  cars. 
But  with  45%  of  Toyota's  production 
now  outside  of  Japan,  it  gets  harder  to 
find  enough  Japanese  for  these  train- 
ing jobs.  So  the  company  has  recently 
opened  centers  in  the  U.S.,  Europe ,  and 
Asia  where  it  can  school  roving  experts 
drawn  from  the  global  staff.  This  will 
help  Toyota  increase  their  ranks  from 
today's  level  of  2,000.  In  the  U.S., 
these  trainers  will  work  with  every  one 
of  Toyota's  31,000  factory  employees, 
coaching  new  hires  and  teaching  veter- 
ans to  better  focus  on  quality. 

The  Toyota  Technical  Training  Insti- 
tute outside  Bangalore  offers  an  even 
more  intensive  program.  In  August 
the  company  opened  the  $5.6  million 
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school  to  teach  its  principles,  car- 
building  skills,  and  basics  like  English 
and  history  to  Indian  hires— trying  to 
instill  the  Toyota  Way  early  in  what 
the  company  sees  as  a  key  market  for 
growth.  Toyota  built  the  2l-teacher 
center  because  managers  believed 
India's  state-run  auto  engineering 
institutes  are  out  of  date.  Says 
Toyota  India  boss  Atsushi  Toyoshima: 
"Our  school  can  expedite  what  needs 
to  be  taught." 

Getting  into  Toyota  Tech  is  almost 
as  hard  as  landing  a  spot  in  the  Ivy 
League.  Toyota  winnowed  a  list  of 
5,000  applicants  to  just  64  students 
for  the  three -year  training  program. 
Before  they  set  foot  on  the  assembly 
line,  they'll  spend  two  years  in  classes, 
even  learning  discipline  and  personal 
grooming.  (Some  Toyota  rules:  wash 
your  hands  before  meals;  don't  drink 
unboiled  water.)  One  student,  17- 
year-old  Harish  Hanumantharayappa, 
returned  to  his  village  for  the  Hindu 
New  Year  on  Nov.  8.  Clad  in  his 
Toyota  uniform  of  beige  shirt,  gray 
pants,  and  a  red  cap,  he  is  the  envy 
of  his  childhood  friends.  Also  im- 
pressive: Harish  has  saved  $8  from 
his  monthly  stipend  of  $38  to  give  to 
his  mother.  Says  Harish:  "Toyota  has 
given  me  an  opportunity  I  could  never 
have  imagined."  ibwi 
-  With  Nandini  Lakshman  in  Bangalore 


LINKS 


Watanabe's  Way 

On  Toyota's  assembly  lines, 
workers  who  notice  problems  can 
pull  the  "andon  cord,"  which  will 
stop  production.  The  job  of 
executives  at  Toyota  is  similar, 
President  Katsuaki  Watanabe  told 
the  Harvard  Business  Review  in 
July.  In  a  lengthy  interview, 
Watanabe  said  he  wouldn't  hesitate 
to  slow  Toyota's  growth  if  quality 
were  threatened.  "When  I  drive  ...I 
constantly  think  about  when  I 
should  apply  the  accelerator  and 
when  I  should  brake,"  Watanabe 
said.  "I  may  not  need  to  brake  right 
now,  but  if  a  time  comes  at  Toyota 
when  I  need  to  put  my  foot  on  the 
brake  pedal  rather  than  the  ac- 
celerator, I  won't  hesitate  to  do  so." 
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TAXES 


The  Taxman 
Barely  Cometh 

A  look  at  which  companies  pay  the  least— and  how 
proposed  reforms  would  affect  profits  from  abroad 


By  Nanette  Byrnes 
When  it  comes  to  racking  up  tax 
deductions,  many  companies  display 
both  ingenuity  and  determination. 
Thanks  to  a  wide  array  of  credits, 
exemptions,  and  deferrals,  they  have  a 
variety  of  ways  to  cut  the  amount  they 
pay  the  IRS  every  year. 

House  Ways  &  Means  Chairman 
Charles  B.  Rangel  (D-N.Y.)  would  like 
to  change  that.  On  Oct.  25,  he  unveiled 
a  bill  that  would  lower  the  corporate 
tax  rate  from  35%  to  30.5%.  To  make  up 
the  lost  revenue,  Rangel  would  elimi- 
nate some  popular  tax  breaks.  While 
the  representative's  specific  plan  is  not 
expected  to  become  law  exactly  as  is, 
his  overall  approach  to  simplifying  the 
corporate  tax  code  has  drawn  a  lot  of 
support. 

To  identify  who  might  be  af- 
fected by  the  type  of  corporate  tax 
simplification  advocated  by  Rangel, 
BusinessWeek  asked  data  tracking 
outfit  Capital  IQto  calculate  which 
companies  in  the  Standard  &  Poor's 
500-stock  index  spent  the  lowest  per- 
centage of  their 
earnings  in  cash 
on  taxes  over  the 
past  five  years. 
The  data  reflect 
the  most  recent 
five-year  period 
available,  2002 

to  2006.  These  are  the  companies  that 
are,  in  other  words,  getting  the  most 
mileage  out  of  the  various  exceptions 
in  the  tax  code. 

At  the  head  of  the  list:  utility  CMS 
Energy  (0%  of  earnings  spent  on  taxes 
on  average  over  the  past  five  years); 


natural  gas  driller  Chesapeake  Ener 
(0.3%);  airplane  manufacturer  Boei 
(0.7%);  semiconductor  maker  Broai 
com  (1.1%);  and  utility  Florida  Powf 
&  Light  (1.2%).  For  the  entire  S&P  5> 
by  contrast,  the  average  percentage- 
earnings  spent  on  taxes  was  26%— el 
well  under  the  35%  stated  corporate*1 
tax  rate.  (A  detailed  list  of  the  100 
companies  that  paid  the  lowest  per- 
centage of  earnings  in  taxes  is  avails 
at  businessweek.com.) 

CREDITS  AND  ARBITRAGE 

There  is  nothing  wrong,  of  course, 
with  minimizing  taxes,  and  nothings 
the  Capital  IQ_ analysis  suggests  thea 
companies  broke  any  rules.  Our  goa, 
was  to  figure  out  which  companies 
legally  paid  the  lowest  tax  rates  and. 
how  they  did  it.  The  ones  that  maded 
to  the  top  of  the  list  managed  to  do  s ' 
in  several  different  ways.  Big  export  I 
Boeing  benefited  in  part  from  a  now*, 
discontinued  tax  break  for  domestic! 
manufacturers  that  sell  goods  over- 
seas. An  executive  says  that  it  is  unf 


"It's  remarkable  how  [often]  there  were 
losses  in  the  U.S.  while  companies  were 
profitable  overseas" 


to  evaluate  the  aerospace  company':  ip 
tax  payments  on  a  five-year  time 
frame  since  its  business  is  based  on 
multi- decade  investments  and  liabi 
ties.  FPL  Group,  the  Florida  utility, 
got  tax  credits  for  investing  in  wind 
power  and  write-offs  for  big  hurri- 
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;  losses.  And  low-tax  champ  CMS 
rgy,  a  Jackson  (Miss.)  utility,  says 
it  lost  lots  of  money  through  bad 
stments.  "We  will  get  back  to  pay- 
caxes  again,  and  we  look  forward  to 


that  day,"  says  Chief  Financial  Officer 
Thomas  J.  Webb. 

The  biggest  tax- avoidance  strategy 
targeted  by  Rangel  is  what  might  be 
called  cross-border  tax  arbitrage— 


taking  advantage  of  the  difference 
between  higher  U.S.  rates  and  lower 
rates  abroad.  Companies  can  do  this 
because  they  do  not  have  to  pay  taxes 
on  earnings  from  their  overseas  op- 
erations until  the  income  from  those 
operations  is  brought  back  into  this 
country.  One  of  the  big  beneficiaries 
of  this  rule  is  semiconductor  manu- 
facturer Broadcom,  which  calls  Irvine, 
Calif. ,  home  but  makes  most  of  its 
goods  in  low-tax  countries  such  as 
Singapore.  It  then  ships  them  directly 
to  overseas  customers. 

STRADDLING  BORDERS 

Last  year  Broadcom  lost  $336  million 
in  the  U.S. ,  where  it  runs  some  costly 
research  and  development  operations, 
but  earned  $703  million  overseas. 
Rangel's  proposal  would  make  such 
moves  harder  to  pull  off  by  barring 
companies  from  deducting  expenses 
that  are  incurred  in  the  U.S.  but  related 
to  overseas  earnings— until  that  income 
is  repatriated.  Rangel  estimates  the 
change  would  raise  a  total  of  $106  bil- 


jP  YAX  SAVERS     I    S&P  50°  comPanies  Pay'n9  the  lowest  percentage  of  earnings  in  cash  taxes  over  the  past  five  years 


1.1:  CMS  ENERGY 

e-year  average  tax 
e:  0% 

e  main  reason 
s  Jackson  (Miss.) 
lity  tops  the  list  is 
bad  business 
bisions.  CMS  has 
it  $1.1  billion  over 
i  past  five  years. 


N0.2:  CHESAPEAKE 
ENERGY 

Five-year  average  tax 
rate:  0.3% 

One  of  the  world's 
most  active  natural- 
gas  drillers,  Chesa- 
peake takes  advan- 
tage of  energy  indus- 
try tax  breaks. 


N0.3:  BOEING 

Five-year  average  tax 
rate:  0.7% 

A  big  exporter,  aero- 
space giant  Boeing 
has  benefited  from 
a  discontinued  tax 
break  for  domestic 
manufacturers  that 
sell  products  over- 
seas. 


N0.4:  BROADCOM 

Five-year  average  tax 
rate:  1.1% 

The  chipmaker  does 
most  of  its  R&D  in  the 
U.S.,  producing  big 
tax  credits  here,  while 
manufacturing  most 
products  overseas  in 
low-tax  jurisdictions. 


NO. 5:  FPL  GROUP 

Five-year  average  tax 

rate:  1.2% 

Its  massive  wind- 
energy  farms  get 
big  tax  credits,  and 
hurricane  damage 
has  produced  huge 
losses,  the  company 
notes. 


6:  ALLEGHENY 
IIERGY 

e-year  average  tax 
e:1.3% 

e  Greensburg  (Pa.) 
lity's  low  tax  bill  is 
rtly  attributable  to 
sses  on  discontin- 
d  natural-gas  op- 
ations.  The  company 
so  cites  energy- 
iding  losses. 


NO.  7:  CITIZENS 
COMMUNICATIONS 

Five-year  average  tax 
rate:  1.6% 
The  telecommuni- 
cations company 
confirms  it  has  low- 
ered its  tax  bill  by 
accelerating  the  pace 
at  which  it  writes 
off  cable  and  fiber 
assets. 


NO.  8:  AMERICAN 
CAPITAL  STRATE- 
GIES 

Five-year  average  tax 
rate:  1.8% 

This  private  equity 
firm  is  a  regulated 
investment  company. 
American  Capital 
notes  that  it  owes 
no  federal  income 
taxes  as  long  as  it 
distributes  income 
and  capital  gains  to 
stockholders. 


NO.  9:  AKAMAI 
TECHNOLOGIES 

Five-year  average  tax 
rate:  1.9% 

The  Web  technology 
company  says  its  rate 
is  so  low  because  it 
suffered  losses  from 
1998  to  2004.  It  also 
gets  tax  credits  for 
investment  in  R&D. 


NO.  10:  DIRECTV 
GROUP 

Tax  rate:  2% 

The  digital  TV  giant, 
which  split  from  Gen- 
eral Motors  in  2004, 
says  it  pays  a  low  rate 
because  of  historical 
losses  and  deprecia- 
tion on  its  technology 
investments. 


DECEMBER  3,  2007  I  BUSINESSWEEK 


058 


lion  over  10  years.  (Broadcom  did  not 
respond  to  e-mails  or  phone  calls.) 

Several  other  technology  and  phar- 
maceutical companies  appear  to  be 
following  the  same  playbook,  accord- 
ing to  studies  by  economist  Martin  A. 
Sullivan,  a  contributor  to  the  journal 
Tax  Notes.  "It's  remarkable  how  [often] 
there  were  losses  in  the  U.S.  while 
companies  were  profitable  overseas," 
says  Sullivan.  "They  want  to  get  profits 
out  of  the  U.S.  if  taxes  are  lower  off- 
shore, which  they  generally  are." 

EMERGING  UNSCATHED 
While  corporate  tax  simplification 
could  drive  up  costs  for  many  of  the 
companies  that  pay  the  lowest  rates, 
others  would  likely  remain  untouched. 
Rangel,  for  example,  seems  to  have  no 
intention  of  eliminating  the  breaks  that 
encourage  the  production  of  alterna- 
tive energy  in  the  U.S.  That's  good  news 
for  Chesapeake  Energy.  The  Oklahoma 
City-based  company  has  paid  only 
0.3%  of  its  income  in  taxes  over  the 
past  five  years  due  to  extensive  drilling 
for  natural  gas,  an  activity  the  govern- 
ment wants  to  encourage.  Chesapeake 
has  twice  as  many  rigs  in  service  as  the 
next  most  active  company.  A  spokes- 
person predicts  the  company's  tax  rate 
will  increase  as  natural  gas  drilling 
becomes  a  smaller  part  of  its  business. 
Similarly,  SEC  filings  indicate  FPL  has 
gotten  $400  million  in  tax  credits  from 
building  wind  power  facilities.  So  long 
as  oil  prices  remain  high,  that's  likely 
to  remain  a  popular  cause — and  the  tax 
break  that  the  utility  is  using  will  prob- 
ably remain  intact. 

To  calculate  the  information  in  this 
story,  Capital  IQ  (like  Business  Week,  a 
division  of  The  McGraw-Hill  Compa- 
nies) turned  to  a  database  of  financial 
and  management  information  that  it 
searched  for  each  company's  "cash 
taxes  paid,"  a  figure  generally  reported 
on  cash -flow  statements  or  in  the  an- 
nual report  footnotes.  That  figure  was 
then  compared  with  each  company's 
earnings  before  taxes.  Real  estate 
investment  trusts,  companies  based 
outside  the  U.  S . ,  and  businesses  with 
insufficient  data,  among  others,  were 
dropped  from  the  list,  leaving  a  total  of 
466  companies  under  consideration 
out  of  the  entire  S&P  500.  ibwi 


THE  WEB 


Amateur  Hour 
Is  Over 


Forget  user -generated  videos.  Advertisers  want  to 
see  some  slick  glitz  and  tinsel 


By  Catherine  Holahan 
Note  to  aspiring  Net  cineastes  hop- 
ing to  ride  those  rough  cuts  to  Holly- 
wood fame:  It's  suddenly  getting  a  lot 
tougher  out  there. 

Online  video  sites  that  have  show- 
cased such  fare  as  skateboarding  dogs 
and  personal  rants  are  scaling  back 
their  focus  on  user- 
generated  clips.  What  they 
want  now  is  professionally 
produced  programming. 
"People  would  rather  watch 
content  that  has  produc- 
tion value  than  watch 
their  neighbors  in  the 
garage,"  says  Matt  Sanchez, 
co-founder  and  CEO  of 
VideoEgg,  a  company  that 
provides  advertising  for 
Web  videos. 

On  Nov.  13,  Bebo,  one 
of  the  big  social  network- 
ing sites  that  hosts  videos, 
opened  its  pages  to  top  media  compa- 
nies. Bebo  President  Joanna  Shields 
says  the  goal  is  to  better  entertain  and 
engage  Web  users.  "As  more  and  more 
interesting  content  from  major  media 
brands  becomes  available,  [online 
viewers]  are  going  to  share  that  more 
and  more  because  those  are  the  brands 
they  identify  with." 

Bebo's  open  invitation  comes  fast  on 
the  heels  of  the  decision  that  another 
video  site,  maniaTV,  made  in  October 
to  cancel  its  3,000  channels  of  user - 
generated  videos.  Executives  cited  a 
lack  of  eyeballs  for  the  populist  pro- 
ductions. Roughly  80%  of  maniaTV's 
viewers  were  flocking  to  professional 
content  produced  by  celebs  such  as 


musician  Dave  Navarro  and  comedi 
Tom  Green.  "We  don't  need  the  claf 
user -generated  talent  when  we  haw 
Hollywood  talent  that  wants  to  wor 
with  us,"  says  maniaTV  CEO  Peter 
Hoskins.  In  July  another  video  site, 
Sony's  Grouper,  re-launched  as  Cra. 
le,  sans  user  home  videos.  In  its  plac 


PASS  THE 
POPCORN 
"Prom  Queen,"  a 
MySpace  original 
series  produced 
by  Michael  Eisner, 
looks  better 
than  videos  of 
your  neighbor's 
Frisbee-chasing 
dog 


are  professionally  produced  series  aa 
videos  from  independent  filmmaker' 
hoping  to  score  a  Hollywood  contrac  I: 
The  new  preference  for  quality  st;ji 
comes  as  much  of  Hollywood's  tale:- 
pool  of  writers  and  editors  is  on  stri  '• 
over  demands  for  higher  payments  >| 
when  their  work  migrates  to  the  We 
The  numbers  show  just  how  big  thee 
stake  is  in  this  game.  More  than  579 
of  U.S.  Internet  users  say  they  have 
watched  or  downloaded  online  vide 
according  to  a  July  study  by  the  Pew  I 
Internet  &  American  Life  Project.  B"< 
they're  shunning  home  videos  in  fa^ 
of  news  and  movie  trailers,  followed 
by  comedy  bits,  music  videos,  and    ' 
television  shows,  according  to  a  stui 


BUSINESSWEEK  I  DECEMBER  3,  2007 


WHAT'S  NEXT 


urst  Media,  an  Internet  ad  net- 
Is  that  studies  the  video  market, 
tie  money  is  starting  to  follow  the 
>alls.  Some  advertisers  will  pay 
-plus  per  1,000  views  to  place 
r  ads  inside  professional  video 
:ent,  says  Suranga  Chandratil- 
,  cofounder  of  video  search  engine 
kx.  Ads  on  user -generated  videos, 
he  other  hand,  go  for  as  little  as  $7 
1,000  views,  says  Chandratillake. 
iieanwhile,  Hollywood  is  flood  - 
:he  Web  with  slick  new  shows, 
luced  specifically  for  the  Net.  Over 
past  12  months  writers,  actors,  and 
;rtainment  studios  have  created 
linal  made -for -the -Web  series  and 
distributing  television  shows  along 
11  behind  the  scenes  content  and 
i-like  extras. 

nNov.  ll,  News  Corp.'s  social 
vork  My  Space  added  Quarterlife, 
ow  created  by  the  team  behind  the 
90s  TV  show  My  So-Called  Life. 


Hulu,  the  creation  of  NBC  and  News 
Corp.,  as  well  as  Yahoo  video,  Time 
Warner's  AOL,  and  the  networks' 
own  Web  destinations.  "A  year  ago, 
if  you  did  a  search  for  a  professional 
video,  you  would  be  able  to  watch  a 
clip  or  a  bad  pirated  version,"  says 
Chandratillake.  "Now  you  are  able  to 
watch  a  real  show." 

TRUST  FACTOR 

Why  is  Tinsel  Town  warming  to  the 
Web?  "For  some  people  this  is  a  differ- 
ent creative  outlet,"  says  MySpaceTV 
General  Manager  Jeff  Berman.  But 
Hollywood  also  is  sensing  the  shift  in 
the  business  model  for  video.  As  sites 
move  from  the  grabbing-traffic  stage 
to  the  making -money  stage,  they  need 
to  attract  advertisers. 

Amateur  videos,  on  the  other 
hand,  make  some  major  advertisers 
nervous.  They  worry  about  being  un- 
wittingly associated  with  images  that 


lit  adds  to  a  lineup  that  includes 

0  original  Prom  Queen,  produced 
former  Disney  head  Michael 

ler's  Vuguru  studio.  Bebo's  made- 
|-Web  programs  include  Kate- 
lern,  a  show  set  in  East  London 
t  focuses  on  a  troubled  art  student, 
produced  by  the  team  behind  the 
elygirlis  series  that  tantalized  Net 
vers  for  months  with  daily  dramas. 

1  a  variety  of  original  sketches 

n  well-known  movie  and  televi- 
actors  are  showing  on  Funny  or 
launched  by  actor  Will  Ferrell  and 
le  of  his  pals  in  April, 
'hose  programs  supplement  a  raft 
elevision  shows  and  online  out- 
£s  now  playing  on  sites  such  as 


make  their  brands  look  bad.  "Adver- 
tisers are  a  bit  more  reluctant  to  trust 
the  user-generated  stuff...  they  feel 
better  aligned  with  the  professional 
stuff  and  that  is  driving  a  lot  of  these 
changes,"  says  Burst  Media  CEO 
Jarvis  Coffin. 

That's  not  to  say  that  Hollywood  is 
taking  over  all  corners  of  the  Web.  Us- 
ers still  submit  a  ton  of  videos  in  hopes 
of  getting  noticed  by  an  audience  or 
simply  entertaining  their  friends. 
Every  once  in  a  while  one  of  these  un- 
polished gems  catches  fire,  as  the  Evo- 
lution of  Dance  video  on  YouTube  did  a 
year  ago,  showing  one  man's  medley  of 
dances.  Then  again,  the  video's  creator 
was  a  professional  comedian.  1  bw  1 


A  DAY  IS  A  THOUGHT 

A  YEAR  IS  A  PHILOSOPHY 

In    1886,    William   Grant   thought   a 
making  the  'best  dram  in   the  valley 
So  he  rolled  up  his  sleeves  (and  the 
sleeves  of  his  wife,   seven  sons,   two 
daughters  and  a  stonemason)  and 
to  work  in  the  Glen  of  Fiddich.  Wi 

space  of  a  single  year  Grant  had 
built  his  thought  into  a  distillery,  and 
a    distillery    into    a    family    phi! 
The    Glenfiddich    12    Year    Old 
Malt.  Scotch   Whisky   still   flows 
generations   later,   a   lively  balanc 
fresh  pear  with  the  richness  of  subtle  oak 
Thoughts  don't  turn  into  philosoi: 
in   a   single  day,   but  give  yourself   a 
year  and  the  possibilities  are  endless 


GLENFIDDICH 
EVERY  YEAR  COUNTS 


I 


Glenfiddich 


SINGL  E 
SCOTCH    W 
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ADVERTISING 


Pitching 
Between  the  Lines 

In-text  ads  tied  to  keywords  on  Web  news  pages  are 
growing  fast— and  causing  a  stir  in  some  newsrooms 


By  Catherine  Holahan 
For  sale:  "Boston,"  "telephone," 
"football,"  "Indianapolis  "...  and 
just  about  every  other  word 
that  appears  on  some  Web  news 
pages.  Having  shifted  much  of 
their  advertising  budgets  from 
print  to  online,  big  consumer  - 
brand  companies  are  increas- 
ingly attaching  ads  to  selected 
words  on  newspaper  and  other 
media  Web  sites. 

So-called  in-text  advertising,        "s 
purchased  by  companies  such 
as  Ford,  Intel,  and  Microsoft, 
pops  up  in  small  windows  when 
a  reader  moves  a  cursor  over 
highlighted,  double -underlined  words 
in  a  story.  Pausing  over  a  link  produces 
a  bubble  containing  written  pitches, 
voiceover,  or  even  video. 

This  year  the  Web  sites  of  several 
Gannett  newspapers,  including  The 
Indianapolis  Star,  The  Arizona  Re- 
public, and  the  Reno  Gazette- Journal, 
began  using  in-text  ads.  New  York 
City-based  Vibrant  Media,  one  of  the 
leading  firms  that  specializes  in  selling 
in-text  advertising,  has  nearly  doubled 
the  number  of  publishers  showing 
its  ads  in  the  past  year.  It  delivers  ads 
to  110  million  Web  users  a  month  on 
nearly  3,000  sites,  including  the  online 


5»\ 


arms  of  Cox  Enterprises'  The  Atlanta 
Journal -Constitution  and  Hearst's 
Popular  Mechanics,  and  the  Web  sites 
of  TV  networks  such  as  Fox  News, 
MSNBC,  and  the  Bravo  cable  channel. 
McGraw-Hill  Broadcasting,  owned  by 
BusinessWeek  parent  The  McGraw- 
Hill  Companies,  runs  the  ads  on  Web 
pages  for  some  of  its  TV  stations. 
.   The  ongoing  shift  of  ad  dollars  from 
print  and  TV  to  the  Web  has  increased 
pressure  on  publishers  to  try  un- 
conventional formats.  Last  year  ad 
spending  on  print  newspapers  in  the 
U.S.  declined  1.7%,  to  $46.6  billion, 
according  to  the  Newspaper  Asso- 
ciation of  America; 
spending  on  all 
U.S.  Internet  ad- 
users  who  click  vertising  rose  27%, 
on  in-text  ads.  to  $19.6  billion, 
Data:  vibrant  Media  says  research  firm 
eMarketer. 

Many  journalists 
believe  that  sell- 


ing the  words  in  a  story  blurs  the  lin 
between  editorial  and  ad  content.  Si 
worry  it  creates  an  incentive  to  inse: 
ad-linked  words  or  order  up  certain 
types  of  stories.  Forbes'  online  arm 
caused  a  ruckus  in  2004  when  it  roll 
out  in-text  ads.  After  an  outcry  amc 
the  editorial  staff  and  negative  medi 
coverage,  Forbes  ended  the  practice. 
Marketers  claim  it  would  be  hard 
journalists  to  know  which  words  tri 
ger  an  ad.  Advertisers  buy  hundred; 
of  words  they  consider  related  to  th 
product.  Vibrant 's  computer  progra 
scan  Web  pages  and  choose  words 
based  on  prominence  on  th 
page  and  story  content.  An* 
word  lists  change  constant 
The  Indianapolis  Star  be§ 
using  the  ads  in  August,  ini 
tially  in  its  auto  racing  page: 
Now  they  can  be  found  on 
stories  throughout  the  papei 
Web  site.  Patricia  Miller,  on 
line  sales  manager,  says  sorrt 
newsroom  employees  and 
readers  voiced  objections,  b: 
those  "tapered  off."  "Certaiii 
everybody  is  trying  to  figure  f 
out  the  best  way  to  gener- 
ate revenue  from  their  onlinr 
properties,"  she  says. 
In  a  Nov.  20  story  about 
Thanksgiving  recipes  on  the  Star's 
Web  site,  the  words  "cooked  rice" 
were  double -underlined.  Scrolling 
over  them  launched  an  ad  to  buy  a 
Sanyo  rice  cooker  from  Amazon. con' 
Vibrant  provides  the  paper  with  up  >' 
to  three  ads  per  article.  They're  not  I 
placed  in  stories  with  a  high  percent 
age  of  negative  words,  such  as  "mum 
der,"  or  with  words  that  advertisers » 
feel  could  tarnish  their  brands,  such: 
"gas  guzzler,"  a  phrase  an  SUV  deale 
could  ask  to  avoid. 

Publishers  are  paid  by  Vibrant  and 
other  marketing  companies  based  orr 
how  many  times  readers  scroll  over  a 
word.  Advertisers  only  pay  Vibrant  fc' 
how  many  times  a  reader  actually  ciill 
on  an  ad.  In-text  ads  draw  a  higher  re  -: 
sponse  than  traditional  Web  ads:  Ab( 
0.2%  of  Web  users  click  on  posterlike 
ads  known  as  banners;  Vibrant  CEO 
Douglas  Stevenson  says  3%  to  10% 
scroll  over  and  click  on  in-text  ads, 
depending  on  the  category.  1  bw  1 
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alt  Could  Soon  Be 
n  the  Feds'  Hit  List 


e  FDA  is  looking  again  at  the  role  sodium  plays  in 
trt  disease— and  foodmakers  are  scrambling 


imon  Javers 

've  gone  after  tobacco.  They've 
after  trans  fats.  Now,  are  federal 
lators  gearing  up  to  go  after  salt? 
odded  by  consumer  health  advo  - 
>  and  the  American  Medical  Assn. 
i'ood  &  Drug  Administration  is 
ning  hearings  on  Nov.  29  that  will 
en  a  long -dormant  debate  over 
!  :her  stricter  limits  on  salt  in  pro- 
pd  foods  are  needed, 
move  has  snackmak- 

E-  d  food  companies 
blingtofendoff 
ospect  of  rules  and 
fing  requirements  that 
d  scare  consumers  and 
ntially  take  a  bite  out 
e  billions  Americans 
id  on  food  each  year, 
mericans  on  average 
st  3,400  milligrams 
dium  a  day — about 
:easpoons'  worth,  well 
fe  the  recommended  level  of  2,300 
Processed  foods  account  for  75%  of 
salt — and  it's  not  all  because  of  the 
y  crystals  clinging  to  your  pretzel, 
is  used  as  a  flavor  enhancer  and 
ervative  in  everything  from  choco- 
and  skim  milk  to  canned  soups. 
11  that  hidden  salt  can  be  a  killer, 
much  sodium  causes  high  blood 
[sure,  a  key  cause  of  cardiovascular 
ase  and  heart  attacks.  The  AMA 
the  consumer  group  Center  for 
nee  in  the  Public  Interest  are  press - 
ihe  FDA  to  change  its  hands  -  off 
^e  on  salt.  For  now,  the  agency  says 
just  gathering  information.  "The 
i  does  recognize  that  this  is  a  con- 
1,"  says  Richard  E.  Bonnette,  an  FDA 


consumer  safety  officer.  "We  may  need 
to  reexamine  our  current  policies."  The 
two  groups  want  it  to  set  strict  limits  on 
sodium  in  foods.  They  also  want  more 
prominent  warning  labels —modeled 
after  those  on  cigarette  packs— stating 
how  much  salt  consumers  are  getting 
and  what  the  dangers  are.  "Salt  is  prob- 
ably the  single  most  harmful  ingredient 
in  our  foods,"  says  Michael  Jacobson, 
CSPI's  executive  director. 

Industry  representatives 
say  they've  already  cut  way 
back.  The  average  serving 
of  frozen  peas  in  1963  con- 
tained 497  mg  of  sodium. 
Today  it  has  just  95,  an 
81%  reduction.  ConAgra 
Foods,  meanwhile,  says 
it  has  removed  more  than 
2.8  million  pounds  of  salt 
from  products  such  as  its 
Chef  Boyardee  brand  since 
2003.  And  in  October  the 
Grocery  Manufacturers  Assn.,  a  trade 
group  whose  members  include  Camp- 
bell Soup,  General  Mills,  and  Sara  Lee, 
sat  down  with  the  CSPI  to  discuss  ways 
of  further  trimming  salt  consumption. 
"The  food  industry  has  just  as  much 
interest  in  having  Americans  live  long 
and  healthy  fives  as  the  CSPI,"  says 
Robert  Earl,  the  group's  senior  director 
for  nutrition  policy. 

Consumer  advocates  say  food- 
makers'  efforts  aren't  enough  to  get  to 
the  50%  cut  in  salt  levels  needed.  "They 
deserve  credit,"  says  Jacobson.  "But  at 
the  rate  they're  going  it's  going  to  take 
100  years  to  get  there."  With  the  FDA 
stepping  into  the  fray,  the  push  to  move 
faster  could  begin  in  earnest.  1  bw  1 
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TRANSPORTATION 


Paving  a  'Road  to 
Russia's  Future' 

Putin  is  finally  working  on  infrastructure,  inviting 
international  companies  to  bid  on  highway  projects 


By  Jason  Bush 

Here's  a  number  to  ponder:  25,500. 
That's  how  many  miles  of  expressways 
China  has  built  since  1988.  The  same 
statistic  for  Russia?  A  few  hundred.  As 
the  Chinese  have  carried  out  a  build- 
ing campaign  unparalleled  in  history, 
Russia— with  its  billions  of  dollars  in 
oil  wealth— has  done  little  to  improve 
its  infrastructure.  Now,  the  Kremlin 
is  embarking  on  an  ambitious  pro- 
gram to  bring  its  highways,  railroads, 


and  airports  into  the  21st  century.  "A 
modern  transport  infrastructure  is  the 
real  road  to  Russia's  future,"  President 
Vladimir  V.  Putin  said  on  Nov.  13  while 
visiting  a  highway  construction  site  in 
the  Siberian  city  of  Krasnoyarsk. 

Moscow  isn't  planning  to  skimp  on 
public  funding,  but  it's  also  looking 
to  bring  in  plenty  of  private  money 
to  pay  for  the  upgrades.  The  state 
railways  and  several  ports  and  airports 
are  planning  public  offerings  to  boost 


their  capital,  and  foreign  and  do- 
mestic companies  are  being  invited 
to  build  and  operate  highways  in  ex  a 
change  for  toll  revenues.  The  plan  iii 
construct  39,000  miles  of  new  roacc 
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5,300  miles  of  railways  by  2015. 
told,  Russia  is  hoping  to  raise  $1 
don  for  infrastructure  investment 
r  the  next  10  years,  with  as  much 
|i0%  of  the  financing  coming  from 
/ate  sources. 

ESTMENT  OPPORTUNITIES 
I  first  of  the  privately  financed 
i  projects  is  likely  to  be  something 
ed  the  Western  High-Speed  Di- 
2ter  near  St.  Petersburg.  Early  next 
,  the  local  government  is  slated 
hoose  one  of  four  international 
^ips  vying  for  the  right  to  build 
28 -mile,  eight -lane  expressway 
t  will  link  the  city  with  existing 
hways  to  Helsinki  and  Moscow  by 
Bidders  on  the  $3  billion  project 
lude  French  highway  operator 
lygues,  San  Francisco -based  engi- 
ring  giant  Bechtel,  and  Deutsche 
ik.  The  winning  consortium  will 
•rate  the  highway  for  30  years, 
rging  tolls  starting  at  about  $1.60 
car. 

'hat's  just  the  beginning.  Toll 
ds  on  the  drawing  board  include 
^tches  of  expressway  from  Mos- 
I  west  to  the  Belarusian  capital  of 
Isk,  another  north  to  St.  Peters  - 
g,  and  a  third  to  the  south  toward 
snodar,  en  route  to  the  Black  Sea 
art  of  Sochi,  the  venue  for  the 


2014  Winter  Olympics.  On  Nov.  20, 
Brisa,  Portugal's  leading  toll-road 
operator,  announced  a  joint  venture 
with  Russia's  Gazprom  to  bid  for  the 
Minsk  and  St.  Petersburg  roads.  Such 
projects  are  potentially  attractive  for 
investors,  offering  higher  returns  than 
equity  markets  without  the  volatility, 
says  Evgeny  Trusov,  head  of  the  proj- 
ect finance  group  at  Ernst  &  Young  in 
Moscow.  "The  investment  community 
is  looking  at  this  as  an  opportunity,"  he 
says.  "It's  a  big  market." 

Russian  highways,  though,  are  hardly 
a  one-way  bet.  Russia  passed  a  law  on 
concessions  in  2005,  paving  the  way 
for  public -private  toll  highways,  but 

lawyers  say  COn- 
Building  flurry:  flicts  over  the  law's 
Work  has  begun         .    . 

. .  .  interpretation  are 

on  an  eight-lane  r 

expressway  near      inevitable  .Tolls  are 
St.  Petersburg  also  a  novel  concept 

for  Russia,  raising 
questions  about  how  much  Russians 
would  be  willing  to  pay.  The  anticipated 
investment  boom  could  send  construc- 
tion costs  spiraling,  which  would  cut 
into  returns.  Russia's  cement  prices, 
already  the  highest  in  Europe,  have 
more  than  doubled  this  year  because  of 
a  real  estate  boom.  And  with  so  much 
money  at  stake,  opportunities  for  graft 
will  abound. 

Those  risks  aren't  deterring  Russian 
tycoons.  Basic  Element,  a  conglomer- 
ate owned  by  metals  magnate  Oleg 
Deripaska,  spent  almost  $2  billion  this 
year  on  stakes  in  Austrian  and  German 
construction  companies  to  get  a  leg  up 
in  the  race  to  build  infrastructure .  So 
far,  the  company  is  evaluating  projects 
worth  $35  billion,  says  L.J.  Mahon, 
Basic  Element's  infrastructure  chief. 
"Over  the  next  5  to  10  years,  there'll  be 
as  much  opportunity  here  as  anywhere 
in  the  world,"  Mahon  says.  And  SMP- 
Neftegaz,  an  oil  company  in  Tatarstan, 
decided  to  invest  $77  million  in  an 
89 -mile  expressway  in  the  region  after 
four  of  its  employees  were  killed  in 
a  crash  on  that  dangerous  stretch  of 
road  two  years  ago.  "Everyone  says 
that  China  is  a  poor  country,  but  there 
are  tens  of  thousands  of  kilometers 
of  toll  roads,"  says  SMP  President 
Foat  Komarov.  "Why  can't  Russia  do 
the  same?"  ibw: 


A  DAY  IS  ATTRACTION 
A  YEAR  IS  LOVE 
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Solar's 
Newest  Resource 

MM  A  Renewable  brings  together  energy  users, 
builders,  and  financiers  to  build  mini -utilities 


By  Adam  Aston 

Matt  Cheney  is  trying  to  make  it  easy 
and  cheap  to  go  green.  His  firm,  MMA 
Renewable  Ventures,  helps  companies 
build  solar  energy  systems,  cut  their 
electricity  bills,  and  lock  in  rates  for 
decades— all  with  no  money  down. 
The  San  Francisco  company  has  erect- 
ed some  $300  million  worth  of  solar 
panels  for  clients  ranging  from  Denver 
International  Airport  to  Gap. 

MMA's  approach  brings  together 
energy  users,  builders,  and  financiers. 
Essentially,  MMA  is  the  middleman.  It 
contracts  with  companies  to  install  the 
solar  panels,  which  it  owns  and  oper- 
ates. Customers  then  pay  MMA  for  the 
power  the  panels  generate— like  a  tradi- 
tional utility  but  with  cheaper  rates. 

Next  MMA  packages  a  few  deals  and 
sells  them  to  institutional  investors. 
Investors  collect  regular  income  from 
the  utility  payments  and  benefit  from 
the  tax  breaks  on  green  projects.  That 
means  MMA's  success  could  be  derailed 
by  regulatory  changes  or  new  rivals. 

Still,  amid  the  credit  crunch  that's 
killed  investors'  appetite  for  more 
complex  structured  finance  vehicles, 
this  one  continues  to  attract  big  com- 
panies like  Allstate,  Citigroup,  John 
Hancock,  and  Wells  Fargo.  "MMA  is 
driving  cost  out  of  an  industry  that's 
fragmented,"  says  Barry  Neal,  director 
of  environmental  finance  at  Wells. 

MMA  traces  its  roots  back  to  1999, 
but  this  model  started  to  get  traction  in 
2006  when  Cheney  sold  his  first  set  of 
solar  deals  to  big  investors.  Now  others 
are  following  his  lead.  And  given  the 
runup  in  power  prices  and  growing 
incentives  for  renewables,  the  market 


has  potential:  Commercial  sales  of 
solar  installations  should  expand  by 
50%,  to  $1  billion,  in  2008,  based  on 
data  from  the  Solar  Energy  Industries 
Assn.  MMA— a  unit  of  Muni  Mae,  a  real 
estate  finance  company  with  $19  bil- 
lion in  assets  under  management —has 
$1  billion  worth  of  deals  in  its  pipeline. 

THE  LURE  OF  TAX  CREDITS 

Often  the  biggest  roadblock  for  green 
endeavors  is  the  up-front  costs.  For 
example,  Estee  Lauder  would  have  had 
to  pony  up  $4  million  to  install  solar 


panels  on  one  of  its  perfume  factorie 
an  investment  that  would  have  taker 
up  to  10  years  to  earn  back.  Instead,  1 
cosmetics  company  signed  a  25-yea] 
contract  with  MMA  to  build  solar 
panels  and  provide  energy.  Lauder 
now  pays  MMA  for  the  electricity  th 
system  generates— roughly  40%  of 
the  plant's  needs.  The  rest  of  its  pow 
comes  from  the  local  utility. 

MMA's  rates  are  equal  to  or  lower 
than  the  local  power  provider.  San 
Francisco  bus  operator  AC  Transit 
signed  a  20 -year  contract  this  year  w 
MMA  to  install  solar  panels  that  sup] 
a  third  of  its  power.  MMA 
charges  it  about  13.6<£  per 
kilowatt  hour,  less  than  tr 
local  utility's  13.94: .  MMA 
prices  will  go  up  by  2.5%  i 
year,  compared  with  5%  ti 
7%  for  a  regular  utility. 

Those  projects  are  typi 
cally  too  small  to  interest 
big  investors,  so  MMA  bu 
dies  them  into  multimil- 
lion-dollar deals.  Investo 
like  the  diverse  stream  of 
profits.  On  top  of  paymen 
from  customers,  inves- 
tors also  earn  money  on 
so  -  called  renewable  -  ene: 
credits  (RECs),  which  can 
traded  for  a  profit .  Contrc 
versy  persists  about  thost 
credits.  But  in  states  such 
California  and  New  Jerse) 
which  mandate  that  utilit 
have  a  portion  of  renewal: 
energy,  those  compliance 
RECs  have  emerged  as  a 
lucrative  tool  that  benefit 
the  environment. 
Investors  also  get  a  tax 
break.  For  example,  the  2005  energy 
bill  offers  a  30%  investment  tax  cred 
that  can  be  used  to  offset  the  tax  bite 
Of  course,  if  those  sort  of  enticemen 
dry  up,  interest  will  wane.  The  30% 
credit  is  set  to  expire  by  2009. 

Still,  Cheney  is  confident  it  will  be 
renewed,  given  green  energy's  growi: 
popularity.  So  he's  staking  out  other 
green  plays.  "We've  got  small-scale 
wind  farms,  geothermal,  energy  fron 
waste,  and  solar  water  heaters  all  on 
our  radar,"  says  Cheney.  "We  like  the 
messy  stuff."  ibwi 
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ere  Comes 
ond  Scum  Power 


gae  biodiesel  isn't  practical  yet,  but  startups  and 
mts  are  enthusiastically  exploring  the  possibilities 


By  Gail  Edmondson 

In  a  world  spooked  by  global  warm- 
ing and  thirsty  for  nonpolluting  fuel, 
lowly  algae  hold  a  potent  appeal.  The 
plants  sop  up  large  quantities  of  carbon 
dioxide,  a  greenhouse  gas,  and  produce 
tiny  globules  of  fat  that  can  be  col- 
lected and  turned  into  biodiesel  fuel  for 
trucks,  cars,  and  trains.  The  oils  might 
even  be  processed  into  aircraft  fuel. 
One  of  algae's  great  virtues  is  that 
the  plant  has  so  little  in  common  with 
other  sources  of  fuel.  Unlike  cornfields 
that  are  harvested  to  produce  ethanol, 
algae  farms  don't  require  huge  volumes 
of  freshwater,  nor  do  they  tie  up  land 
that  could  be  used  for  food  crops. 
Algae  flourish  in  saltwater  or  even 
wastewater  and  grow  up  to  40  times 
faster  than  other  plants.  Compared 
with  current  energy  crops,  algae  have 
"the  potential  to  deliver  10  or  100 
times  more  energy  per  acre,"  says  Ron 
C  Pate,  a  technical  expert  at  Sandia 
National  Labs.  That's  why  industrial 
giants  ranging  from  Chevron  to  Hon- 
eywell to  Boeing  are  starting  up  algae 
business  units.  "In  the  past  two  years, 
we  have  changed  from  algae  skeptics 
to  proponents,"  says  Dave  Daggett, 
Boeing's  technology  leader  for  energy 
and  emissions. 

Bringing  down  the  cost  of  producing 
algae  oil  in  commercial  volumes— bil- 
lions of  gallons— is  still  a  big  challenge. 
"The  scale  required  to  grow  algae  to  a 
meaningful  dimension  is  staggering," 
says  Bill  Green,  managing  partner  at 
VantagePoint  Venture  Partners.  But 
biodiesel  from  other  plants  is  already 
a  robust  market.  In  Europe,  refiners 
are  producing  1.4  billion  gallons  a  year 
from  rapeseed,  soy,  and  other  plants. 
In  all,  the  world  consumed  $1.7  bil- 
lion worth  of  biodiesel  last  year.  That 
should  grow  to  $26  billion  by  2020, 
says  market  researcher  Global  Insight. 
In  the  U.S.,  demand  for  such  plant - 
based  oils  is  quickly  outstripping 
supplies.  That  and  algae's  mystique 
have  attracted  the  attention  of  energy 
entrepreneurs  such  as  Martin  Tobias, 
CEO  of  Imperium  Renewables  in  Se- 
attle, which  is  armed 
with  $145  million  in 
venture  capital  and 
private  equity  fund- 
ing. Imperium  buys 


Tobias  believes 
algae  startups 
could  make  100 
million  gallons  of 
oil  a  year  by  2011 
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practically  every  drop  of  oil  U.S.  algae 
startups  are  producing.  So  far  it  has 
sold  just  a  few  hundred  gallons  of  fin- 
ished fuel.  But  Tobias  has  dedicated  a  5 
million -gallon  refinery  to  algae  oil,  and 
by  2011  he  expects  startups  to  be  mak- 
ing 100  million  gallons  a  year.  At  that 
point,  Tobias  reckons,  the  price  per 
gallon  will  fall  to  $1.70,  from  as  much 
as  $20  today.  "The  only  thing  missing 
is  the  farms,"  he  says.  "I  prefer  not  to 
operate  a  large-scale  farm  myself,  but  I 
may  have  to  do  it." 

Extracting  oil  from  algae  is  currently 
a  cumbersome  affair  that  involves 
drying  and  processing  the  plants.  But 
some  of  the  world's  top  genetic  engi- 
neers want  to  create  improved  algae 
strains  that  will  produce  oil  continu- 
ally, eliminating  the  most  difficult  pro- 
cessing steps.  "Farming  and  harvesting 
are  both  complex  and  expensive," 
says  human  genome  pioneer  J.  Craig 
Venter,  whose  2005  startup,  Synthetic 
Genomics,  is  experimenting  with  algal 
genes.  Rival  Solazyme  in  South  San 
Francisco  has  engineered  more  than  a 
dozen  specialized  strains  and  ramped 


up  pre -commercial  production.  "We 
can  easily  make  thousands  of  gallons 
[of  algal  biodiesel]  a  month,"  says  Chief 
Operating  Officer  Jonathan  S.  Wolfson. 

Startups  in  the  U.S.  and  Europe  are 
turning  to  power  companies  and  local 
governments  to  back  larger  trials,  sell- 
ing the  idea  that  algae  can  offset  some 
of  the  power  plants'  C02  emissions. 
On  Nov.  2,  German  energy  group  E-On 
Hansa  said  it  would  build  a  $3.2  million 
pilot  algae  farm  at  its  Hamburg  power 
plant  with  support  from  the  city  gov- 
ernment. Portuguese  biodiesel  maker 
SGC  Energia  is  investing  in  a  $3  million 
pilot  algae  farm  next  to  a  power  plant.  It 
will  be  up  and  running  in  2008. 

Many  startups  still  have  grow- 
ing pains.  GreenFuel  Technologies  in 
C ambridge ,  Mass . ,  founded  in  20 04, 
quickly  snared  $20  million  to  create  a 
business  around  its  patented  algae  bio- 
reactor.  But  when  its  system  was  tested 
at  a  power  plant  outside  Phoenix,  the 
green  goo  grew  too  fast,  overwhelming 
GreenFuel 's  ability  to  harvest  the  oil. 
Last  June,  after  just  two  weeks,  Green- 
Fuel stopped  the  trial. 


WHAT'S  is 


Despite  the  misadventure,  thoug 
the  market  proved  forgiving.  Green 
Fuel  raised  an  additional  $5.5  millio 
to  pursue  a  lower-cost  approach.  It 
expects  to  announce  new  commerc 
trials  in  the  next  few  weeks.  1 BW 1 
-With  Adam  Aston  in  New  York 
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High-Flying  Promise 

Eager  to  shrink  its  carbon 
footprint  and  wean  itself 
from  foreign  oil,  the  U.S. 
aviation  sector  is  leading  the 
research  push  in  biofuels  made 
from  algae  oil,  says  an  article  in  the 
Sept.  17  AviationWeek entitled 
"Alternative  Fuels  for  Jet  Engines." 
Plants  such  as  algae  that  produce 
the  fats  used  in  biofuel  not  only  can 
be  grown  locally  but  also  spend 
most  of  their  existence  sucking  up 
COg-  Commercial  airlines,  the  U.S. 
Air  Force,  the  Federal  Aviation 
Administration,  and  NASA  are  all 
on  board  with  the  idea  of  algae- 
based  biofuels. 


THE  HIGH-PERFORMANCE  CYPHER  STENT.   ^^ 


The  CYPHER®  Sirolimus-eluting  Coronary  Stent 

Patient  Information  for  the  CYPHER  Sirolimus-eluting  Coronary  Stent 
(SY-fer  sir-AHL-i-mus  e-L  UT-ing  KOR-o-nair-e  stent) 

This  summary  is  about  the  CYPHER'  Sirolimus-eluting  Coronary  Stent,  a  combination  product  consisting 
of  a  device  (stent)  and  an  anti-rejection-type  medication  (sirolimus)  contained  in  a  polymer  (soft  plastic) 
coating  on  the  stent.  Please  read  it  carefully.  This  information  should  not  take  the  place  of  careful  discussions 
with  your  doctor.  Only  your  doctor  can  decide  if  the  CYPHER'  Stent  is  right  for  you.  Contact  your  doctor  if 
you  have  any  questions. 

WHAT  IS  THE  CYPHER   STENT?  The  CYPHER'  Stent  has  three  parts: 

The  stent:  a  small,  expandable,  slotted  metal  lube  that  is  inserted  into  a  coronary  artery  (one  of  the  blood 
vessels  that  supply  the  heart  with  oxygen  and  nutrients) .  A  stent  acts  as  a  scaffold  that  helps  hold  the  artery 
open,  which  allows  blood  flow  to  the  heart  and  relieves  symptoms  caused  by  the  blockage. 
^The  anti-rejoction-fype  medication  (sirolimust):  an  anti-rejection-type  medication  that  limits  the 
<H*bvergrowth  of  tissue  as  the  healing  process  occurs  following  coronary  stent  implantation. 
v«^The  inactiv.  i  -edient:  a  polymer  (soft  plastic)  coating  on  the  stent  that  contains  the  medication 
'     sirolimus,  and  slowly  elutes  (releases)  the  medication  into  the  artery  wall  around  the  stent. 

'■IER  STENT  WORK9  Overgrowth  of  tissue  is  believed  to  be  a  major  factor  responsible 
for  renarrowing  of  the  .rtcry  after  stent  placement.  The  CYPHER-  Stent  limits  this  overgrowth  of  tissue, 
which  significantly  reduces  the  chance  of  reblockage  and  the  need  for  another  procedure. 

■  1  FOR?  The  CYPHER'  Stent  is  used  to  help  open  coronary  arteries  in 
people  who  havesympii'i-  of  ischemic  disease  (lack  of  blood  flow  to  the  heart)  such  as  heart  attack  or  angina, 
due  to  atherosclerosis  (fatty  substances  such  as  cholesterol  deposited  on  the  inner  lining  of  blood  vessels). 

Placement  of  the  CYt-'tER  Stent  is  'in  different  than  the  placement  of  a  bare-metal  (uncoated)  stent.  The 
CYPHER'  Stent  will  remain  in  the  vessel  lerm  nently. 

WHO  SHOULD  NOT  RECEIVE  THE  CYPHER  STENT?  Patients  who 

•  are  allergic  to  the  anti-rejection-type  medication  (sirolimust) 
■  are  allergic  to  the  polymers  used  in  the  coating 

•  cannot  take  antiplatelet  medication  such  as  aspirin 

•  cannot  take  anticoagulant  medication  (blood  thinners) 

•  have  a  blockage  that  the  doctor  decides  will  noi  allow  complete  inflation  of  the  angioplasty  balloon 
Women  of  childbearing  age  should  be  using  effective  contraception  before  they  receive  the  CYPHER'  Stent, 
and  for  12  weeks  after.  Women  who  are  nursing  should  discuss  this  with  their  doctor  before  receiving  the 
CYPHER®  Stent. 

The  CYPHER'  Stent  has  not  been  studied  for  use  in  children. 

WHAT  OTHER  MEDICAL  ISSUES  SHOULO I  Oil  CUSS  WITH  MY  DOCTOR?  You  should  tell  your  doctor 
about  any  other  medications  (prescript™  or  nonprescription)  you  are  taking,  especially  medications  that 
affect  your  immune  system.  You  should  also  tell  your  doctor  if  you  have  a  history  of  bleeding  problems. 


WHAT  ARE  THE  POSSIBLE  SIDE  EFFECTS  OF  THE  CYPHER  STENT7  Use  of  the  CYPHER5  Stent  ca, 
risks  associated  with  all  coronary  stent  placement,  including  allergic  reaction,  irregular  heart  rhytb 
thrombosis  (blood  clot  in  the  stent),  death,  reactions  to  antiplatelet  or  anticoagulant  medications  01 
used  during  placement,  emergency  bypass  surgery,  fever,  bleeding  at  the  puncture  site,  chest  pain  o 
and  stroke.  The  risk  of  thrombosis  with  any  stent,  uncoated  or  drug-eluting,  remains  low.  Our  two 
trials  following  patients  over  a  five-year  period  indicate  a  similar  overall  risk  of  thrombosis  bet* 
CYPHER"  Stent  and  uncoated  stents.  However,  after  I  year,  a  very  small  increased  risk  of  stent  thn 
can  be  seen  with  the  CYPHER "'  Stent  versus  uncoated  stents  that  did  not  reach  statistical  significan 

Potential  adverse  events  which  may  be  associated  with  the  implantation  of  a  coronary  stent 
allergic  reaction,  irregular  heart  rhythm,  death,  drug  reactions  to  blood-thinning  agents  or  contras- 
emergency  bypass  surgery,  fever,  bleeding  at  the  puncture  site,  chest  pain  or  angina,  and  stroke.  P ' 
adverse  events  related  to  the  drug  sirolimus  (based  on  studies  of  patients  who  used  the  drug  ora 
prolonged  period  of  time)  include:  infection,  tumor  formation,  fatigue,  joint  pain  and  diarrhea. 

Exposure  to  sirolimus  and  the  polymer  coating  on  the  CYPHER'  Stent  is  directly  related  to  them 
implanted  stents.  Use  of  more  than  two  CYPHER "  Stents  has  not  been  adequately  evaluated.  Use 
than  two  CYPHER'  Stents  will  result  in  your  exposure  to  a  larger  amount  of  sirolimus  and  polymer 
than  experienced  in  the  clinical  studies. 

WHAT  CAN  I  EXPECT  AFTER  I  RECEIVE  THE  CYPHER  STENT?  Many  patients  are  able  to  return  h 
day  following  their  procedure.  Your  doctor  will  decide  how  long  you  need  to  stay  based  on  your  individu: 

Your  doctor  will  prescribe  aspirin,  and  other  antiplatelet  or  anticoagulant  medications  (blood-tf , 
It  is  very  important  that  you  take  these  medications  exactly  as  directed:  be  sure  not  to  miss  any  doi 
your  doctor  if  you  feel  that  you  cannot  tolerate  your  medications  or  develop  any  side  effects  such  as  t 
upset  stomach,  rash  or  itching,  or  if  another  heaUhcare  professional  asks  you  to  stop  taking  your  mei  ' 
You  may  also  have  to  have  follow-up  blood  tests  to  monitor  the  effects  of  the  CYPHER*  Stent. 

You  should  be  able  to  return  to  your  normal  activities  such  as  work,  sports  and  sex  very  soon,  but  a 
will  be  determined  by  your  doctor.  Check  with  your  doctor  prior  to  doing  anything  that  is  physically  strer 

You  will  be  given  a  schedule  for  follow-up  visits  with  your  cardiologist  or  family  doctor,  and 
identification  card  to  carry  with  you  at  all  times,  containing  information  about  the  CYPHER'  Stent. 

If  you  have  chest  pain  after  your  procedure,  see  a  doctor  immediately. 

HOW  CAN  I  GET  MORE  INFORMATION  ABOUT  THE  CYPHER  STENT?  if  you  have  any  other  qu  | 

speak  to  your  doctor,  or  call  1-800-781-0282  or  visit  www.cypherusa.com 

Sirolimus-eluting  Stent  made  by  Cordis  Corporation  pursuant  to  a  license  from  Wyeth  Pharmaceutic! 

Rapamune"  is  a  trademark  of  Wyeth  Pharmaceuticals. 

tSirolimus  is  also  available  in  tablet  and  liquid  form,  known  by  the  name  Rapamune.'  Let  your  doctor 

you  are  currently  using  this  medication. 
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The  CYPHER "  Stent 

ran  instantly  reopen  your 

icked  coronary  artery  — 

so  you  can  get  back  to 

rking,  living  and  playing 

the  way  you  want  — 

without  chest  pains. 

ACTUAL  SIZE: 


But  the  CYPHER-  Stent 
is  not  for  everyone  — 
3cially  those  who  cannot 
<e  antiplatelet  medicine, 
)r  have  certain  allergies, 
rries  risks,  including  the 
mation  of  a  blood  clot  in 

stent,  heart  attack,  and 
ossible  need  for  a  repeat 

edure.  Your  cardiologist 

can  explain  the  risks 

md  alternate  treatments 

to  consider.  For  details, 

see  Patient  Information 
on  the  opposite  page. 

To  learn  more  about  the 
nost  studied,  most  used, 
st  proven  coronary  stent 
in  the  world,  talk  to  your 
(tor,  call  1-800-781-0282 

or  visit  cypherusa.com. 
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TRAFFIC  CONTROL 


Mobile  Phones, 
Immobile  Cars 


Until  now  there  have  been  few  good  ways 
for  drivers  to  find  out  in  real  time  about 
traffic  accidents  or  rush-hour  jams  on 
their  routes.  Radio  traffic  reports  can  be 
hit-or-miss,  and  most  local  governments 
have  been  loath  to  invest  in  roadside  sen- 
sors costing  $100,000  a  mile  in  order  to 
provide  more  timely  information. 

Atlanta's  AirSage  says  it  has  a  way  to 
get  the  job  done.  It  uses  proprietary  soft- 


A  clogged  Interstate  80 
in  Berkeley,  Calif.  Could 
drivers  avoid  the  delay? 


ware  algorithms  that 
measure  the  number, 
speed,  and  density  of 
cell-phone  signals  in 
cars  along  the  road. 
The  more  concen- 
trated the  signals, 
the  heavier  the  traffic 
volume.  In  46  cities  in 
the  U.S.,  AirSage  re- 
ceives a  continuous  feed  of  radio  -  signal 
data  (with  the  identifying  information 
stripped  out)  from  Sprint.  It  then 
looks  for  high  signal  density  and 
slow  vehicle  speeds,  which  indicate 
a  traffic  jam. 

For  now,  AirSage  is  selling  its  real- 
time analysis  to  local  governments  as 
well  as  to  radio  and  TV  stations  in  the  46 
markets.  But  the  company  might  some- 
day provide  this  data  in  color -coded 
maps— marking  roads  green  if  traffic  is 
flowing  and  red  where  it's  congested— to 
cell  phones  and  car  navigation  systems. 
The  data  could  also  help  reroute  traffic  in 
dire  storms.  -DeanFoust 


CARBON  CUTBACKS 

Blast  furnaces  account  for  13% 
of  Japan's  greenhouse  gases 

Can  Japan's  Steel  Industry 
Kick  the  Coke  Habit? 

Japan's  steel  plants  spew  millions  of  tons  of 
greenhouse  gases  into  the  air  every  year.  So  the 
government  is  considering  plans  to  spend  more 
than  $200  million  over  the  next  decade  on  a  new 
technology  to  reduce  the  industry's  emissions. 
As  early  as  next  April,  Nippon  Steel,  TFE  Steel, 
Kobe  Steel,  and  others  could  begin  building  an 
experimental  blast  furnace  that  uses  hydrogen  as 
a  catalyst— rather  than  coke,  a  coal  derivative— to 
reduce  iron  oxide  to  pure  iron.  That  substitution 
could  cut  by  one-third  the  amount  of  carbon  di- 
oxide spewed  by  Japan's  steel  plants.  Traditional 
coke-reliant  blast  furnaces  are  a  key  reason  the 
steel  industry  accounts  for  13%  of  Japan's  annual 
greenhouse  gas  emissions.  -Kenji  Hall 

STROKE  TREATMENT 

Balloons  That  Ge 
Blood  to  the  Brai 

An  experimental  device 
called  NeuroFlo  uses  a  divi 
sionary  tactic  to  treat  strol 
It  takes  blood  that's  flowin 
from  the  heart  to  the  legs  a 
reroutes  it  to  the  brain. 

About  85%  of  strokes  00 
when  a  clot  or  other  blocka 
stops  blood  flow 
the  brain.  Nev 
rons,  starvec 
oxygen,  sta; 
dying  off,  aii 
patients  can 
end  up  para  1 
lyzed  or  dea  i 
NeuroFlo 
developed  bt 
CoAxia  in 
Maple  Grow 
Minn.,  is  a 
long,  flexiblfi 
tube  with  two  small  balloon 
on  one  end.  It  is  inserted  int 
the  body's  largest  artery, 
which  runs  through  the  che< 
and  abdomen  before  splittii 
into  each  leg.  Once  the  cath 
eter  is  inserted,  the  balloons , 
are  inflated  for  45  minutes, 
blocking  blood  to  the  legs 
and  diverting  it  to  the  head. 
The  blood  avoids  the  artery 
obstructed  by  the  stroke, 
reaching  the  brain  through 
subsidiary  vessels. 

In  a  2002  trial  involving  2 
patients,  62%  improved  afte 
this  treatment,  even  though 
doctors  didn't  start  it  up  unl 
7V2  hours  after  the  stroke  bt 
gan,  on  average.  That's  mo« 
effective  than  the  only  drug 
for  stroke,  tPA,  which  must 
be  given  in  the  first  three 
hours.  CoAxia  is  testing  its 
device  in  a  400 -patient  trial 


Healthy  (red) 
arteries 
supplying 
oxygen  to 
cerebral  tissue 


BUSINESSWEEK  I  DECEMBER  3,  2007 


PERSONAL 
BUSINESS 


IIG  OPPORTUNITIES 
N  SMALL  BANKS 


By  Robert  Rosenberg 


en  the  stock  market  starts  pounding  a  sector,  such  as  banks,  the  pummeling  can  be  merciless. 

far  this  year,  the  Standard  &  Poor's  Financial  Services  index  is  down  some  17%,  and  some  of  the 
abanks  are  doing  far  worse.  Citigroup  is  off  39%  and  Wachovia,  31%.  There's  a  reason  to  be 
ting  up  these  behemoths.  They've  taken  billions  in  losses  for  mortgage -backed  securities  gone 
,  and  the  sense  on  the  Street  is  more  write-offs  will  come.  I  In  its  manic  ways,  the  market  makes 
le  distinction  between  the  giants  like  Citi  and  Wachovia  and  the  small  and  midcap  banks,  many 
vhich  have  market  caps  the  size  of  a  rounding  error  in  a  big  bank's  write-off.  That  indiscriminate 
ing  creates  an  investment  opportunity  in  smaller  banks  that  never  made  subprime  mortgages 
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or  invested  in  a  collateralized  debt  obligation 
(CDO)  or  a  structured  investment  vehicle  (SIV). 

Of  course,  smaller  banks  have  their  own 
challenges.  Their  assets  are  often  less  diversi- 
fied than  the  giants,  and  so  their  fortunes  are 
tied  to  their  local  economies.  More  of  their 
earnings  come  from  the  interest  rate  spread— 
the  difference  between  what  they  make  from 
loans  and  what  their  funds  cost  them— which 
leaves  them  more  sensitive  to  changes  in  mon- 
etary policy.  And  when  big  banks  want  to  offer 
above-market  "teaser"  rates  to  gather  deposits, 
it's  tougher  for  them  to  compete. 

Still,  some  smaller  banks  find  a  way  to  thrive. 
One  of  them  is  Colonial  Bancgroup,  says  Robert 
Maneri,  managing  director  of  Cleveland- 
based  Victory  Capital  Management.  Based 
in  Montgomery,  Ala.,  Colonial  also  extends 
into  Georgia  and  Florida,  where  it  is  now  the 
state's  fifth-largest  bank.  Some  might  argue 
that's  little  to  boast  about,  given  the  well-pub- 
licized plight  of  overbuilding  in  the  Sunshine 
State,  but  Maneri  says  the  bank's  management 
is  smart.  "[CEO]  Robert  Lowder  is  a  savvy 
real  estate  guy,"  says  Maneri.  "He's  early  to 
recognize  [loan]  problems  and  get  them  off 
the  books."  Another  plus,  says  Maneri,  is  that 
Lowder  owns  just  over  4%  of  the  bank's  shares 
himself.  The  stock  trades  at  16.93  and  pays  a 
generous  4.4%  dividend. 

Unlike  Florida,  where  the  economic  growth 
is  spotty,  southeast  Texas  is  on  a  tear.  That 
makes  Houston -based  Prosperity  Bancshares, 


Even  banks  with  strong  balance  sheets  and 
little  or  no  exposure  to  subprime  lending 
have  been  punished  by  the  stock  market 


at  30.69,  an  attractive  stock.  Houston's  eco 
omy  is  more  than  just  energy,  says  SunTrus 
Robinson  Humphreys'  analyst  Jennifer  Den 
who  points  to  the  Port  of  Houston,  the  seco 
busiest  port  in  the  nation,  and  the  Universil 
Texas  Health  Science  Center,  the  biggest  mil 
cal  facility  in  the  world.  Prosperity  boasts  tl . 
third -largest  branch  network  in  the  state 

What's  more,  says  Demba,  the  loan  -  to -d 
posit  ratio  is  66%,  compared  with  the  indus 
norm  of  100%.  "Prosperity  has  excess  depo 
to  fund  future  loans,"  says  Demba,  meaning- 
it  doesn't  have  to  lure  deposits  with  higher 
than-market  rates. 

Another  Texas  bank  fitting  a  similar  profr 
is  Cullen/Frost  Bankers,  which  has  the  largi 
market  share  in  San  Antonio,  one  of  the  fast 
growing  cities  in  the  country.  Between  July, 
2000,  and  July,  2006,  San  Antonio's  popula 
tion  surged  13.3%,  to  1.4  millic 
Cullen/Frost  derives  34%  of  it  I 
income  from  wealth  manage  - 
ment,  insurance,  and  service  fd 
vs.  a  20%  industry  average.  Tb 
explains  perhaps  why  Cullen/ 
Frost  trades  at  a  somewhat 
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ier  price-book  value  ratio  than  the  others. 
Iso  on  Demba's  buy  list  is  East  West  Ban- 

Ti  in  Pasadena,  Calif.,  which  uses  deposits 
1  its  predominantly  Asian  American  retail 
ring  clients  to  fund  commercial  real  estate 
s  and  loans  to  businesses.  Exposure  to 
-esidential  mortgage  market  has  hurt  East 
t's  stock,  but  Demba  says  it  is  not  a  big 
)lem.  "The  average  loan  size  is  fairly  small 
the  size  of  the  loans  relative  to  the  value 
le  properties  is  more  conservative  than  its 
:s."  Another  plus  for  East  West:  Its  Chinese 
nections  make  it  a  go -to  bank  for  middle 
ket  U.S.  companies  trying  to  establish 

"finess  in  China,  says  David  Klaskin,  chair - 

"f  i  and  chief  investment  officer  of  $4  billion 
Ridge  Investments  based  in  Chicago. 

x : 

*  €R  LOANS 

s  \  area  that  so  far  has  defied  the  real  estate 
/down  is  New  York  City,  where  Westbury 
'.)-based  New  York  Community  Bancorp 
'rates.  The  bank  lends  to  landlords  who  own 
:- controlled  and  rent -stabilized  apartment 
dings.  Those  loans  are  based  on  predictable 


cash  flows,  not  on  the  value  of  the  buildings.  In 
fact,  in  its  third -quarter  investor  presentation 
the  bank  said  it  had  not  had  any  losses  in  the 
multifamily  loan  portfolio  in  28  years. 

New  York  Community's  strength  has  not 
gone  unnoticed:  Its  stock  is  up  11%  in  2007. 
But  the  best  may  be  yet  to  come:  Two 
competitors  in  lending  to  landlords,  North 
Fork  Bank  and  Independence  Community 
Bank,  were  acquired  by  bigger  financial 
groups  this  past  year  and  are  no  longer 
focusing  on  this  niche.  The  stock  also  pays 
a  healthy  5.6%  dividend. 

Pinnacle  Financial  Partners'  stock,  now  at 
28.17,  was  as  low  as  21.62  in  August,  when 
traders  first  pounced  on  the  sector.  But  the 
Nashville-based  bank's  main  business  is  not 
residential  or  commercial  real  estate  lending. 
It's  making  commercial  and  industrial  loans, 
which  is  up  16%  this  year.  "Pinnacle  has  been 
penalized  as  if  it  was  a  mortgage  lender,"  says 
Kevin  B.  Reynolds,  a  bank  analyst  for  Janney 
Montgomery  Scott.  That's  yet  another 
example  of  how  Wall  Street  sometimes  gets 
it  wrong.  1 BW 1 
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&MPANY  SYMBOL  PRICE* 

olonial  Bancgroup  CNB  16.93 

ullen/Frost  CFR  50.95 

ast  West  Bancorp  EWBC  27.74 

Y.  Community  Bancorp  NYB  17.87 

innacle  Financial  Partners  PNFP  28.17 

rosperity  Bancshares  PRSP  30.69 

lov.  1 6  Data:  Yahoo!  Finance,  Bloomberg  Financial  Markets 


RETURN* 

-34.2% 
-8.7 
-21.7 
11.0 
-15.1 
-11.1 


HIGH 

26.80 
57.05 
42.3 
19.87 
34.65 
37.11 


52-WEEK 
LOW 

15.92 
47.55 
27.74 
15.80 
21.62 
27.70 


MARKET  CAP       DIVIDEND        PRICE-BOOK 
(BILLIONS)  YIELD  VALUE  RATIO 


$2.59 
2.98 
1.75 
5.78 
0.44 
1.35 


4.4% 
3.1 
1.4 
5.6 
0.0 
1.6 


1.2 
2.1 
1.5 
1.4 
1.6 
1.2 


e  what  might  come  to  those  who  prepare. 


***" 


a!b*** 


Call  your  broker  or  agent, 
or  visit  thehartford.com. 


•  Mutual  Funds  •  401(k)  Plans  •  Annuities 

•  Life  •  Business  •  Auto  •  Home 

•  Business  •  Group  Life  and 
Disability  Insurance 

Hartford 
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072  WSNE  I  ROBERT  PARKER 


PERSONAL  BUSH 


LOFTY  WHITES 
FROM  DOWN  UNDER 


Australian  winemakers  are  best  known  for  their  full-bod- 
ied, intensely  flavorful  reds,  but  they  also  do  a  remarkable 
job  with  whites.  Their  most  common  are  chardonnay,  sau- 
vignon  blanc,  and  viognier,  but  some  adventurous  Aussies 
have  had  success  with  riesling  and  even  verdelho,  which  is 
usually  grown  in  Portugal. 


87 


POINTS 


D'Arenberg  2006 
Stump  Jump  White 
(McLaren  Vale) 

This  cuvee  is  63% 
riesling  and  16% 
sauvignon  blanc,  with 
marsanne  and  rous- 
sanne  making  up  the 
rest.  It  exhibits  a  fragrant 
nose  of  mineral,  flowers, 
honeysuckle,  and  citrus. 
It  is  tasty,  refreshing, 
and  a  notable  value. 
Drink  it  over  the  next  1 2 
to  18  months.  $9 


87 


POINTS 


Black  Chook  2007  VMR 
(McLaren  Vale  & 
Langhorne  Creek) 

Made  from  80%  viognier 
and  10%  each  of 
marsanne  and  rous- 
sanne,  this  wine  is 
fermented  mainly  in 
stainless  steel.  It  offers 
aromas  of  white 
peaches  and  apricots. 
On  the  palate,  it  has  a 
medium  body,  ripe  fruit 
flavors,  and  a  long 
finish.  $18 


88 


POINTS 


Reilly's  2007  Barking 
Mad  Riesling  (Clare 
Valley) 

Light  gold  with  a  fragrant 
bouquet  of  mineral, 
citrus,  and  honey,  this 
"off  dry"  riesling— it  has 
a  hint  of  sweetness— is 
balanced  by  lively  acidity 
and  ripe  fruit.  $15 


89 


POINTS 


Jim  Barry  2007  Riesling 
The  Lodge  Hill  (Clare 
Valley) 

Exhibiting  aromas  of 
earth,  mineral,  citrus, 
and  lemon-lime,  this 
ripe,  crisp,  mouth-filling, 
well-balanced  riesling 
can  be  enjoyed  over  the 
next  five  to  seven  years. 
$19 


89 


POINTS 


Thorn-Clarke  2006 
Chardonnay  Shotfire 
(Eden  Valley) 

This  chardonnay  exhibits 
aromatic  complexity, 
including  notes  of 
mineral,  poached  pear, 
and  melon.  Supple- 
textured  with  ample  ripe 
fruit,  it  should  be 
consumed  over  the  next 
two  to  three  years.  $1 9 


90 


POINTS 


Margan  Family  2006 
Verdelho  (Hunter 
Valley) 

This  medium-bodied 
offering  has  an  enticing 
bouquet  of  minerals, 
flowers,  green  apple, 
and  lime.  On  the  palate, 
tropical  flavors  emerge 
along  with  excellent  con- 
centration, lively  acidity, 
and  a  long  finish.  Enjoy  it 
with  a  meal  of  shellfish 
or  roast  chicken.  $15 


90 


POINTS 


Rolf  Binder  Wines  2006 
Viognier  Hovah 
(Barossa  Valley) 

Light  gold  in  color,  the 
2006  exhibits  a  spicy 
perfume  of  rose  petal, 
peach,  and  apricot.  The 
wine  dances  lightly 
across  the  palate  into  a 
lingering  finish.  Drink  it 
over  the  next  year  or  two. 
$18 


90 


POINTS 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  Robert  Parker  is  the  world's  most  influential  wir 
critic.  Visit  eRobertParker.com  to  see  tens  of  thousands  of  tasting  notes,  buy  his  books,  or  subscribe  to  his  newsletter,  The  Wine  Advocat 
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UNICREDIT  GROUP 


TU  RKE  Y 


UNICREDIT  GROUP 


"UniCredit  Group  does  not  approach  Europe  with  abstract  slogans  but 

with  concrete  objectives.  It  has  a  solid  commitment  to  cultivate  markets 

that  are  rich  in  growth  opportunities.  This  holds  true  for  Turkey,  a 

market  for  which  the  Group  has  had,  has,  and 

always  will  have  a  major  commitment." 

G0 UnJCredJt  GrOUp  Alessandro  Prof umo,  Chief  Executive  Officer 

INVEST  IN  TURKEY 


Population  of  70  million  people  with  an  average  age 
of  29  and  65%  are  below  34  years  old. 
Approx.  400,000  university  graduates  per  year. 
Young,  well  educated  and  motivated  professionals. 
Highly  competitive  investment  conditions. 
Exports  increased  240%  in  4  years,  up  to  85  billion 
USD  as  of  2006. 
Access  to  the  EU,  Central  Asia  and  the  Middle  East. 


REPUBLIC  OF  TURKEY  PRIME  MINISTRY 

INVESTMENT  SUPPORT  AND 

PROMOTION  AGENCY 


•  GDP  increase  of  122%  in  the  past  4  years, 
reaching  400  billion  USD. 

•  Ranked  as  the  1 7th  largest  economy  in  the  world 
and  the  6th  largest  economy  in  the  EU. 

•  Ranked  as  the  13th  most  attractive  country  in 
the  world  for  FDI  <oecd  2006). 

•  FDI  worth  20.2  billion  USD  in  2006. 

•  Annual  Average  GDP  growth  of  7.4%  per  year  since  2002. 


YOUR  ONE-STOP-SHOP 
IN  TORKEY 


invest.gov.tr 
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For  at  least  the  past  decade,  gadget  makers  have  been  trying,  without 
success,  to  sell  us  on  e-books— digital  devices  that  could  hold  and 
display  a  virtually  unlimited  amount  of  text.  Given  this  sorry  track 
record,  the  new  Kindle  e-book  reader  seems  a  strange  choice  for 
Amazon. corn's  first  foray  into  consumer  electronics. 

Amazon  may  be  a  novice  in  the  hard  - 
ware  business,  but  the  company  does  >      ._  .___ 

know  a  thing  or  two  about  online  sell- 
ing and  the  book  business  in  general. 
While  the  Kindle's  $399  price  gives  me 
pause,  Amazon  has  wisely  made  the 
reader  part  of  a  comprehensive  service 
based  on  the  clever  use  of  wireless 
technology.  This  just  might  let  it  suc- 
ceed where  everyone  else  has  failed. 

At  first  glance,  Amazon's  device 
resembles  the  $300  Sony  Reader, 
introduced  last  year.  Not  surprising,  as 
both  use  the  same  six-inch  "electronic 
paper"  display  from  startup  E  Ink.  This 
is  a  very  low-power  technology  that 
features  not  -  quite  -  black  text  on  a  not  - 
quite -white  page  and  lets  you  "turn" 
pages  not  quite  instantaneously  with 
the  flick  of  a  button. 

Amazon  deserves  high  marks  for 
coming  up  with  the  first  e-book  reader 
to  function  completely  independently 
of  a  computer  and  for  radically  simpli- 
fying the  setup.  When  you  purchase  a 
Kindle  with  your  Amazon  account  in- 
formation already  entered,  a  radio  built 
into  the  device  gets  you  up  and  running 
on  Sprint  Nextel's  data  network  with 
no  activation  and  no  subscription 
required.  You  take  the  reader  out  of  the 
box,  go  straight  to  Amazon's  online 
Kindle  store,  make  your  book  selection, 
and  it  downloads  in  seconds.  (War  and 
Peace  took  less  than  a  minute.) 


The  page-turning 
is  a  bit  slow,  the 
contrast  a  bit  low 


Just  take  Kindle  but  of  the  box,  go  tov 
Amazon's  store,  and  start  downloading— 
even  War  arid  Pe'g.ce'  took  less  than  a  minute 


Amazon  does  its  best  to  recre- 
ate the  Web  shopping  experience  on 
the  Kindle,  within  the  limits  of  the 
display's  size  and  ability  to  show  just 
four  shades  of  gray.  When  you're  on- 
line, you  can  search  book  titles  (using 
a  just  barely  good  enough  keyboard), 
download  sample  chapters,  and  read 
personalized  recommendations,  de- 
tailed book  descriptions,  and  reviews. 
Amazon's  goal  is  to  make  its  entire 
book  catalog  available  for  the  Kindle, 
though  it's  starting  with  just  90,000 
titles  out  of  the  5 . 8  million  listed  in 
Books  in  Print.  That's  still  more  than 
four  times  the  number  offered  by  Sony, 
and  it  includes  most  current  best -sell- 
ers. Books  typically  cost  $10— more 
than  a  mass-market  paperback,  but 
less  than  a  trade  paperback  or  hard- 
cover edition. 
The  Kindle's 
network  connec- 
tion provides  a  lot 
more  than  books. 
Electronic  edi- 
tions of  11  news- 


papers, $6  to  $15  month,  are  delive  • 
to  the  Kindle  as  each  day's  papers  A 
out.  Eight  magazines  ($1.25  to  $3.^T 
month)  have  signed  up,  including  I 
and  The  Atlantic.  And  you  can  sub  1 
scribe  to  300  different  blogs  for  ju: 
or  $2  a  month.  The  charges  cover  t 
ad -free  content  and  the  cost  of  de!  | 
over  the  Sprint  network.  Don't  wo 
about  storage  capacity:  Even  withe 
an  optional  storage  card,  the  Kind! 
holds  hundreds  of  books. 

Links  in  blogs  will  take  you  to  ot 
Web  sites,  though  the  Kindle's  lim 
display  capabilities  mean  some  pa; 
are  barely  readable.  The  device  als 
a  built-in  dictionary  and  online  ac 
to  Wikipedia,  and  you  can  add  youi 
own  notes  and  bookmarks. 

I  don't  think  any  form  of  electro 
print  will  ever  surpass  the  experieif 
of  ink  on  paper,  but  the  Kindle  is  tl 
best  attempt  so  far.  I  wish  the  cont 
of  the  page  were  higher.  The  turnir 
of  pages  could  also  be  a  bit  faster.  / 
I  'd  really  like  it  if  a  brief  but  annoyi 
fade  to  black  with  each  page  flip  co 
be  eliminated.  E  Ink  is  working  on : 
proved  displays,  including  color. 

Past  e-book  efforts  forced  you  tc ; 
accept  a  reading  experience  that  w 
inferior  to  print  in  exchange  for  the  1 
ability  to  carry  a  huge  volume  of  te: 
in  a  small  package.  Not  many  peop 
found  the  deal  worth  it.  The  Kindle 
wireless  connection  and  the  qualit; 
the  Amazon  store  add  a  new  and  ex 
ing  dimension  to  the  e-book. 

I  just  hope  Amazon  can  do  one  tt 
that  no  e-book  vendor  has  accom- 
plished in  the  past:  sell  enough  Kin 
to  drive  the  price  down  to  the  point 
where  it  becomes  a  true  mass -marl 
product,  ibwi 
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DIA  CENTRIC  !  JON  FINE 


bogle  and  Other  People's  Content 


hks  ads  all  over.  But  to  maintain  growth,  it  may  need  to  own  the  places  it  puts  them 


SI 


eternal  story  line  in  media  is  "Google  is  moving  into  [fill  in  the 
k]."  In  recent  weeks,  Google  announced  its  Android  operating 
■2m  for  mobile  phones  and  its  OpenSocial  standard,  which  will 
applications  across  major  social -networking  sites,  so  long  as 
now,  at  least)  they're  not  named  Facebook.  As  several  blogs 


rbl 

iel  tvered,  in  November  the  company 
rai  a  patent  application  for  a  Google 
ho  izine  of  sorts,  which  would  allow 
di;j  to  collate  Web  content  around 

h  Google  would  wrap  targeted  ads. 
ot  lso  launching  a  job  ads  initiative. 
m  I  of  which  multiplies  the  number 
>ai  enas  into  which  Google  can  sell 
Is  rtising,  which  provides  99%  of 
acn-venue.  The  formula  is  familiar: 
)u  ids,  in  many  cases  around  content 

lie  doesn't  own;  turn  over  the  bulk 
to  1  at  revenue  to  the  owner  of  the 
et  ent ;  repeat  until  the  end  of  time . 
tbogle's  revenues  almost  tripled,  to 
id  1!  billion,  in  the  first  nine  months 
in  7,  so  it's  hard  to  argue  with  its 
A  oach.  But,  really,  how  long  can 
yi  go  on?  Not  even  the  most  ardent 
agle  apologist  claims  its  profits  will 
li  )on  by  the  billion  forever.  Some 

hed  in  lofty  places  throughout 
to  nedia  biosphere  advance  a  quietly 
mi  :al  notion:  Google  will  start  buying 
le  ent  companies.  In  fact,  they  say, 
esgle  will  have  no  choice. 


k BALL  HUNTERS 

it;  doesn't  happen  today  or  tomor- 

mi  but  somewhere  down  the  road,  as 
:orrid  growth  tails  off.  The  reason  is 

til  ense,  Google's  business  that  runs 
around  others'  content  and  pays 

nfawners  the  bulk  of  related  revenues, 
the  first  three  quarters  of  2007, 
ense  accounted  for  35%  of  Google's 
s  revenues.)  This  business  is  less 

I  itable  than  Ad  Words,  which  runs 
eted  ads  around  Google's  search 
Its.  And  there  are  indicators  that 

fjwill  widen.  The  costs  for  eyeballs 
only  go  up  as  the  other  big  online 


ad  network  competitors— Microsoft, 
Yahoo ! ,  and  AOL — all  tussle  to  lock  up 
sites  that  generate  lots  of  quality  traffic, 
of  which  there  are  a  limited  number. 
(For  an  online  ad  network,  more  traffic 
equals  more  data  equals  better  target  - 


V    F»»l 


gle        — 


Go  <?le 


ing  equals  more  money.  Microsoft's 
$240  million  bought  only  1.6%  of 
Facebook,  but  it  kept  that  traffic  from 
Google.)  Google's  traffic  acquisition 
costs —which  include  fees  paid  to  con- 
tent players— come  to  almost  84%  of  its 
AdSense  revenues  in  the  third  quarter. 

Owning  some  high-traffic  sites, 
however,  does  away  with  revenue  splits 
and  immediately  boosts  profit. 

Remember  that  "content"  doesn't 
have  to  mean  "television  network." 
"Content"  can  simply  be  "informa- 
tion you  sell  ads  around."  It  would  be 
insane  for  Google  to  buy  New  York 
Times  Co.  -a  cost -intensive  entity 
operating  in  a  severely  stressed  sec- 
tor. It  may  not  be  insane  for  Google  to 
load  up  on  properties  like  Landmark 
Communications'  Weather  Chan- 


nel-or,  better,  the  competing  Web  site 
Weather  Underground,  which  would 
be  cheaper.  That's  info  everyone  wants, 
and  creating  it  doesn't  require  an  army 
of  reporters  and  producers. 

This  idea,  of  course,  runs  wholly 
counter  to  Google's  reigning  ethos.  Its 
stated  goal  is  to  organize  the  world's 
information,  not  buy  it.  Google -ites 
will  tell  you  the  culture  is  allergic 
to  owning  content.  And  companies 
begun,  and  defined,  by  programmers 
have  struggled  to  navigate  the  byways 
of  media,  as  many 
failed  initiatives  from 
AOL  and  Microsoft 
attest.  (Don't  recall 
Microsoft's  Sidewalk 
online  city  guides? 
You're  not  alone.) 
Google  intimates  also 
say  that  the  compa- 
ny's we'll-partner- 
Qwith-everyone  ap- 
proach would  be  hurt 
by  owning  content, 
given  the  incentives  to 
favor  what  one  owns. 
But  Google  already 
owns  sites  traditional  media  outlets 
view  as  rivals,  like  Google  News  and 
YouTube,  and  few  partners  have  fled. 
As  long  as  Google's  ad  network  delivers 
the  goods,  traditional  players  won't  opt 
out.  (Giving  up  a  few  million  dollars  a 
year  from  Google  is  not  an  option  these 
days.)  Google's  defenders  say  it's  more 
likely  to  invent  new  lines  of  business, 
as  it's  trying  to  do  with  Android  and 
OpenSocial,  among  others,  to  stoke 
growth.  But  as  generations  of  past  com- 
panies have  discovered,  there  comes  a 
time  when  it's  easier  to  buy  a  way  out  of 
a  bind  than  to  invent  one.  1 BW 1 
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HIGHER  PEAKS  LIE 
AHEAD,  SAY  FANS 


800 
700 


STOCK  PRICE  (DOLLARS) 


After  a  Long  Gallop,  Is  Google  Winded? 

Google  (GOOG)  is  turning  out  to  be  a  stock  for  all 
seasons.  In  up  or  down  markets,  in  good  or  bad 
economic  times,  the  world's  No.  l  Internet  search 
engine  keeps  pulling  ahead.  Google  went  public  in 

2004  at  85  a  share.  By 
early  2006  it  stood  at 
about  330.  And  on  Nov. 
7  it  zoomed  to  a  high  of 
747.24.  But  it  has  since 
slipped,  to  648.54  on 
Nov.  21,  so  the  big  ques- 
tion is  whether  Google 
has  peaked.  Its  many 
fans  think  such  an  idea  is  nonsense.  Of  37  analysts 
who  track  Google,  33  tag  it  a  buy.  None  rates  the 
stock  a  sell.  Google's  "40%-50%  growth  rate  gives 
it  a  category-killer  status,  so  we  think  the  stock 
will  hit  1,200  in  2009,"  says  Georges  Yared  of  Yared 
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Investment  Research,  which  owns  shares.  His  i 
forecast  is  based  on  his  2009  earnings  estimati  A. 
$29  a  share  on  revenues  of  $29  billion,  up  fromS 
2008  estimate  of  $21  on  $16.8  billion,  and  2007 
$15.60  on  $15.6  billion.  William  Harnisch,  pres 
dent  of  Peconic  Partners,  which  bought  shares 
at  98  in  2004,  hasn't  sold  any  stock  and  buys 
more  during  dips.  He  sees  Google  hitting  880  ii 
12  months  as  it  adds  an  array  of  new  products  t 
sustain  its  growth.  Google  is  developing  softwc 
for  mobile  phones,  he  notes,  to  broaden  its  mar 
kets.  Jeffrey  Lindsay  of  Sanford  C.  Bernstein,  w 
rates  Google  outperform,  says  that  online  adve 
ing  won't  be  much  hurt  by  an  economic  downtii 
"which  is  looking  increasingly  likely." 


Hot  Licenses 
For  Clean  Diesel 

Clean  Diesel  Technologies 
(CDTI)  may  become  a  big 
player  in  emissions  control. 
The  tiny  outfit,  specializing 
in  cutting  nitrogen  oxide 
and  particles  in  the  exhaust 
from  diesel  cars  and  trucks, 
has  licensed  its  technology 
to  two  makers  of  emission - 
control  products,  Tenneco 
and  Germany's  Robert 
Bosch.  William  Relyea  of 
investment  firm  H.C.  Wain- 
wright  rates  Clean  Diesel 
a  strong  buy:  He  believes 
the  company's  valuation  is 
likely  to  rise  as  its  licensed 
products  are  adopted  and  the 
potential  for  high -margin 
revenue  streams  becomes 
more  visible.  He  thinks  the 
stock,  now  at  14.91,  will 
climb  to  35  in  a  year.  Paul 
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Cornelius  of  JMFinn  Capital 
Markets  in  London  says  the 
"investment  thesis  for  CDTI 
remains  robust,"  with  the 
global  focus  on  vehicle  emis- 
sions. CDTI,  he  adds,  offers 
"considerable  upside." 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


Cytori:  Stem  Cells 
From  Fat  Tissue 

Cytori  Therapeutics  (CYTX) 
has  a  novel  twist  on  stem 
cells:  Its  Celution  System 
extracts  them  from  an  adult's 
own  fat  tissue  (the  procedure 
takes  an  hour)  and  injects  the 
cells  into  the  same  patient  in 
a  variety  of  medical  situa- 
tions, including  reconstruc- 
tive surgery  and  heart  disease 
treatment.  Stephen  Brozak 
of  WBB  Securities  (it  did 
banking  for  Cytori),  who 
rates  Cytori  a  strong  buy,  says 
fat  tissue  provides  a  high- 
yield  source  for  stem  cells 
and  other  regenerative  cells. 
The  cells  extracted  by  the 
Celution  System,  approved 
for  use  in  Europe  and  Japan 
(not  yet  in  the  U.S.),  are 
comparable  but  not  identi- 
cal to  bone  marrow- derived 


SET  FOR 
AN  INJECTION 

STOCK  PRICE  (DOLLARS) 


MAR.  5,  07  NC 

Data:  Bloomberg  Financial  Market 


cells,  says  Brozak.  He  thii : 
Cytori  stock,  now  at  5.25, 
will  climb  to  7.20  in  a  yea 
Edward  Tenthoff  of  Piper 
fray  expects  the  Food  &  E 
Administration  to  O.K.  tl 
U.S.  use  of  Cytori's  Celut 
by  yearend.  1 BW 1 
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I 

ONG  WAIT  FOR 


R-MADETV 


ant  My  iTV,"  our  Nov.  19  Cover  Story, 

sd  at  what's  stalling  personalized  TV— the 

Jty  to  watch  shows  and  pull  content  off  the 
without  leaving  the  couch.  I  expected 
jrs  to  be  split,  with  the  over- 30  crowd 
ing,  as  I  am,  for  the  day  when  TV  can 
age  it  all.  But  many  of  you  seem  to  be  very 
fortable  viewing  content  on  your  com- 

J  r  monitors  or  rigging  up  your  own  version 
V,  using  gizmos  like  Web -ready  game 
;oles.  A  point  we  may  have  underplayed: 
1  PC  screens  topping  30  inches  and  add- 
V  tuners  readily  available,  it  has  become 
h  easier  for  some  of  you  to  take  the  TV  set 
Df  the  equation  altogether.  -Cliff  Edwards 


2  refused  to  hook  up 

TV/satellite/cable  pro- 

■.  I  just  want  a  service 
-  illows  me  to  go  online, 
a  t  certain  shows,  and 

those  shows  waiting 
tie  on  a  DVR.  A  lot  of 

lends  feel  the  same 
4 We  don't  need  tons  of 

hen  we  spend  so  much 
4  online. 

n  name:  smg 


H  your  iTV  wishful 
ung  on  my  24 -inch 

WithEyeTVandaRa- 
hack  digital  antenna  on 
Dof,  I  record  and  watch 
-definition  TV  all  the 
,  free.  Plus  I  have  access 
erything  on  the  Web. 
sn  name:  Folsom49er 


I  am  the  mother  of  two 
teenage  boys,  and  the  article 
made  me  wonder  if  maybe 
we  know  something  you 
don't.  We  don't  have  any 
problem  connecting  our  TV 
to  the  Internet  and  surfing 
the  Web.  The  Nintendo  Wii 
and  the  PlayStation  3,  both 
of  which  we  own,  allow 
either  wired  or  wireless 
connections. 

You  can  browse  the  Web, 
post  on  blogs,  look  for  mov- 
ies, watch  YouTube  videos, 
whatever.  The  PS3  that  we 
have  has  a  memory  card  slot 
for  viewing  digital  media, 
a  Blu-ray  disk  player  for 
watching  movies,  and  80 
gigabytes  of  hard  drive  stor- 
age space.  What  more  do 


BusinessWeek 


I WANLMY  iTV 


P 


THE  U.S. 
ECONOMY 

What  could 
push  <t  over 
Ihe  edge  046 


you  need?  I'm  no  geek,  and 
if  I  can  do  it,  I  think  anyone 
could. 
Name  Withheld 

I  got  rid  of  my  television  two 
years  ago  and  can  now  watch 
all  major  network  shows  free 
over  the  Internet.  The  genie 
is  out  of  the  bottle. 
Screen  name:  Mike 

The  TV  industry  is  in  for  a 
lot  of  trouble.  Right  now, 
it's  a  perfect  1950s -style 
experience:  NBC,  for  exam- 
ple, is  a  "we  tell  you  what's 
good  and  how  to  watch  it" 
network.  I  tried  watching 
Heroes  on  the  NBC  Web  site, 
but  it  didn't  have  two  of  the 
three  episodes  I  wanted  to 


see.  And  the  one  I  watched 
had  the  same  commercial 
at  every  enforced  commer- 
cial break. 
No  thanks. 
Screen  name:  Wayne 

From  my  desk  in  Germany, 
I'm  watching  an  American 
television  show,  only  days 
after  its  first  run,  from  a 
feed  out  of  Asia  with  good 
enough  picture  quality  on 
a  21 -inch  screen.  Yes,  the 
technology  is  there,  and  I'm 
benefiting  from  it.  Every 
day  that  the  broadcasters, 
producers,  and  distributers 
delay  is  a  day  of  lost  rev- 
enue, especially  since  what 
I'm  watching  costs  me 
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just  the  price  of  a  high  speed 

connection. 

Screen  name:  Deutschexpat 

You  will  get  your  iTV.  Be 
patient.  Unlike  in  the  1940s, 
when  standards  were  set 
by  the  National  Television 
System  Committee,  there  is 
no  specific  road  map  or  gov- 
erning body  for  Internet  - 
television  integration. 

If  CEOs  of  Internet  soft- 
ware or  hardware  compa- 
nies are  making  money  with 
their  product,  it  is  naive  to 
think  they  are  in  a  position 
to  open  their  code  to  create 
an  industry  standard  for 
that  market  segment.  Only 
the  Federal  Communica- 
tions Commission  could 
mandate  such  a  process. 

Those  of  us  who  have 
been  in  the  business  since 
the  mid-1990s,  when  post- 
age-stamp-size stream- 
ing media  was  just  being 
deployed,  understand  that 
the  industry  is  in  a  time  of 
fast  -  moving  change . 

Aside  from  technical 
challenges,  there  are  social 
and  monetary  issues.  In  this 
writers'  strike,  the  demand 
is  for  a  share  of  the  revenue 
from  programming  destined 
for  Internet  delivery. 

Questions  like  these 
require  new  definitions  of 
what  iTV  programming  is, 
how  people  are  to  be  corn  - 
pensated,  and  what  con- 
sumers want  (and  will  pay 
for)— and  on  what  platform. 
Gilbert  Hammer 

EDITOR 

IPTV  EVANGELIST  BLOG 

WEST  NEW  YORK,  NJ. 


CEO  ISOLATION 


TELLING  A  BOSS 
THE  HARSH  TRUTH 


Best  Welch  column  yet: 
"It's  insular  at  the  top"  (The 
WelchWay,  Nov.  19).  Just 
one  small  problem:  There  is 
no  formal  way  an  organiza- 
tion can  accomplish  what 
you  prescribe.  More  true 
leaders  have  to  step  up  and 
recognize  and  value  the 
truth-tellers  or  these  em- 
ployees will  leave  to  become 
coaches  and  consultants. 
Jeremy  Garlington 

ATLANTA 

NEW  YORK  IN  THE  70s 

BIG  MAC  AND 

CHICAGO  MACHINATIONS 

I  was  fascinated  by  Felix 
Rohatyn's  story  about  global 
leaders  urging  President 
Gerald  Ford  not  to  let  New 
York  go  bankrupt  in  the 
1970s  ("City  to  Big  Mac:  So 
long,"  BTW,  Nov.  19).  I  have 
another  story,  one  I've  kept 
to  myself  for  over  25  years. 

I  was  in  the  middle  of  this 
effort,  as  assistant  to  Mayor 
Abe  Beame  and  director  of 
New  York's  Washington 
office.  As  such,  I  helped 
lead  the  effort  to  obtain 
loan  guarantees.  One  night 
I  was  in  the  office  of  the  late 
Senator  William  Proxmire 
(D-Wis.)  [then  chair  of  the 
Senate  Banking  Committee] 
along  with  New  York  State 
lobbyists.  Proxmire  was 
on  the  phone  with  Chicago 
Mayor  Richard  J.  Daley  (the 
current  mayor's  father)  and 


CORRECTIONS  & 
CLARIFICATIONS 

"Why  Not  Larry  Fink,"  (News, 
Nov.  26)  described  Black- 
Rock  as  a  $1 .3  billion  asset 
management  firm.  It  manages 
$1.3  trillion. 


motioned  for  us  not  to  let  on 
we  were  there. 

After  Proxmire  hung  up, 
he  told  us  Chicago  banks 
were  pushing  to  let  New 
York  go  bankrupt  in  order  to 
hurt  the  city's  "money  cen- 
ter" banks.  In  those  days, 
banking  was  not  national, 
and  New  York  and  Chicago 
were  in  feverish  competi- 
tion. Proxmire  told  us  Daley 
would  publicly  support  loan 
guarantees  but  not  help 
much  behind  the  scenes. 

The  senator  asked  us  not 
to  tell  anyone  about  this, 
not  even  Beame  or  Gov- 
ernor Hugh  Carey,  since 
it  would  only  hurt  getting 
federal  assistance.  Ford's 
stance  against  New  York 
was  bewildering  to  me, 
since  a  former  New  York 
governor,  Nelson  Rock- 
efeller, was  Vice-President. 
Ford's  stance  played  a 
role  in  his  losing  to  Jimmy 
Carter,  whom  I  joined  in  the 
White  House  as  a  Deputy 
Assistant. 
Bruce  Kirschenbaum 

RESTON.VA. 

TAXING  MATTERS 

LOWER  RATES  FOR 

FUND  MANAGERS 

Maria  Bartiromo's  interview 
with  U.S.  Representative 
Charles  B.  Rangel(D-N.Y) 


provides  a  classic  exai  jj 
of  what  is  wrong  with  j 
income  tax  system  (Fa 
time,  Nov.  19).  Private  j 
equity  fund  managers  | 
to  call  multimillion  pa ' 
"carried  interest,"  tax> 
15%.  Bonus  payments 
just  as  performance-t 
A  case  could  be  mac . 
that  any  basic  salary  i« 
performance -based,  s 
person  would  theoreti 
be  out  of  a  job  if  he  or ! 
didn't  perform.  I  don' 
where  Rangel  is  going, 
but  he  is  right  on  this  c 
Maybe  he'll  go  after  thi 
farmers  next. 
John  Costello 

ELMHURST,  ILL. 

PRICES  AT  THE  PUMP 

WITH  A  CREDIT  CARD, 
YOU  DON'T  FEEL  THE  P, 

"Is  $100  oil  as  lethal  as< 
looks?"  (In  Depth,  Nov 
suggests  that  drivers  a 
reacting  to  rising  price 
because  the  increases ; 
so  high.  There  may  be  1 1 
other  reason.  We  use  p 
So  we  fill  up  and  drive  <  I 
oblivious  to  what  the  g ' 
actually  costs.  Paying  1 1 
credit  card  has  distanc 
from  the  rising  cost  of 
Dan  Cooper 

POUND  RIDGE,  N.Y. 

EMPLOYMENT 

NEW  JOBS?  YEAH- 
FLIPPING  BURGERS 

In  October  more  than 
160,000  jobs  were  add 
to  U.S.  company  payroi 
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ning phone  numbers.  We  reserve 
the  right  to  edit  letters  for  clarity 
and  space  and  to  use  them  in  all 


o|r  economy  on  the 
'In  Depth,  Nov.  19). 
ie  overwhelming 
ity  were  relatively 
evel  clerical  or  service 
ons.  Is  that  a  reflection 

'  tsalthy  economy? 

ice  Greenberg 

PJRK 


ing's  down,  credit  is 
0  come  by,  auto  com- 
a|s  are  in  trouble,  banks 
:e  nking.  What's  next, 
;i  aercial  real  estate?  You 
iik. 

pll  name:  mtnmike 

S  NOTES 


I'l'SWOES 

«0  LIKE  AMERICA'S 


fl 

crisis  in  Israel's  class - 

s"  (What's  Next,  Nov. 

unds  familiar,  given 
_  s  going  on  in  with  U.S. 

)1  budgets  and  salaries. 

Jo  Child  Left  Behind 
*  lakes  it  harder  to  fund 

)ls  in  need  and  to  hire 
jlied  teachers.  If  the 

loesn't  address  the 


issue  of  compensation,  its 
schools  may  find  themselves 
in  the  same  boat  as  Israel's 
once  enviable  system. 
Screen  name:  random 

SELF-PROMOTION 

THE  FASTEST-GROWING 
PR  FIRM 

For  some  reason,  "The 
bad  boy  of  buzz  and  his  PR 
problem"  (What's  Next, 
Nov.  12)  didn't  include  the 
information  that  5W  Public 
Relations  was  named  the 
nation's  fastest -growing 
firm  for  three  consecutive 
years  and  was  honored  as 
an  Inc.  500  company.  The 
writer  seems  to  feel  5W 
should  be  ashamed  to  enjoy 
its  success.  Why  should  a 
firm  not  promote  its  ser- 
vices in  a  highly  competi- 
tive industry?  We  do,  and 
we  will  continue  to  provide 
our  clients  with  unprec- 
edented results. 

Adam  Handelsman 

EXECUTIVE  VICE-PRESIDENT 
5W  PUBLIC  RELATIONS 
NEW  YORK 


bwreader@businessweek.com 
Fax:  (212)  512-6458 

BUSINESSWEEK.COM 
The  full  text  of  Business  Week, 


B-SCHOOLS 

RANKING  EXECUTIVE  MBA 
PROGRAMS 

I  earned  my  executive 
MBA  in  1984  from  Rutgers 
University  ("The  best  spare - 
time  B-schools,"  In  Depth, 
Nov.  12).  Looking  through 
the  criteria  Business  Week 
used  to  rank  such  programs, 
I  notice  that  you  overlooked 
a  critical  point:  the  qualifi- 
cations of  the  faculty.  Most 
of  our  Rutgers  professors 
had  master's  degrees.  Sev- 
eral had  doctorates. 
Janice  Sachen 

EVANSTON,  ILL. 

A  fourth  alternative  to  a 
full-time  MBA  is  the  online 
degree  program.  The  rapid 
growth  of  our  MBA  program 
has  occurred  largely  because 
of  our  online  program.  You 
should  start  looking  into  the 
online  MBA  programs,  per- 
haps ranking  them  as  well. 
Alma  Mintu-Wimsatt 

PROFESSOR  OF  MARKETING 
TEXAS  ASM  UNIVERSITY 
COMMERCE.TEX. 

THE  WAR  ON  HOOKY 

ABSENCES  MAKE  UP 
FOR  UNPAID  OVERTIME 

If  management  can  throw 
loss  figures— what  the  com- 
pany forfeits  for  each  day  a 
worker  misses— in  the  faces 


access  to  BusinessWeek  archives 
starting  in  1991  are  available  on 
the  World  Wide  Web  at:  business- 
week.com  and  on  America  Online 
at  keyword:  BW 


of  the  employees  ("Shirking 
working:  The  war  on  hooky," 
What's  Next,  Nov.  12),  why 
can't  the  employees  come 
back  with  their  own  figures 
about  all  the  hours  above  the 
35  per  week  they're  required 
to  work— for  which  they  are 
never  paid? 
Aaron  Woodin 

WHITE  PLAINS,  N.Y. 


PRIVATE  EQUITY 


THE  PUSH  FOR  QUICK 
AND  DIRTY  COST  CUTS 

In  "Perform  or  Perish" 
(Cover  Story,  Nov.  5),  Emily 
Thornton  points  out  that 
private  equity  firms  are 
pressuring  the  chief  execu- 
tive officers  of  their  port- 
folio companies  to  improve 
profits  at  an  accelerating 
pace,  often  through  aggres- 
sive cost  cutting. 

There  are  many  examples 
of  corporations  that  have 
tried  the  "quick  and  dirty" 
approach  to  cost  reduction, 
only  to  find  that  their  quick 
wins  were  not  sustainable 
over  time.  The  top  manag- 
ers of  any  company,  private 
or  public,  need  to  approach 
this  subject  in  a  thoughtful, 
strategic  manner. 
Robert  Rudzki 

PITTSBURGH 


Drivers  aren't  reacting  to  rising  prices  [at  the 
pump]  because. ..we  use  plastic.  So  we  fill  up 
and  drive  off,  oblivious....  jeremygarungton 
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The  Making  of  a  Stock  Market  Society 

How  stocks  morphea"  from  being  casino  chips  for  the  rich  to  respectable  middle-class  investments 


Back  in  the  bad  old  days,  the  books  of  U.S.  corporations  were  fre- 
quently cooked,  management  routinely  ignored  the  rights  of  ordinary 
shareholders,  and  financial  transparency  was  almost  nonexistent.  No, 
I'm  not  talking  about  the  I990s-era  abuses  that  led  to  today's  Sar- 
banes-Oxley  reforms.  A  century  earlier,  many  of  the  same  financial 


shenanigans  ushered  in  a  similarly 
transformative  wave  of  legislation  that 
led  to  many  of  the  investor  protections 
we  now  take  for  granted. 

That  metamorphosis  is  the  subject 
of  Lawrence  Mitchell's  fascinating, 
if  unevenly  written,  The  Speculation 
Economy:  How  Finance  Triumphed 
Over  Industry.  The  author,  a  law  pro- 
fessor at  George  Washington  Univer- 
sity, details  America's  early  struggles 
over  regulation  of  nascent  financial 
markets.  Although  the  effort  initially 
focused  on  limiting  the  monopoly 
power  of  the  fast -growing  railroads 
and  other  trusts,  it  eventually  led 
to  disclosure  rules  that  became  the 
hallmark  of  U.S.  capital  markets.  While 
half  of  Mitchell's  volume  tracks  that 
regulatory  evolution,  the  book  is  at  its 
best  describing  the  societal  changes 
that  made  all  that  oversight  necessary. 

Before  the  last  decades  of  the  19th 
century,  American  commerce  was 
characterized  by  tens  of  thousands  of 
individual  plants  and  merchants,  each 
usually  doing  business  in  a  limited 
geographic  region  and  often  controlled 
by  family  owner/operators.  But,  as 
Mitchell  painstakingly  shows,  between 
1890  and  1910,  savvy  promoters  such 
as  J. P.  Morgan,  John  Gates,  and  sugar 
king  Henry  Havemeyer  used  bor- 
rowed money  or  thinly  capitalized 
stock  to  merge  thousands  of  plants  into 


Over  time,  the  expectations  of  the  investor 
class  brought  a  radical  switch  in  how 
managers  of  public  corporations  Operated 


newfangled  conglomerations  called 
corporations.  The  financiers'  heavy  use 
of  public  offerings  of  stock  to  cash  out 
of  these  roll-ups  resulted  in  owner- 
ship — if  not  control —being  passed 
on  to  America's  new 
investing  class. 

This  vast  transfer 
of  ownership  coin- 
cided with  what  the 
author  argues  was  a 
seismic  change  in  the 
way  average  Ameri- 
cans viewed  the  risk  of 
buying  stocks.  Previ- 
ously, a  small  number 
of  equity  investors  had 
treated  stocks  much  like 
bonds,  preferring  those 
with  hard  assets  back- 
ing each  share  and  an 
uninterrupted  dividend 
stream.  But  a  torrent  of 
stock  market  success 
stories  in  the  media 
changed  that,  and  thus 
was  born  the  culture  of  speculation 
noted  in  the  book's  title. 

This  new  form  of  speculation  was 
based  on  a  growing  willingness  to  own 
stock  "issued  not  on  the  basis  of  pro  - 
ductive  assets  or  past  profits  but  on  the 
possibility  of  profits  to  come  at  some 
unspecified  point  in  the  future."  In  less 
than  a  generation,  stocks  morphed 

from  being  casino 

chips  for  the  rich 

into  respectable 

investments  for 

the  middle  class. 

While  stock 
promoters  were 


The  Speculation  Economy: 
How  Finance  Triumphed 
Over  Industry  by  Lawrence  E. 
Mitchell;  Berrett-Koehler; 
395  pp;  $35 


eager  to  grab  the  cash  of  these  ne 
small  investors,  they  often  exhib: 
a  callous  disregard  for  their  owns 
ship  rights,  as  Mitchell  nicely  del 
For  example,  George  Westinghoi 
blithely  explained  in  a  1901  lettei 
Westinghouse  Electric  shareholc 
that  the  directors  and  largest  sha 
holders  had  decided  not  to  disclo , 
financial  reports  for  the  previous 
years,  because  they  felt  it  would  i 
in  "the  interests  of  all."  Westingti 
didn't  distribute  ar 
annual  report  until 
But  over  time,  th , 
pectations  of  the  in 
class  brought  a  radi  i 
switch  in  how  mant< 
of  public  corporatk. 
operated.  No  longei 
could  they  solely  fo  l 
on  maximizing  plarr 
efficiency  or  bestint 
competitors.  Instea  j 
investors' lust  fore1 
higher  share  prices 
the  stock  market  ce ( 
being  a  mere  financ  1 
ing  vehicle  and  bee;  I 
an  institution  "whe  1 
insatiable  desire  for 
demanded  satisfact  1 
from  even  the  most 
erful  corporations."  By  spawning 
culture  of  "  short -termism,"  finan 
had  trumped  industry,  and  U.S.  b 
ness  would  never  be  the  same. 

Despite  such  insight,  Mitchell' 
ume'is  not  without  disappointme 
The  author  has  a  maddening  pern 
for  repetition.  And  he  often  provi 
so  much  detail  about  specific  piec 
legislation  that  some  readers  maj 
track  of  the  broader  story.  That  w 
be  a  shame,  since  Mitchell's  saga 
earlier  America's  uneven  attempt 
curtail  market  excesses  without  s 
fling  capitalism's  animal  spirits  h 
much  relevance  for  our  own  age. 
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THE  AGE  OF  TURBULENCE  Alan  Greenspan 
(Penguin  Press  $35)  A  memoir  combined  with 
economic  analysis  from  the  Fed's  ex-chief. 


LAST  MONTHS 
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THE  4-HOUR  WORKWEEK  Timothy  Ferriss 
(Crown  $19.95)  Defining  your  dreams  and  cutting 
loose  from  work. 


STRENGTHSFINDER  2.0  Tom  Rath  (Gallup 
Press  $19.95)  Assess  your  talents  and  put 
them  into  practice. 


THE  BLACK  SWAN  Nassim  Nicholas  Taleb 
(Random  House  $26.95)  Improbable  and  earth- 
shaking  events  are  in  fact  inevitable. 


BASIC  BLACK  Cathie  Black  (Crown  $24.95) 
A  memoir  and  career  advice  from  the  CEO  of 
Hearst  Magazines. 
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LAUNCHING  A  LEADERSHIP  REVOLUTION 

Chris  Brady,  Orrin  Woodward  (Business  Plus 
$23.99)  Developing  the  skills  a  leader  needs. 


MICROTRENDS  Mark  J.  Penn  with  E.  Kinney 
Zalesne  (Twelve  $25.99)  Breezy  profiles  of 
niche  groups,  from  Pro-Semites  to  Pet  Parents. 


THINK  BIG  AND  KICK  ASS  IN  BUSINESS 

AND  LIFE  Donald  Trump,  Bill  Zanker  (Collins 
$26.95)  More  preening  from  the  Donald. 
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WOMEN  &  MONEY  Suze  Orman  (Spiegel  & 
Grau  $24.95)  Inspirational  prose  and  practical 
tools  to  help  females  with  their  finances. 


HOW  LIFE  IMITATES  CHESS  Garry  Kasparov 
(Bloomsbury  $25.95)  The  onetime  chess 
champ's  primer  on  success. 
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INFLUENCER  Kerry  Patterson,  Joseph  Grenny, 
David  Maxfield,  Ron  McMillan,  Al  Switzler 
(McGraw-Hill  $24.95)  Motivating  others. 
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IT'S  YOUR  SHIP  D.  Michael  Abrashoff  (Warner 
Business  $24.95)  The  crew  will  be  productive  if 
they  feel  empowered,  says  this  Navy  officer. 


14 


OUR  ICEBERG  IS  MELTING  John  Kotter, 
Holger  Rathgeber  (St  Martin's  $19.95)  A  global- 
warming  fable  on  coping  with  change. 


13 


MADE  TO  STICK  Chip  Heath,  Dan  Heath 
(Random  House  $24.95)  Why  some  ideas  gain 
traction  while  others  fade  from  view. 


10 


THE  LIES  ABOUT  MONEY  Ric  Edelman 
(Free  Press  $28)  Overcoming  mutual  funds' 
deceptions. 
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T 
NTH 

MONTHS 
ON  LIST 

|  PAPERBACK  BUSINESS  BOOKS  |        R 

1 

THE  WORLD  IS  FLAT  Thomas  L.  Friedman 
(Picador  $16)  Globalization  is  great— sort  of, 
says  a  columnist  for  The  New  York  Times. 

2 

3 

2 

GOOD  TO  GREAT  AND  THE  SOCIAL  SECTORS 

Jim  Collins  (Collins  $11.95)  How  noncorporate 
organizations  can  excel. 

3 

23 

3 

BLINK  Malcolm  Gladwell  (Back  Bay  Books 
$15.99)  Snap  judgments  deserve  careful 
consideration,  says  a  writer  for  The  New  Yorker. 

1 

8 

4 

A  GUIDE  TO  THE  PROJECT  MANAGEMENT 
BODY  OF  KNOWLEDGE  Project  Management 
Institute  (PMI  $49.95)  Delivering  results. 

6 

20 

5 

CRUCIAL  CONVERSATIONS  Kerry  Patterson, 
Joseph  Grenny,  Ron  McMillan,  Al  Switzler 
(McGraw-Hill  $16.95)  Those  all-important  talks. 

4 

21 

6 

RULE  #1  Phil  Town  (Three  Rivers  Press  $14.95) 
Think  like  a  business  owner  and  target  your 
investments  accordingly. 

9 

2 

7 

WHAT  COLOR  IS  YOUR  PARACHUTE?  2008 

Richard  Nelson  Bolles  (Ten  Speed  Press 
$18.95)  The  enduring  job-search  bible. 

5 

2 

8 

FOOLED  BY  RANDOMNESS  Nassim  Nicholas 
Taleb  (Random  House  $14.95)  Uncertainty  and 
luck  in  daily  life  and  in  the  financial  markets. 

7 

8 

9 

THE  MONEY  BOOK  FOR  THE  YOUNG, 

FABULOUS  &  BROKE  Suze  Orman  (Riverhead 
$16)  From  career  plans  to  credit  cards. 

14 

8 

10 

THE  INTELLIGENT  INVESTOR,  REVISED 

EDITION  Benjamin  Graham,  with  Jason  Zweig 
(HarperBusiness  $19.95)  The  classic. 

— 

22 

11 

A  WHOLE  NEW  MIND  Daniel  H.  Pink 

(Riverhead  $15)  The  future  belongs  to  creative 
"right-brain  thinkers." 

10 

8 

12 

HOW  TO  WIN  FRIENDS  &  INFLUENCE 
PEOPLE  Dale  Carnegie  (Pocket  Books  $14) 
The  classic  networking  guidebook. 

11 

8 

13 

LEADERSHIP  AND  SELF-DECEPTION  The 

Arbinger  Institute  (Berrett-Koehler  $14.95)  Its  a 
leader's  motivation  that  matters,  says  this  fable. 

15 

14 

14 

START  LATE,  FINISH  RICH  David  Bach 

(Broadway  $14.95)  Strategies  for  baby 
boomers  nearing  the  age  of  retirement. 

8 

10 

15 

MASTERS  OF  SALES  Ivan  r.  Misner,  PhD, 
Don  Morgan,  M.A.  (Entrepreneur  Press  $19.95) 
Vignettes  from  real-life  Willy  Lomans. 

12 

2 

-RUNNING  BEST  SELLERS 

COVER  BUSINESS  BOOKS  Good  to  Great 
>llins  (Collins  $27.50)-  Now,  Discover  Your 
|ths  Marcus  Buckingham,  Donald  O.  Clifton 
S'  3ress  $30)  •  The  Five  Dysfunctions  of  a 
In  Patrick  Lencioni  (Jossey-Bass  $24.95)  ■  Who 
I  My  Cheese?  Spencer  Johnson  (Putnam 


$19.95)-  Freakonomics  Steven  D.  Levitt,  Stephen 
J.  Dubner  (Morrow  $27.95)  ■  The  Total  Money 
Makeover  Dave  Ramsey  (Thomas  Nelson  $24.99) 
PAPERBACK  BUSINESS  BOOKS  Getting  Things 
Done  David  Allen  (Penguin  $15)  •  Rich  Dad,  Poor 
Dad  Robert  T.  Kiyosaki  with  Sharon  L.  Lechter 
(Warner  $16.95)  ■  The  Tipping  Point  Malcolm 
Gladwell  (Back  Bay  $14.95)  •  The  7  Habits  of 


Highly  Effective  People  Stephen  R.  Covey  (Free 
Press  $15)-  Getting  To  Yes  Roger  Fisher,  William 
Ury,  Bruce  Patton  (Penguin  $15>  The  E-Myth 
Revisited  Michael  E.  Gerber  (HarperBusiness 
$16>  The  48  Laws  of  Power  Robert  Greene 
(Penguin  $18>  The  Millionaire  Next  Door  Thomas 
J.  Stanley,  PhD,  William  D.  Danko,  PhD  (Pocket 
Books  $15) 
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BusinessWeek  TV,  our  nationally  syndicated 
program,  delivers  actionable  insight  into  personal 
finance  and  lifestyle  topics  including  real  estate, 
investing,  tech  trends,  and  travel. 

Tune  in  for  the  full  show  this  weekend, 
or  catch  clips  anytime  on  the  Web. 


BusinessWeek 


TELEVISION 

Airs  Saturday/Sunday  nationwide.  Find  your  local  station 
and  airtime  by  zip  code  at  www.businessweektv.com 


CHECK  OUT  THIS  WEEKEND'S  SH 
NOVEMBER  24  AND  25: 

CAREER  CHANGE?:  Hear  from 
midlife  job  switchers  on  how 
to  script  your  next  act. 

FINE  DINING  IN-FLIGHT:  Plane  food 
goes  gourmet  as  big-name 
chefs  tailor  their  creations 
for  cruising  altitude. 

DIAMONDS  IN  NEW  HUES:  Get  tips 
to  pick  out  a  pink  or  yellow  gem 
this  season. 

POSH  PRESENTS:  Flip  through  the 
Neiman  Marcus  Christmas  Bool 
with  us  for  a  look  at  unique  gifts 
such  as  a  $1.5  million  submarine 
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CALCULATE 
YOUR  SAVINGS 

TO  THE  ENVIRONMENT. 
TO  YOUR  BOTTOM  LINE. 


For  logistics  managers, 
SmartWay  can  add  up 
to  7%  in  fuel  savings. 

SmartWay'Transport  helps  shippers 

and  for-hire  carriers  lower 

greenhouse  gases  and  other 

emissions,  while  at  the  same  time 

giving  the  average  truck  a  fuel 

savings  of  $2,000  per  year. 

To  find  out  more  about  this  new 

partnership,  call  for  your  info  kit 

at  1-734-214-4767  or  log  onto 

www.epa.gov/smartwaylogistics. 


^i^xSmartWay- 

Transport  Partnership 

Getting  There  With  Cleaner  Air 


A  new  voluntary  program  from  the 
U.S.  Environmental  Protection  Agency 


OF 


084  THE  WELCHWAY  i  JACK  &  SUZY  WELCH 


How  to  Really  Shake  Things  Up 

Transforming  a  company  requires  total  commitment  and  serious  stamina 


Sometimes  companies  need  to  change 

even  when  there  isn't  a  crisis.  In  such 

cases,  how  do  you  keep  your  people 

excited  about  a  change  initiative  after 

its  newness  wears  off? 

Trevor  Smith 
SINGAPORE 

You  have  to  stay  excited  yourself. 
And  not  just  excited— obsessed.  Talk 
about  the  initiative  at  every  meeting, 
celebrate  its  smallest  milestones,  and 
champion  everyone  who  supports  it. 
Because  if  there  is  one  reason  that  even 
the  most  meaningful  initiatives  too  of- 
ten die  an  ignoble  death,  it's  boredom. 
People — even  the  leaders  who  started 
the  whole  thing— get 
distracted  by  seemingly 
more  pressing  concerns 
when  they  don't  see 
immediate  results.  And 
before  you  know  it, 
pffft— the  initiative  that 
was  supposed  to  change 
everything  vanishes.  At 
which  point,  everyone 
sighs  with  relief .  Or 
worse,  they  chuckle  at 
the  demise  of  yet  another 
lame  change  program. 
Such  entirely  human 
reactions  would  be  fine  if 
change  weren't  a  matter 
of  life  and  death.  That  may  sound  over- 
dramatic,  but  in  today's  marketplace, 
if  you  don't  keep  reinventing  your  busi- 
ness, you'll  be  trampled  by  competitors 
passing  you  by.  Which  is  why  you  have 
to  continuously  cheerlead  your  change 
initiative— and  tread  carefully  as  well. 
Indeed,  you  have  to  avoid  three  traps 


Three  common  traps  have  a  way  of  speeding 
change  initiatives  into  oblivion.  Too  bad  it's 
so  hard  to  see  th£m  Coming 


that  have  a  way  of  speeding  changes 
into  oblivion. 

The  first  is  launching  another  big, 
important  initiative  while  your  first 
big,  important  initiative  is  still  a  work 
in  progress.  Now,  we're  not  putting  the 
kibosh  on  new  tactics  or  projects  while 
an  initiative  is  under  way.  But  tactics, 
like  a  focus  on  purchasing,  or  projects, 
like  a  sales  contest,  are  not  initiatives. 
Initiatives  are  transformative,  like  glo- 
balization. The  best  start  as  the  seed  of 
an  idea  and  grow  to  encompass  almost 
every  activity  across  the  company,  even 
bringing  customers  and  suppliers  into 
the  fold.  And  that  is  why  a  company 
must  wait  until  the  first  program  is 

ingrained  in  the  cul- 
ture, which  can  take 
two  or  three  years,  if 
not  longer. 

The  second  trap  is 
not  putting  the  best 
people  on  a  change 
initiative.  Sure,  we 
know  it's  hard  to  take 
Ellen  and  Mario  out 
of  jobs  they're  so 
good  at  to  put  them 
onto  something  new 
and  risky.  But  that's 
the  kind  of  talent 
shake-up  that  makes 
an  organization 
believe,  not  to  mention  the  kind  that 
makes  an  initiative  thrive  and  succeed. 

The  third  trap  is  related:  It's  not 
publicly  promoting  and  rewarding 
those  who  embrace  the  initiative.  Even 
as  the  initiative's  results  emerge,  these 
people  have  to  be  held  up  and  treated  as 
heroes.  Do  that,  and  people  will  enlist 
in  your  cause 
faster  than  you 
can  count  them. 

And  that's  what 
you  want.  Even 
with  strong  man- 
agement support, 


initiatives  fall  flat  without  widesp 
engagement.  You're  right.  The  ear 
days  are  easy;  the  hard  part  comes 
when  the  newness  gets  old.  The  tr 
to  never  let  that  happen. 

What  are  some  of  the  best  approa 

to  improving  marketing? 

Linda  Schanz 
EDISON,  N.J. 

Not  long  ago,  we  were  helping  our 
son  get  ready  for  college  and  notic 
hefty  section  in  his  course  catalog, 
titled  "Topics  in  Sales  and  Market!; 
With  that  in  mind,  we  humbly  noti 
that  your  question  is  bigger  than  t  i 
both  of  us.  Marketing  is  an  increas 
complex  science  of  data-mining,  1 
ber-  slicing,  and  niche  -segmentin 

But  since  you  asked ...  we  would 
only  add  that  marketing  always  co 
tains  an  element  of  art.  Consider  t 
great  campaigns  that  ran  in  conne 
with  the  World  Series.  In  the  first, 
Boston  retailer,  Jordan's,  promisee 
give  away  all  the  furniture  it  sold  1 
April  if  the  Red  Sox  won  in  Octobet 
The  team  did  win— hallelujah! —an 
the  company's  leaders  have  been  c 
ever  since,  congratulating  the  30, ( 
customers  now  getting  refunds  of ' 
$20  million.  In  the  second,  Taco  Bo 
promised  to  give  a  taco  to  everyom 
America  if  a  base  was  stolen  in  the 
ries.  Young  star  Jacoby  Ellsbury  di 
honors,  and  Taco  Bell  reaped  milli< 
in  publicity  from  the  happy  stamp 

We'll  leave  the  sales  and  market ' 
advice  to  the  experts,  simply  notin 
that,  when  all  is  said  and  done,  a  cl 
idea  can  still  score  big.  1 BW 1 

BUSINESSWEEK.COM   I 

Jack  and  Suzy  Welch  await  your  questions. 
E-mail  them  at  thewelchway@business- 
week.com.  For  their  VIDEO  PODCAST,  go  t< 
businessweek.com/search/podcasting.htrr 
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Duld  real  estate  be  a  part  of  your  portfolio  strategy?  Many  institutional  investors  look  to  real  estate  as  a 
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WHERE  GULF  FUNDS  ARE  SHOPPING 

If  there  were  any  doubts  about  where  the  real 
financial  action  can  be  found  these  days,  the  Abu 
Dhabi  Investment  Authority's  $7.5  billion  foray 
into  Citigroup  should  end  them.  With  oil  prices 
dancing  in  the  $90s,  the  Gulf  states  are  flush  with 
cash.  Beaten-up  Western  banks  look  cheap,  which 
is  why  Abu  Dhabi  put  aside  worries  about  the 
tumbling  dollar  and  on  Nov.  26  ponied  up  for  what 
will  eventually  convert  into  a  4.9%  stake  in  Citi.  Gulf 
bargain  hunters  aren't  confining  themselves  to  banks. 
Dubai  International  Capital,  a  government  vehicle, 
announced  on  Nov.  26  that  it  had  acquired  a  stake  in 
Sony,  believed  to  be  less  than  5%.  And  to  give  Gulf 
investors  something  to  buy,  Dubai  listed  23%  of  DP 
World,  the  big  port  operator,  on  its  own  bourse  for  a 

thumping  $5  billion.  IBWI  PAGE  032  "Petrodollars  on  Wall  Street" 


THANKS,  MR.  KOHN 

Stocks  took  a  wild  ride  over  the 
week  as  mostly  gloomy  eco- 
nomic numbers  and  anxiety  over 
subprime  fallout  yanked  investors 
hither  and  yon.  On  Nov.  27  the 
Standard  &  Poor's/Case-Shiller 
U.S.  National  Home  Price  Index 
posted  the  sharpest  drop  in  21 
years,  and  the  Conference  Board 
said  consumer  confidence  tanked. 
The  next  day,  durable  goods  orders 
for  October  came  in  a  tad  weaker 
than  expected.  But  traders  cel- 
ebrated when  Fed  Vice-Chairman 
Donald  Kohn  hinted  in  a  Nov.  28 
speech  that  the  central  bank  might 
cut  rates  at  its  Dec.  1 1  meeting. 
The  Dow  rocketed  330  points, 
putting  it  up  545  over  two  days. 


A  MODEST  WRITEDOWN 

Speaking  of  subprime  fallout:  Wells 
Fargo  announced  on  Nov.  28  that 
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squirrel  away  $1 .4  billion 
/er  mortgage  losses.  That 
have  seemed  a  lot  of  money 
months  ago,  but  given  the 
intuan  write-offs  at  Merrill 
,  Citigroup,  and  others,  Wells 
)  appears  to  have  weathered 

liortgage  mess  rather  nicely, 

■  because  it  invested  less  in 

■jage  paper. 

SI  3AGE  024  "Help  is  on  the  way" 


RNSONINTHELEAD 

■  hey  change  the  name  to 
li  Rock?  On  Nov.  26,  a  con- 
lim  led  by  Virgin  Group  boss 
icird  Branson  emerged  as  the 
ri  h  government's  preferred 
|br  for  wobbly  mortgage  lender 
liern  Rock.  Virgin's  promise 
■Day  right  away  $23  billion 

f ' ;  nearly  $52  billion  owed 
■3  Bank  of  England,  with  the 

■  inder  to  be  paid  within  three 
■;,  plus  Branson's  pledge  to 
It  more  than  $400  million  of 
li  cash  into  the  bank,  gave 
■he  edge.  But  some  Northern 
k  shareholders  aren't  happy 
■Virgin's  plans  to  raise  half  the 


takeover  price  by  selling  them  new 
shares  at  a  discount. 


HSBC'S  BIG  BAILOUT 

Europe's  biggest  bank  appar- 
ently has  decided  to  go  it  alone. 
Shunning,  at  least  for  now,  the 
"super  SIV"  fund  being  set  up  by 
Citigroup  and  other  U.S.  institu- 
tions, HSBC  on  Nov.  26  said 
it  will  bail  out  two  structured 
investment  vehicles  it  sponsored. 
The  bank  will  absorb  $45  billion 
in  assets  from  Cullinan  Finance 
and  Asscher  Finance  onto  its  own 
balance  sheet  to  avoid  a  fire  sale. 
Then  it'll  gradually  shut  down  the 
funds,  which  like  many  SIVs  have 
been  hammered  by  the  subprime 
crisis  because  panicked  investors 
won't  put  up  the  short-term  cash 
the  funds  require. 


A  NEW  INVESTMENT  FRONTIER 

Don't  look  now,  but  sub-Saharan 
Africa,  the  planet's  poorest  and 
most  underdeveloped  swath,  is 
drawing  record  investor  money. 
Wall  Street,  hedge  funds,  and  pri- 
vate equity  shops  are  swarming  in 
to  power  a  growth  spurt,  which  for 
the  first  time  in  decades  is  giving 
rise  to  a  nascent  consumer  class. 
Risks  abound,  and  the  planes 
and  lights  don't  always  work.  But 
there  is  growing  evidence  that  an 
enlightened  pursuit  of  profit  can 
bring  real  gains  for  Africans— dis- 
crediting the  theory  that  aid  alone 
is  the  way  to  tackle  the  continent's 
chronic  ills. 

I  BW  iPAGE  046  "Can  greed  save 
Africa?" 


VERIZON'S  ABOUT-FACE 

Verizon  Wireless,  longtime  poster 
child  for  cellular  networks  closed 
to  "unauthorized"  devices  and 
services,  is  making  an  abrupt 
shift.  The  No.  2  U.S.  mobile  carrier 
said  on  Nov.  27  that  it  will  let  any 
company  create  hardware  or  soft- 
ware for  use  on  Verizon's  network. 
Predicting  a  wave  of  innovation, 
Verizon  dismissed  suggestions  its 
switch  was  instigated  by  Apple's 


iPhone  or  a  Google-led  initiative 
to  storm  the  wireless  market  with 
"open"  devices.  Verizon  will  test 
every  gizmo  before  certifying  it, 
prompting  uncertainty  over  how 
exacting  that  process  might  be. 
The  company  also  said  little  about 
what  it  might  charge  customers  to 
use  alien  devices. 
I  BW  IPAGE  036  "Verizon  Wireless'  grand 
opening" 


CABLE  GUYS  WIN  FOR  NOW 

FCC  Chairman  Kevin  Martin  was 

left  swinging  in  the  wind  on  Nov. 
27  when  he  couldn't  muster  any 
support  for  a  controversial  report 
that  might  have  paved  the  way  for 
reregulating  cable  TV.  Martin,  a 
critic  of  industry  practices  as  anti- 
consumer,  hoped  to  get  the  FCC 
to  adopt  the  report,  which  showed 
that  cable  serves  more  than  70% 
of  the  country  and  has  signed  on 
more  than  70%  of  those  house- 
holds as  subscribers.  That  would 
be  enough  to  trigger  a  1 984  law 
that  allowed  for  federal  regulation. 
But  congressional  Republicans 
weighed  in  against  the  report,  and 
Martin  couldn't  win  backing  from 
two  Republicans  and  a  Demo- 
crat on  the  five-person  body.  A 
watered-down  plan  was  adopted 
to  let  cable  companies  supply  their 
own  market  figures. 


BLUE  CHRISTMAS? 

They  opened  earlier.  They  cut 
prices  deeper.  While  that  helped 
retailers  ring  up  strong  sales  the 
day  after  Thanksgiving,  momentum 
slowed  Saturday  and  Sunday.  The 
result:  Consumers,  pained  by  high- 
er gas  prices  and  a  slowing  econo- 
my, spent  an  estimated  $347  each 


Philadelphia 
store:  Verizon  is 
opening  the  doors 
to  its  wireless 
network 


Anticipated 
decline  in 
the  proper- 
ty values  of 
U.S.  homes 
through 
2008 

Data:  Global 
Insight 
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over  the  holiday  weekend,  down 
3.5%  from  a  year  ago,  the  National 
Retail  Federation  said.  Low-end 
stores  such  as  Wal-Mart  fared 
best  as  shoppers  traded  down. 
America's  Research  Group  fore- 
cast that  same-store  sales  would 
rise  by  just  2%  this  season,  the 
firm's  lowest  estimate  in  10  years. 
One  bright  spot:  Online  shoppers 
on  "Cyber  Monday"  spent  a  record 
$733  million,  up  21%  from  2006, 
reports  comScore. 
□  "Holiday  sales:  Less  cheer  in 
'07"  and  "Move  over,  Cyber  Monday" 
businessweek.com/magazine 


BEGONE,  BHP! 

Mining  giant  Rio  Tinto  appears  to 
figure  the  best  defense  is  a  good 
offense.  It  outlined  expansion 
plans  on  Nov.  26  as  part  of  its 
strategy  to  fend  off  rival  BHP  Billi- 
ton's  $1 52  billion  takeover  bid  that 
would  create  one  of  the  world's 
largest  companies.  Besides 
boosting  the  2007  shareholder 
dividend  by  30%,  London-based 
Rio  Tinto  announced  a  doubling  of 
iron  ore  production  by  201 8  and 
a  $563  million  move  to  develop 
diamond  holdings  in  Canada. 


BHP  remains  unfazed,  saying  it 
will  court  Rio's  shareholders  by 
dangling  a  multibillion-dollar  pay- 
out if  the  deal  goes  through. 


BROADCOM'S  OFFENSIVE 

The  wireless  chip  maker  continued 
to  dog  its  larger  rival  Qualcomm, 
saying  it  will  accept  a  $1 9.6 
million  federal  judgment  that 
Qualcomm  had  infringed  three  of 
its  patents.  Broadcom  decided 
against  seeking  a  new  trial  after 
the  judge  slashed  the  award  from 
$39.3  million.  Broadcom  is  win- 
ning elsewhere:  In  September,  a 
U.S.  appeals  court  let  an  antitrust 
case  against  Qualcomm  continue. 
And  Broadcom  has  stymied  efforts 
to  undercut  an  International  Trade 
Commission  ruling  that  imported 
cell  phones  contained  chips  that 
infringed  Broadcom  patents. 


NEW  YORK,  IPO  CAPITAL 

The  Big  Apple  reigns  once  again 
as  IPO  champion— at  least  when 
it  comes  to  total  dollars  raised. 
New  York  is  poised  to  pass 
London  for  the  first  time  in  three 
years,  with  a  total  of  $51 .3  billion, 


a  level  not  seen  since  the  bad  old 
days  of  dot-com  fever.  London  is 
just  ahead  in  number  of  deals.  But 
the  market  turmoil  may  be  starting 
to  bite:  In  the  two  weeks  prior  to 
Nov.  25,  1 1  companies  pulled  or 
postponed  their  IPOs  worldwide. 
□  FT.com 


RESTLESS  MARKETERS 

Chief  marketing  officers  have 
become  like  American  honeybees: 
They  keep  mysteriously  disap- 
pearing from  their  jobs.  CMOs 
have  moved  on  from  Home  Depot, 
Yahoo!,  Aflac,  Macy's,  and  Rite 
Aid  in  recent  weeks.  The  average 
tenure  of  CMOs  is  26  months, 
far  below  those  of  CEOs,  CFOs, 
and  ClOs.  All  this  at  a  time  when 
companies  such  as  Ford,  Dell,  and 
big  banks  all  say  marketing  and 
brand  value  has  never  been  more 
important. 

I BW  I  PAGE  63  "The  short  life  of  the  chief 
marketing  officer" 


SPOTLIGHT  ON  SAMSUNG 

The  heat  keeps  rising  under 
Samsung  Group,  South  Korea's 
largest  conglomerate.  On  Nov. 
27,  President  Roh  Moo  Hyun 
reluctantly  agreed  to  let  an 
independent  prosecutor  look  into 
allegations  by  former  Samsung 
attorney  Kim  Yong  Chul.  Samsung 
denies  his  claims  that  it  raised 
more  than  $200  million  in  slush 
funds  to  bribe  officials  and  that  it 


BIG  SPENDERS 

Global  advertising  outlays, 
2006,  in  billions 


Procter  &  Gamble 

$8.5 

Unilever 

$4.5 

General  Motors 

$3.4 

L'Oreal 

$3.1 

Toyota  Motor 

$2.9 

Data:  Advertising  Age 
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d  evidence  to  cover  up 
mes  designed  to  transfer 
ol  from  Chairman  Lee 
Hee  to  his  son. 


T'SLAMPERTUPTO? 

als  go,  it's  a  mini— but 
/  hold  a  clue  to  where 
laire  investor  Eddie 

ert  plans  to  take  Sears. 
)ig  chain  on  Nov.  26 
d  its  offer  for  Restoration 
ware  by  69%,  to  $269 
n,  topping  a  management 
V  the  struggling  home- 
shings  retailer.  The  move 
s  Lampert's  first  acqui- 
i  try  since  he  became 
s'  controlling  shareholder 
05,  raising  the  prospect 


ould  turn  Sears  into  an 
tment  vehicle.  Sears'  re- 
>usiness  has  proved  hard 
rn  around,  and  its  stock 
has  suffered.  But  some 
/sts  say  the  secretive 
pert  may  eye  Restoration 
new  store-within-store 
;ept,  much  as  he  has  suc- 
ifully  done  with  cataloger 
Is'  End. 


VTHE  CHINESE  SHOP 

la's  apparel  market  is  now 
hird-largest  in  the  world, 

the  U.S.  and  Japan.  But 
:Kinsey  study  suggests  it 

t  be  easy  for  global  retail- 


ers to  crack  with  their  usual 
strategies.  Among  the  find- 
ings: Chinese  consumers  tend 
to  wear  the  same  stuff  to  work, 
formal  occasions,  and  dates; 
they  aren't  much  impressed 
by  foreign  brands;  and  they 
tend  to  rely  heavily  on  price  to 
assess  an  item's  quality.  One 
suggestion  from  the  study  is 
that  foreign  companies  target 
young  urban  adults,  who  are 
far  more  open  to  products 
from  abroad. 
H  mckinsey.com 


WANTED:  CLEAN  ENERGY 

Google  will  spend  some  of  its 
green  on  green  research.  The 
search  king  said  on  Nov.  27 
that  it  would  pour  hundreds 
of  millions  of  dollars  in  com- 
ing years  into  studying  and 
stimulating  the  development 
of  solar,  wind,  and  geothermal 
energy  technologies  so  that 
they  can  generate  power  more 
cheaply  than  greenhouse-gas- 
belching  coal.  Google's  data 
centers  use  oodles  of  electric- 
ity. The  project,  funded  by  the 
company's  philanthropic  arm, 
aims  to  hire  up  to  30  research- 
ers next  year. 


WE'LL  SAVE  FOR  YOU 

401  (k)  retirement  plans  are 
starting  to  look  more  like  old- 
style  pension  plans  in  which 
the  company  makes  all  the 
decisions.  More  employers 
are  automatically  enrolling 
workers  in  their  401  (k)  plans 
and  putting  their  savings  and 
investments  on  autopilot. 
But  not  many  are  going  as 
far  as  Devon  Energy.  Rather 
than  relying  on  employees 
to  save,  Devon  plans  to 
save  for  them— by  contribut- 
ing as  much  as  22%  of  an 
employee's  pay  to  its  new 
"super"  401  (k).  The  company 
is  also  imposing  an  unusual 
degree  of  control  over  how 
its  contributions  are  invested 
by  requiring  employees  to  put 
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their  money  into  diversified  "target 

date"  funds. 

I BW I  PAG  E  78  "Redrawing  the  route  to 

retirement" 


IT'S  THE  NEUROSCIENCE 

Heaven  knows  advertisers  do  a 
ton  of  research.  But  are  they  look- 
ing in  the  wrong  places?  A  Har- 
vard Medical  School  prof  argues 
that  neuroscientists  have  learned  a 
lot  about  how  the  brain  works,  and 
thus  have  a  lot  to  teach  about  how 
to  create  positive  associations 
that  will  stick  in  the  memory  (and 
avoid  negative  ones);  how  context 
and  attention  filter  perception;  and 
how  mood  affects  desire.  For  ex- 
ample, those  ads  you  have  to  click 
on  before  entering  a  Web  site  may 
be  nastily  counterproductive. 
□  adage.com 


SLAM  DUNK  FOR  SARKO 

French  President  Nicolas  Sarkozy 

wrapped  up  a  state  visit  to  China 
on  Nov.  26  by  bringing  home 
mega-goodies.  Chinese  carri- 
ers ordered  1 60  Airbus  planes, 
worth  $17  billion  at  list  prices, 


Building  a  nuclear 
plant  in  China: 
France's  Areva 
just  won  a  huge 
contract 


"What  do  we  want?  Residuals! 
When  do  we  want  them?  Later!" 

SLOGAN  CHANTED  BY  PICKETING  SCREENWRITERS  IN  LOS  ANGELES 


while  nuclear  group  Areva  won  a 
nearly  $1  2  billion  contract  to  build 
advanced  reactors.  The  fine  print 
may  be  even  more  interesting: 
Areva  will  share  blueprints  that 
could  enable  the  Chinese  to  build 
their  own  reactors  later,  and  Air- 
bus will  build  narrow-body  planes 
at  a  new  Chinese  plant. 


NEW  FUEL  STANDARDS? 

At  press  time  on  Nov.  28,  con- 
gressional negotiators  haggling 
over  the  omnibus  energy  bill  were 
near  a  handshake  on  provisions 
that  would  require  automakers  to 
meet  a  fleetwide  fuel  economy 
standard  of  35  mpg  for  cars  and 
trucks  by  2020.  Until  now,  trucks 
and  SUVs  have  been  regarded  as 
a  breed  apart.  The  energy  bill  is 
also  expected  to  feature  incentives 
to  push  the  manufacture  and  pur- 


chase of  biofuel,  hybrid,  plug-in, 
and  clean  diesel  vehicles;  roll  back 
tax  breaks  for  oil  companies;  and 
make  it  more  cost-beneficial  to 
build  smaller  cars  in  the  U.S. 


FRANCHISE  NUT  CRUNCH 

Few  companies  have  cooked  up  a 
sweeter  image  than  Ben  &  Jerry's, 
the  ice  cream  chain  started  by  two 
ex-hippies  who  made  a  fetish  of 
using  local  ingredients  and  donat- 
ing to  good  causes.  But  some  an- 
gry franchisees  say  that  ever  since 
Unilever  bought  the  company  in 
2000,  their  lives  have  been  a  rocky 
road.  Some  are  suing,  claiming  the 
financial  projections  given  to  pro- 
spective owners  are  misleading 
and  that  they  aren't  given  enough 
support.  Ben  &  Jerry's  says  the 
complaints  have  no  merit. 
□  newsweek.com 
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To  understand 

a  Roth  IRA  you  need  a  Roth  Ph.D. 


False?  or  False? 


Saving  for  your  retirement  may  be  easier  than  you  think.  Bank  of  America  can  help  you 

understand  your  choices  and  the  benefits  of  each.  We've  helped  millions  prepare  for  their 

future  with  IRAs  and  a  variety  of  products.  We  can  do  the  same  for  you.  Just  log  onto 

bankofamerica.com/irachoices,  stop  by  a  banking  center  or  call  1.800.774.4724. 


Banc  of  America 
Investment  Services,  Inc. 


Bankof  America 

Bank  of  Opportunity"* 


RETIREMENT    with    BANK    of    AMERICA 


Bank  of  America  Corporation  ("Bank  of  America")  is  a  financial  holding  company  that,  through  its  subsidiaries  and  affiliated  companies,  provides  banking 
and  nonbanking  financial  services.  For  more  information  on  brokerage  IRAs  (non  FDIC-insured),  available  through  Banc  of  America  Investment  Services,  Inc.®, 
call  1.800.774.4724.  For  more  information  on  bank  IRAs  (FDIC-insured),  available  through  Bank  of  America,  N.A.,  visit  a  local  banking  center. 
Banking  products  are  provided  by  Bank  of  America,  N.A.,  Member  FDIC 
Investment  products  are  provided  by  Banc  of  America  Investment  Services,  Inc.®  and: 


Are  Not  FDIC  Insured 

May  Lose  Value 

Are  Not  Bank  Guaranteed 

Banc  of  America  Investment  Services,  Inc.  is  a  registered  broker-dealer,  member  FINRA  and  SIPC,  and  a  nonbank  subsidiary  of  Bank  of  America,  N.A. 
©  2007  Bank  of  America  Corporation. 
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THE  GREENBACK  ISN'T  A  GONER 

The  dollar  may  well  continue  to  decline,  but  that  doesn't  signal  a  long-term 
collapse  of  the  currency.  This  downdraft  is  cyclical,  not  structural 


Currency  traders  have  every  reason  to  be  down  on  the  dollar:  The  U.S.  economy  is  struggling,  while 
other  economies  are  holding  up.  The  Federal  Reserve  is  slashing  interest  rates,  yet  other  central  bar 
haven't  even  started  to  cut.  The  U.S.  has  heavy  international  debts  to  repay,  and  sentiment  toward  1 
currency  is  increasingly  negative.  Some  oil-exporting  nations  complain  that  their  dollar-based  rev 
enues  don't  stretch  as  far  in  the  global  marketplace  as  they  used  to,  and  everyone  from  supermodel: 


to  rappers  have  made  news  by  dissing 
the  dollar.  Has  the  greenback  fallen 
into  serious  trouble  ? 

Not  really.  The  U.S.  currency  will 
not  soon  lose  its  preeminence  in  the 
global  economy.  A  long-term  collapse 
would  require  a  complete  loss  of  faith 
in  the  future  of  the  U.S.  economy  and 
the  policies  that  guide  it,  such  that 
America  would  become  an  unattractive 
place  to  invest.  Abu  Dhabi's  $7.5  bil- 
lion infusion  into  capital -challenged 
Citigroup  on  Nov.  26  is  a  reminder 
that  there  is  still  lots  of  foreign  savings 
sloshing  around  seeking  good  invest- 
ments. That  deal  is  an  endorsement  of 
the  dollar's  long-run  worth. 

Right  now  the  greenback  is  doing 
just  what  economists  would  predict. 
Economic  growth  and  interest  rates 
favor  investments  in  other  currencies, 

FOREIGN  FINANCING 
HITS  A  POTHOLE 

BILUONS  OF  DOLLARS 


FOREIGN  NET  PURCHASES  OF 
U.S.  LONG-TERM  SECURITIES 

(THREE-MONTH 
MOVING  AVERAGES) 


05  06 

Data:  Treasury  Dept.,  Global  Insight 


and  the  dollar  must  be  low  enough  to 
attract  enough  foreigners  to  supply 
America's  huge  funding  needs. 

All  this  means  there  is  more  decline 
to  come,  but  keep  the  drop  in  perspec- 
tive. On  abroad,  trade -weighted  basis, 
the  greenback's  24%  swoon  since  early 
2002  has  been  from  an  unusually  high, 
overvalued  level.  The  U.S.  currency 
rose  72%  from  1992  to  2002,  and  it  is 
still  42%  above  the  1985  peak  when  it 
earned  the  name  superdollar. 

One  fundamental  is  turning  in  the 
right  direction.  The  U.S.'s  need  for 
foreign  capital,  reflected  in  the  cur- 
rent-account deficit,  is  easing.  That 
gap,  fueled  mainly  by  the  trade  deficit, 
has  shrunk  from  a  peak  of  6.8%  of 
gross  domestic  product  in  the  fourth 
quarter  of  2005  to  an  estimated  5.3% 
last  quarter,  and  it  will  shrink  further 
in  2008,  as  the  trade  gap  narrows. 

Still,  the  U.S.  has  a  huge  need  for 
foreign  funds  that  must  be  satisfied 
at  a  bad  time  for  the  economy  and  the 
financial  markets.  The  current -ac- 
count deficit  needs  some  $60  billion 
per  month  in  overseas  money.  That's 
why  the  sharp  slowdown  in  foreign 
inflows  in  August  and  September 
bears  watching  (chart).  Net  foreign 
purchases  of  U. S.  stocks  and  bonds 
rose  only  $26.4  billion  in  September, 
after  a  steep  $70.6  billion  plunge  in 
August,  as  market  turmoil  reduced  the 
appetite  for  U.S.  securities.  Purchases 
had  averaged  $80.4  billion  per  month 
from  January  to  July. 


The  September  rebound  partly 
reflects  foreigners'  confidence  in  tfr 
Federal  Reserve's  actions  to  restore 
market  calm.  However,  slower  inflcl 
will  place  added  downward  pressmi| 
on  the  dollar.  The  biggest  concern 
is  foreign  buying  of  U.S.  corporate . 
debt,  which  has  counter-balanced  !j 
large  portion  of  the  current -accoun 
deficit.  The  credit -market  troubles 
stemming  from  the  uncertain  value 
of  mortgage -related  asset-backed 
securities,  has  temporarily  damagei 
foreign  confidence  in  corporate  deb 
and  markets  remain  under  heavy 
stress.  By  Nov.  23,  yield  spreads 
between  corporate  bonds  and  no-r:i 
Treasuries  had  soared  well  past  the:* 
August -crisis  highs,  partly  reflectin 
companies'  yearend  funding  needs. 
The  U.S.  will  be  challenged  to  makei 
that  loss  of  financing  elsewhere,  sin 
equity  markets  remain  volatile. 

Clearly,  there  are  risks:  The  dollan 
fall  could  become  too  rapid,  which 
would  rattle  other  markets.  The  dro) 
could  also  push  up  U.S.  inflation.  It  I 
could  even  harm  growth  in  other 
exporting  economies,  as  stronger 
currencies  abroad  make  foreign -ma 
products  more  expensive  in  the  U.S. 
amid  sagging  U.S.  demand. 

Even  so,  the  current  dollar  down- 
draft  is  cyclical,  not  structural.  Aftei 
the  greenback  works  it  way  through 
this  soft  patch  in  the  business  cycle, 
there  is  every  reason  to  expect  it  to 
strengthen  again.  1  bw  1 
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•WHAT      OTHER      WATCH      HAS      A      3.3      MM      THICK 
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ALTH  CARE:  FOLLOWING 
E  INSURANCE  MONEY 

nes  Mehring/Charts  by  Ray  Vella 

.th  insurance  premiums  have  outpaced  inflation  for  more 
a  decade.  In  response,  employers  are  upping  the  share 
by  workers  and  offering  cheaper  plans.  Rising  premiums, 
ng  for  everything  from  doctors  to  paperwork,  are  a  reason 
he  high  uninsured  rate  among  working -age  Americans. 


oyee/ Employer  Medical  Care  Costs:  In  a  reversal,  employees'  medical 
ises  grew  faster  than  their  employers'  in  2007 

AL  PERCENT  CHANGE  IN  HEALTH  INSURANCE  COSTS* 

I 

EMPLOYEE 
I  EMPLOYER 


10  15 

ON  STANDARD  EMPLOYER-SPONSORED  PREFERRED  PROVIDER  ORGANIZATION  PLAN  FOR 
Y  OF  FOUR  AND  INCLUDES  CO-PAYS,  DEDUCTIBLES,  AND  CO-INSURANCE 


ige  Expense  to  Employers:  Public  and  private  employers  are  trying  to 
leir  medical-care  expenditures  per  worker  by  offering  health  savings 
ints,  which  let  employees  pay  for  medical  expenses  with  pretax  dollars 


H  SAVINGS  ACCOUNT  PLAN 


PREFERRED  PROVIDER  ORGANIZATION 


5,679  $7352 

m  m  Data:  Mercer 


Health-Care  Premium  Breakdown 

Administrative  costs  consume  1 1  %  of  private 
health-care  premiums 


HEALTH-CARE 
SERVICES 


ADMINISTRATIVE 
COSTS 


ADMINISTRATIVE 
COSTS 


•HOME  HEALTH  CARE,  NURSING  HOMES, 

MEDICAL  GOODS 
•REFLECTS  FOR-PROFIT  AND  NOT-FOR-PROFIT  INSURERS 

Data:  PricewaterhouseCoopers 


)  THE  UNINSURED  ARE 


working-age  people,  Hispanics,  and  noncitizens  are  the  most  likely  to  be  uninsured 

PERCENT  UNINSURED  IN  2006 
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Los  Angeles  is  at  the  heart  of 
America's  car  culture,  where  you 
find  everything  from  posh  Bentle; 
sedans  to  the  outlandishly  modifi 
creations  of  West  Coast  Customs 
LA-bred  fads  have  made  big  hits  of  both  the  miserly 
Toyota  Prius  and  the  profligate  Cadillac  Escalade.  In  a] 
BusinessWeek.com  Special  Report,  we  look  at  the  ne\| 
designs  companies  like  Mazda,  Audi,  and  GM  display 
at  the  recent  Los  Angeles  Auto  Show.  Take  a  peek  at  SI 
Nakamura's  remake  of  the  Nissan  GT-R  sports  car.  An 
in  a  podcast,  Ford's  design  chief, }  Mays,  discusses  the 
future  of  retro -inspired  styling.  Go  to  businessweek* 
com/go/07/autodesign  for  all  this  and  more,  i  BW I 
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HAPPY  HOLIDAYS? 

It's  shopping  season,  but  will 
retailers  ring  up  profits?  The  credit 
crunch  and  talk  of  recession  might 
keep  consumers  out  of  the  stores. 

ALL  MIXED  UP 

Forget  the  chef,  forget  the 
sommelier,  the  latest  addition  to  the 
staff  at  restaurants  these  days  is 
the  mixologist.  Creating  and  mixing 
cocktails  is  now  a  serious  business 
as  more  patrons  want  their  drinks 
paired  with  their  food. 


DON'T  GET  FRAMED 

Your  gift  list  might  include  a  dig] 
frame  this  year.  Are  they  all  pict 
perfect?  We  put  a  few  to  the  ten 

VIDEO  GAME  BUYER'S  GUIDt) 

The  gaming  wars  are  as  fierce ; 
ever.  We  take  a  look  at  pricing,  i 
add-ons,  and  what's  on  the  hori; 

Watch  our  weekly  program, 
BusinessWeek  TV.  To  see  video  clip 
find  your  local  station  and  airtime  i 
Zip  Code,  go  to  business weektv.co 
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Every  solution  is  unique. 

One-of-a-kind  products,  mass  produced.  It's  an  example  of  how 
some  companies  are  reinventing  themselves  in  an  effort  to  stay 
competitive.  Of  course,  as  they  change,  their  risks  change  too. 
It's  a  style  thing,  but  our  approach  to  helping  customers  with 
highly  specialised  needs  is  to  build  a  collaborative  relationship 
where  we  can  provide  customized  services.  Through  a 
Relationship  Leader  who  serves  as  a  single  point  of  entry,  you 
get  access  to  the  right  mix  of  industry  professionals,  insight  and 
insurance  solutions.  With  all  the  change  going  on,  it's  a  good  fit. 
www.zurichna.com/corporatebusiness 


Because  change  nappenz 


ZURICH 


id  States  coverages  are  underwritten  by  member  comp  h  in  North  America,  including  Zurich  American  Insurance  Company  Certain  coverages  not  available  in  all  states.  Some  coverages 

tten  on  a  non-admitted  basis  through  surplus  lines  brol  leering  services  are  provided  by  Zurich  Services  Corporation 


ARE  YOUR  GOLF  DREAMS 
COMING  UP  SHORT? 

or 

ARE  YOU  A  CARDMEMBER?5 


Cardmembers  who  love  golf  can  get  more  out  of  the  game  with  American  Express. 


We  understand  golf  is  more  than  just  a  game  —  it's  a  lifestyle.  And  we're  here  to  help  you  make  the  most  of  it.  That's 
why  American  Express  offers  exclusive  benefits,  only  for  Cardmembers,  tailored  specifically  for  golf  enthusiasts.  Like 
special  access  to  some  of  golf's  premier  events  such  as  the  U.S.  Open®  and  PGA  Championship,  customized  travel 
packages  lor  once-in-a-lifetime  golf  getaways,  and  instruction  by  PGA  Professionals.  So  no  matter  how  you  choose  to 
improve  your  game,  American  Express  is  committed  to  taking  you  further. 


To  get  the  Card  that  gets  you  more, 

visit  americanexpress.com/golf  I JSGA    _ 


>'\7/  %       American  Express  is  a  proud  corporate  partner 

[|PGA  : 

of  both  the  USGA  &  The  PGA  of  America. 


©2007  American  Express  Company  Some  Cards  require  enrollment  in  (he  Membership  Rewards"  program  and  payment  of  an  annual  program  fee.  Terms  and  conditions  may  vary 
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ENDAR 


Luxury 
homebuilder 
Toll  will  report 
first  loss 


OFI  CONFERENCE 

.3-4 

st  of  officials, 
ding  European 
tral  Bank  President 
-Claude  Trichet,  and 
orate  leaders  discuss 
ntegration  of  Euro- 
i  financial  markets  at 
Eurofi  think  tank's 
erence  in  Brussels. 

!0  ZONE  VITAL 
MS 

.  3,  4  a.m.  EST 
November  factory 
/ity  index  starts  off  a 
i  week  that  will  show 
the  region  is  coping 
a  strong  euro  and 
oil  prices.  October 
I  sales  and  November 
ice-sector  activity 
i  are  due  on  Dec.  5. 

BUSINESS 
IVITY 

.  3,  10  a.m.  EST 
Institute  for  Supply 
lagement's  November 
ufacturing  index  is 
fcast  to  fall,  indicating 
ther  slowdown  in 
>ut  growth.  A  Dec.  5 
report  is  expected  to 
n  a  deceleration  in 
ice-sector  activity. 


PHILLIPS-VAN  HEUSEN 

Dec.  3,  4  p.m.  EST 
The  apparel  company  is 
out  of  fashion  among 
investors.  Despite 
company  affirmations  that 
third-  and  fourth-quarter 
earnings  will  be  in  line 
with  analysts'  estimates, 
the  stock  is  off  more  than 
33%  since  June. 

CANADA  RATE  CUT? 

Dec.  4,  9  a.m.  EST 
Some  economists  expect 
the  Bank  of  Canada  to  cut 
interest  rates  by  a  quarter- 
point,  to  4.25%.  The 
economy  is  losing 
momentum,  especially  in 
manufacturing  and 
exports,  because  of  a 
soaring  Canadian  dollar 
and  tighter  credit  markets. 

AUSTRALIA'S 
ECONOMY  SLOWS 

Dec.  4,  7:30  p.m.  EST 
The  economy  hit  a  speed 
bump  in  the  third  quarter 
with  real  gross  domestic 
product  set  to  moderate. 
But  foreign  trade  and 
retail  sales,  released  on 
Dec.  3  and  Dec.  4, 
respectively,  should  point 
to  a  better  fourth  quarter. 


ART  BASEL 
MIAMI  BEACH 

Dec.  6-9 

The  companion  event  to 
Switzerland's  Art  Basel  is 
a  top  U.S.  art  show.  More 
than  200  art  galleries 
from  around  the  globe  will 
show  off  their  works. 

COVIDIEN 

Dec.  6,  8:30  a.m.  EST 
The  medical  products 
maker's  fiscal  fourth- 
quarter  results  will  show 
a  noncash  charge  of 
about  $255  million  from 
the  higher  materials  and 
energy  costs  faced  by  its 
retail  products  segment. 

TOLL  BROTHERS 

Dec.  6,  1  2  noon  EST 

The  housing  bust  is  hitting 
the  high  end  of  the 
market.  The  luxury 
homebuilder  will  report  its 
first  loss  ever,  for  the 
fiscal  fourth  quarter.  New 
sales  are  falling,  and 
purchase  cancellations  hit 
39%  in  the  past  quarter. 

NATIONAL 
SEMICONDUCTOR 

Dec.  6,  4  p.m.  EST 
The  chipmaker,  whose 
products  go  into  devices 
such  as  computers, 
wireless  handsets,  and 
LCD  monitors,  issues 
earnings  results  for  the 
fiscal  second  quarter. 
Weaker  consumer 
spending  could  crimp 
earnings  growth  in 
coming  quarters. 

U.S.  LABOR  MARKET 

Dec.  7,  8:30  a.m.  EST 
November  payrolls  are 
expected  to  show  a  tepid 
gain.  Businesses  tied  to 
housing  and  manufactur- 
ing probably  cut  jobs, 
while  hiring  in  other  areas 
was  likely  strong  enough 
to  keep  the  jobless  rate 
from  rising.  iBWi 
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special  offers  at  courses 
around  the  country. 


Purchase  tickets  to 
premier  championship 
events  like  the  U.S.  Open: 


Get  special  benefits 
and  instruction  with 
PGA  Professionals. 


Find  one-of-a-kind  golf 
getaways,  created  just 
for  Cardmembers. 


Enjoy  special  offers 
on  premium  golf 
equipment.  You  can 
even  use  Membership 
Rewards'  points. 


All  this  and  more.  ALL  IX  ONE  PLACE 
Online  at  americanexpress.com/goH 


ARE  YOU  A  CARDMEMBER?" 
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The  only  thing  standing  between  you  and  your 
new  LG  appliances  are  your  old  appliances. 
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When  was  the  last  time  you  felt  inspired  by  your  kitchen?  Inspired  to  host  a  party,  tackle  a  new  recip* 
or  just  sit  back  and  admire  the  view?  Perhaps  it's  time  to  experience  the  new  LG  Kitchen  Series.  It's  a 
collection  of  appliances  that  balances  elegant  design  with  a  luxurious  set  of  features.  The  French  Door 
refrigerator  boasts  auto-closing  doors  and  the  tallest  water  dispenser  available.  The  range 
offers  an  accelerated  preheat  time*  and  the  dishwasher  is  one  of  the  quietest  on 
the  market.  Isn't  ittirhevour  drpnm  utr-h^n  hor-^mo  w^nr  u;+r-hQ^?  irncA  i^r^k*     *Z. 
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3HINA:  IMPORTERS 
DON'T  ROCK  THE  BOAT 


iven  the  year's  much  publicized  problems 
ith  tainted  toys,  toxic  toothpaste,  and  faulty 
res  from  China,  you  might  expect  compa- 
res importing  Chinese  goods  to  be  eyeballing 
leir  suppliers.  Not  so.  In  a  recent  survey  of 
)me  big  consumer  product  manufacturers 
mducted  by  Smart  Cube,  a  Chicago  business 
iteiligence  firm,  80%  of  supply  chain  manag- 
s— including  those  in  the  electronics,  auto, 
id  toy  industries — said  they  feel  no  need  to 
iview  their  vendor  selection  and  other  pro- 
cures. Only  12%  of  the  executives  said  on-site 
ispectors  are  called  for.  While  some  managers 
id  say  they  planned  to  "be  more  cautious,"  most 


said  the  worst  thing  about  doing  business  with 
China  isn't  the  risk  of  poorly  made  or  dangerous 
goods.  It's  the  fear  that  Chinese  companies  will 
knock  off  their  products.  -David  Welch 


rs  A  CASH  cow, 

HARLIE  BROWN 


Charlie  Brown 
iristmas,  airing  on 
;c.  3,  continues  to 
ke  its  anticommer- 
al  message  to  the 
nk.  The  animated 
ecial,  first  shown 

■  CBS  in  1965,  has  been  aired  twice  a  year  on  ABC 
ice  2004.  Last  year  the  shows  pulled  21  mil- 
>n  viewers  and  $8.7  million  in  ad  sales,  reports 
^JS  Media  Intelligence.  That's  $218,000  for  a 
(-second  spot,  about  what  prime  time's  pricier 
ograms  get.  And  the  jazz  piano  soundtrack?  Still 
ailing.  Recorded  by  the  late  Vince  Guaraldi  on 
ntasy  Records,  it  went  multiplatinum  last  year, 
iving  sold  2  million -plus  copies  in  its  lifetime, 
t's  more  than  40  years  old,  but  new  generations 
tio  know  the  TV  special  find  the  CD  and  love  it " 
ys  Joel  Amsterdam,  spokesman  for  Concord 
usic  Group,  which  owns  Fantasy.  That's  staying 
>wer,  Charlie  Brown.  -Arik  Hesseldahl 


WELCOME  TO  ABU  DHABI.  YOU'RE  FIRED 


Add  a  touch  of  The  Donald  to  the 
booming  Abu  Dhabi  real  estate 
market ,  and  what  do  you  get  ? 
Plans  for  a  reality  TV  show.  The 
Hydra  Executives  is  the  brain- 
child of  Sulaiman  Al  Fahim, 
CEO  of  Abu  Dhabi-based  Hydra 
Properties.  Al  Fahim 
is  putting  millions 
into  the  program, 
to  be  produced  by 
Showtime  Inter- 
national, jointly 
owned  by  Viacom 
and  Dubai  Infin- 
ity TV.  Executive 
producer  Ziad  Batal 
also  wants  The  Hy- 
dra Executives  to  be 
shown  in  the  U.S. 

First  up  as  contes- 
tants on  the  show, 


to  be  launched  in  March,  2008: 
Teams  of  American  and  British 
entrepreneurs  who  will  be  set 
loose  on  local  projects  to  impress 
Al  Fahim,  known  for  building 
residential  high-rises.  In  2005 
a  Mideast  version  of  The  Ap- 
prentice failed 
to  make  it  to 
the  air.  But  that 
doesn't  faze 
Batal,  who  says 
The  Hydra  Exec- 
utives will  be  "a 
cut  above" the 
Trump  show. 
-Ronald  Grover 


Like  Trump, 
Hydra's  Al  Fahim 
will  judge  the 
contestants  in  the 
reality  show 
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LA-Z-BOY'S  RECLINING  POSITION 


A  pile  of  U.S.  economic  woes— weak  housing,  cheap  imports,  and  ner- 
vous consumers —has  landed  smack  in  the  lap  of  an  iconic  American 
brand:  La-Z-Boy.  In  mid-November  the  company  reported  that  sales 
for  the  latest  quarter  declined  almost  12%  from  the  previous  year,  to 
$365  million.  Earnings  came  in  at  a  measly  l<£  per  share,  down  from  6<£. 

With  up  to  25%  of  furniture  sales  linked 
to  the  housing  market,  La-Z-Boy  isn't 
the  only  U.S.  furniture  maker  in  an  un- 
comfortable position  these  days.  But  the 
company  has  been  hit  especially  hard  by 
imports  as  Chinese  manufacturers  push 
into  upholstered  furniture  once  thought 
to  be  too  expensive  to  ship. 

La-Z-Boy  is  trying  to  fight  back,  cut- 
ting costs,  restructuring,  and  updating  its 
product  mix.  But  in  a  Nov.  14  statement, 
CEO  Kurt  Darrow  said  that  economic  conditions  make  it  "difficult 
to  see  the  fruits  of  our  labor."  The  famous  brand  name  hasn't  helped 
much:  Customers  may  ask  for  a  "La-Z-Boy,"  says  Morgan  Keegan 
analyst  Laura  Champine,  but  many  use  the  term  generically,  content  to 
leave  the  store  with  any  recliner.  -Ben  Steverman 


GOT  4=30? 


Its  soaring  economy  has  given  China  a 
big  appetite  for  oil  and  other  commodi- 
ties. Now  add  milk  to  the  list.  Under  the 
old  centrally  planned  system,  milk  was  a 
luxury,  with  250  grams  costing  a  tenth  of 
an  average  monthly  income.  Today,  "as 
people's  living  standards  have  risen,  so  has 
demand  for  milk,"  says  Liu  Hailong,  CEO 
of  China  Milk,  which  operates  dairies  and 
breeds  Holsteins  in  Heilongjiang  prov- 
ince. At  the  country's  biggest  producer, 
China  Mengniu  Dairy  in  Inner  Mongolia, 
first  -half  2007  profits  were  up  41%  from 
the  year  before,  to  $64  million.  And  there's 
room  to  grow.  In  2006,  annual  per  capita 
milk  consumption  was  53  lb.,  reports  the 
China  Dairy  Yearbook.  While  that's  way  up 
from  11  lb.  a  decade  ago,  it's  low  compared 
with,  say,  the  U.S.  per  capita  figure:  181 
pounds,  or  21  gallons.  -Chi-Chu  Tschang 


A  PRETTY  PENNY  FOR  AR 
FROM  THE  MIDDLE  EAST  I 


The  latest  destination  for  the 
still  -  high  -  flying  contemporai  | 
art  market:  the  Middle  East. 
Paintings,  photographs,  and 
sculptures  by  Iranian  and  Arali 
artists  hit  records  this  fall  at 
the  big  auction  houses — bringi 
ing  a  total  of  $12.6  million  in  a, 
Christie's  International  sale  in 
Dubai.  The  top  seller:  a  paint 
ing  depicting  Koranic  texts  by 
Egyptian-born  Ahmed  Moust- 
fa.  It  went  for  $657,000,  doub1 
the  pre-auction  estimate.  At 
a  recent  Sotheby's  auction  in 
London,  a  painting  of  calli- 
graphic Arabic  letters  (above)  1 
Iranian  artist  Mohammad  Ehs 
fetched  $217,000  — again,  twic 
what  experts  predicted.  Inside 
say  prices  may  soon  rival  thosi 
of  contemporary  Chinese  and  i 
Indian  art,  which  ring  up  nine 
figure  total  sales  at  the  two  art ' 
houses.  What's  fueling  the  Mil 
east  art  market?  Mostly,  intere 
from  the  newly  rich  in  the  art- 
ists' home  nations,  says  Sandy 
Heller,  a  New  York  art  adviser 
whose  clients  include  hedge 
fund  manager  Steven  Cohen 
of  SAC  Capital  Advisors.  "The 
contemporary  art  market  rises 
with  the  luxury  goods  market,' 
Heller  says.  -Reenajana 
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Profiting  from 

Taiwan's  Biomedical 

New  Venture 


As  a  burgeoning  industry  dedicated 

to  human  health,  biomedical  science  is  here 

to  stay,  and  flourish,  in  Taiwan.  And  we  help 

investors  benefit  from  it.  Located  near  to  Hsinchu  Science 

Park  renowned  for  its  IT  and  semi-conductor  production,  with 

several  prestigious  universities  and  institutes  nearby,  Hsinchu  Biomedical 

Science  Park  gives  investors  an  easy  access  to  scientists,  technicians  and  other  technical  talents.  What 

makes  us  stand  aloof  from  others  is  our  medical  services  and  R&D  that  rank  top  in  Asia.  Clinical  trials  of 

quality  will  be  available  to  facilitate  development  of  medical  devices  and  drugs.  Millions  of  US  dollars  will  be 

channeled  into  this  ambitious  new  venture  by  the  government  each  year.  Last  but  not  least,  investors  are 

entitled  to  tax  exemption  and  other  incentives.  Contact  us  today  at  hbmsp@sipa.gov.tw 


Hsinchu  Biomedical  Science  Park  (38. i  hectares) 

O    Target  manufacturers:  New  biomedical  drugs  and  advanced 
medical  devices. 

O    Strategic  location:  30-minute  ride  to  the  int'l  airport,  to  Taipei 
or  Taichung.  Close  to  major  medical  centers. 

O    One-stop  service  for  registration  and  market  approval  of 
biomedical  products,  etc. 

O    Main  facilities:  Standard  plants,  biomedical  mass  production  center, 
incubation  center  for  startups  and  center  for  disease  control. 

O    All-around  supportive  R&D  service:  Verification  and  testing 
platforms  for  biomedical  products. 

O    Monthly  rent  at  US$  1 .7  per  square  meter. 


Science  Park  Administration 
Division  of  Investment  Service 

Tel: +886-3-57793 1 7 
Fax:  +886-3-5788028 


Hsinchu  Biomedical  Science  Park  Office 

Web  site:  www.hbmsp.sipa.gov.tw 

Tel:  +886-3-5009700   Fax:  +886-3-500970 1 

E-mail:  hbmsp@sipa.gov.tw 
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"AN  INSTANT  CLASSIC! 

Whether  you're  leading  change  or  changing 
your  life,  this  book  delivers." 

—Stephen  R.  Covey,  Author  of  The  7  Habits  of  Highly  Effective  People 


The  New  York  Times  Bestseller 
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N  PAUL  ON 
E  EVIL  FED, 
E  IRS,  AND 
VING  THE  BUCK 


At  72,  Ron  Paul  is  a  Web 
phenomenon.  His  campaign 
says  that  some  80%  of  the  $17 
million  raised  in  the  past  four 
quarters— including  about 
$4.3  million  in  one  October 
day— has  come  from  online 
»rters.  And  according  to  a  mid -November  poll,  the 
|>lican  Presidential  hopeful  is  gaining  ground  in  New 
ishire,  though  he's  still  in  single  digits.  Like  maverick 
dates  such  as  Howard  Dean  in  2004  and  Ross  Perot  in 
Paul  seems  to  connect  with  voters  hungry  for  unvar- 
I  positions.  Paul,  an  obstetrician  and  10 -term  con- 
nan  from  the  Texas  Gulf  Coast,  voted  against  the  war 
J  and  wants  the  troops  home  fast,  but  it's  his  economic 
that  are  the  most  radical:  He  detests  the  Fed  and  would 
h  the  IRS.  Paul  was  about  to  climb  on  a  plane  for  a 
aign  trip  to  South  Carolina  when  I  caught  up  with  him. 


MARIA  BARTIROMO 

As  President,  how  would  you  strengthen  the  economy? 

RON  PAUL 

The  most  important  thing  is  to  get  control  of  the  budget,  be- 
cause the  more  we  spend  and  the  higher  the  deficit,  the  more 
we  have  to  tax  and  borrow  and  inflate  the  currency— literally 
create  new  credit  to  buy  Treasury  bills.  We  need  to  restore 
confidence  in  the  dollar  before  [its  decline]  gets  out  of  con- 
trol. The  easiest  place  to  cut  spending  is  overseas  because 
it's  doing  so  much  harm  to  us,  undermining  our  national  de- 
fense and  ruining  our  budget.  I  would  start  saving  hundreds 
of  billions  of  dollars  by  giving  up  on  defending  the  American 
empire.  I'd  start  bringing  our  troops  home,  not  only  from 
the  Middle  East  but  from  Korea,  Japan,  and  Europe,  and  save 
enough  money  to  slash  the  deficit.  We  can  actually  pay  down 
the  national  debt  and  still  take  care  of  people  here  at  home. 
That  would  restore  a  lot  of  confidence. 
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What  is  the  most  important  change 
you  would  make  ? 

Aim  for  the  federal  government  to  im- 
mediately live  within  its  means,  to  take 
the  pressure  off  the  Fed  to  create  money. 


IF  WALL  STREET  LIKES  "FREE  MARKETS  AND  S0UI 


MONEY,  THEY'LL  LOVE  ME.  IF  THEY  LIKE  CREATING 


CREDIT  OUT  OF  THIN  AIR,  THEY'LL  SEE  ME  AS  A  THR 


And  that  means  what? 

Means  no  more  inflation.  If  the  Fed 

doesn't  create  money  out  of  thin  air— and  they  do  it  mostly 
to  accommodate  the  deficits— that  would  restore  the  sound- 
ness of  the  dollar  and  give  us  our  purchasing  power  back. 

But  as  President,  you're  supposed  to  be  independent 
from  the  Fed.  You  would  encourage  the  Fed  to  stop 
printing  money? 

You  know  this  idea  that  we  can  create  a  secret  bank  and  they 
manage  things  and  rarely  tell  us— or  Congress  or  the  Execu- 
tive Branch— what  they're  really  doing,  there's  a  problem 
there .  I  can't  even  go  to  a  monetary  policy  board  meeting  of 
the  Federal  Reserve,  and  I'm  on  the  Banking  Committee  of 
the  U.S.  Congress.  I  want  open  government,  and  certainly 
the  Fed  ought  to  be  open.  But  it's  an  institution  that  really 
shouldn't  exist.  [Its  financing]  allows  Big  Government  to  get 
bigger  without  being  responsible.  And  that's  why  we  have 
runaway  spending  for  both  warfare  and  welfare. 

Hasn't  the  Fed  been  effective  in  providing  liquidity  in 
the  current  credit  crisis? 

You're  right,  but  it's  sort  of  like  a  drug  addict.  The  drug  ad- 
dict demands  more  or  he's  going  to  have  convulsions.  The 
economy  would  have  a  convulsion  if  the  Fed  didn't  inject 
more  credit .  But  if  you  continue  to  do  that ,  the  problem  gets 
worse.  You  can't  solve  the  problem  of  monetary  inflation 
with  monetary  inflation.  These  circumstances  have  all  been 
created  by  our  government  and  the  Fed. 

How  was  the  recent  crisis  caused  by  our  government  ? 

It  was  astounding  that  you  could  get  a  mortgage  at  4%,  and 
this  was  all  due  to  the  Fed  creating  money  and  artificially 
lowering  rates,  which  gets  people  to  do  the  wrong  thing. 
Builders  do  the  wrong  thing,  and  people  borrow  money  and 
buy  houses  they  can't  afford. 

How  would  you  change  tax  policy? 

Ideally,  get  rid  of  the  income  tax.  In  the  meantime,  I'd  give 
huge  tax  credits  to  anybody  who  wanted  to  take  care  of  their 
own  medical  care.  I'd  give  tax  credits  for  all  educational 
benefits.  I'd  get  the  government  out  of  managing  education 
and  medicine.  And  do  it  by  changing  the  tax  code.  I  have  a 
bill  right  now  that  is  very  popular,  especially  for  people  who 
are  trying  to  work  their  way  through  college  or  who  are  hav- 
ing a  tough  time  making  ends  meet,  and  that  is  to  exempt 
all  taxes  on  tips.  People  who  have  a  first  job  or  a  second  job 
waiting  on  tables  and  doing  other  things,  they're  harassed 
by  government  rules  and  regulations,  and  sometimes  they 
have  to  pay  higher  taxes  than  the  tips  they  actually  receive. 
I'd  move  next  to  saying  no  taxes  on  anybody  who's  trying  to 
get  through  college.  Why  do  we  tax  them,  make  it  hard  for 


them,  then  give  them  grants?  It  doesn't  make  any  sens 


i> 


{ 


Who  are  your  economic  advisers? 

I  don't  have  any.  I  read  Austrian  economics,  which  I've 
doing  for  30  years.  So  my  advisers  have  been  [von]  Mis'  j 
Hayek  and  Sennholz. 

Do  you  consider  yourself  a  friend  or  a  foe  of  Wall  St 

If  they  believe  in  freedom,  free  markets,  and  sound  mo: 
they'll  love  me.  But  if  they  like  creating  credit  out  of  th: 
air,  they'll  see  me  as  a  threat.  I  was  one  of  three  people 
voted  against  Sarbanes  -  Oxley  because  I  thought  it  was 
detrimental  to  Wall  Street.  I'd  repeal  it. 


A 


A 


You  want  to  take  the  troops  out  of  Iraq,  but  what  abi 
Iran  ?  What  do  we  do  if  other  nations  turn  hostile  ? 

I'd  treat  them  something  like  what  we  did  with  the  Sov: 
was  called  to  military  duty  [as  a  U.S.  Air  Force  flight  sui 
in  the  '60s  when  they  were  in  Cuba,  and  they  had  40, Oi 
nuclear  weapons  and  intercontinental  ballistic  missiles 
we  didn't  have  to  fight  them.  We  didn't  have  to  invade  t 
country.  But  to  deal  with  terrorism,  we  can't  solve  the  p 
lem  if  we  don 't  understand  why  they  [  attack  us  ] .  And  I 
don't  come  because  we're  free  and  prosperous.  They  del 
go  after  Switzerland  and  Sweden  and  Canada.  They  cota  ' 
after  us  because  we've  occupied  their  land,  and  instead^  j| 
reversing  our  foreign  policy  after  9/11,  we  made  it  worsi 
invading  two  more  countries  and  then  threatening  a  thii  » 
Why  wouldn't  they  be  angry  at  us  ?  It  would  be  absolute1!  if 
bizarre  if  they  weren't.  We've  been  meddling  over  there 
more  than  50  years.  We  overthrew  a  democratically  elec 
government  in  Iran  in  1953;  we  were  Saddam  Hussein's 
and  encouraged  him  to  invade  Iran.  If  I  was  an  Iranian,  I 
annoyed  myself,  you  know.  So  we  need  to  change  our  pc 
and  I  think  we  would  reduce  the  danger. 

You  have  vehement  new  supporters.  What's  driving 
sudden  interest  in  your  candidacy? 

I  think  they're  sick  and  tired  of  what  they're  getting 
They've  lost  all  trust  and  faith  in  the  government.  The} 
believe  in  the  American  Dream,  and  they're  getting  a 
nightmare.  And  they're  rallying  behind  the  program  I'v 
been  working  on  for  30  years —defending  the  Constitu- 
tion, limited  government,  free  markets,  sound  money,  i 
self-reliance;  believing  people  can  take  care  of  themsel 
better  than  government  can.  The  nanny  state  doesn't  w 
the  police  state  doesn't  work,  and  neither  does  the  warl 
And  they  know  it.  1  bw  1 


Maria  Bartiromo  is  the  anchor  of  CNBC 's  Closing  Bell. 
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WEST  IN  MACEDONIA 


New  Business  Heaven  in  Europe 


jstment  Incentives 

ie  FEZs  and  Technology  Parks 

Jo  corporate  tax  for  1 0  years, 
0%  thereafter 

%  personal  income  tax  for  5  years, 
0%  thereafter 

Jo  VAT  and  customs  duties  for  export 
production 

ree  connection  to  piped  natural  gas, 
Hectricity,  water  and  sewage 

mmediate  access  to  main 
nternational  airport,  railroad  and 
Mtal  road  corridors 

pecial  incentives  for  leading 
Multinational  companies  to  include 
raining  costs  and  up  to  €500.000 
towards  building  costs 

tand  lease  for  up  to  75  years  at 
attractive  concessionary  rates 

benefit  package  for  eligible 
nvestors  will  be  approved 
within  10  business  days 


4th  REFORMER  IN  THE  WORLD 

World  Bank's  Doing  Business  2008  Report 


Advantages  For  Investing 
Outside  FEZs  and  Technology  Parks 

•  10%  corporate  tax* 

•  1 0%  personal  income  tax* 

•  0%  tax  on  reinvested  profit 

•  Free  access  to  large  market  -  650**  million 
customers 

•  Abundant  and  competitive  labour  with 
€370/month  average  gross  salary 

•  Fast  company  registration  -  4  hours 

•  Macroeconomic  stability  -  average  yearly 
inflation  below  2%  over  the  last  5  years 

•  Excellent  infrastructure 

•  EU  &  NATO  candidate  country 


Austria  ~  600mi 
Italy  ~750mi 
Germany  ~900mi 

Bulgarian  coast  line  -450mi 
Turkey  -  400mi 


Albanian  coast 
line~90mi 


Greek  coast  line  ~  60mi 


Greek  coast  line  ~  60m 


FREE  ECONOMIC  ZONES  -  FEZ 


O  TIDZ  -  Skopje 
©  TIDZ  •  Skopje  2 
O  TIDZ  -Tetovo 
O  TIDZ  -  Stip 


Skopje  •  TIDZ  Skopje  ~  6mi 
Skopje  -  TIDZ  Skopje  2  ~  6mi 
Skopje  -  TIDZ  Tetovo  ~  20mi 
Skopje  -TIDZ  Stip  ~50mi 


008. 1 2%  in  2007.  **Free Trade  Agreements  with  27  EU  and  1 3  other  European  countries. 
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Invest 

MACEDONIA 


For  more  information  visit:  www.investinmacedonia.com 
or  contact  us  at:  ++389  2  3100  1 1 1;  fax  ++389  2  3100  1 10 
e-mail:  fdi@investinmacedonia.com 
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HELP  MAY  BE 
ON  THE  WAY 


Skeptics  abound,  but  Hank  Paulson 
says  a  breakthrough  is  near  that 
could  rescue  troubled  homeowners 


By  Jane  Sasseen 

Passing  squall  or  supersized  economic 
blowout  ?  However  the  housing  and 
credit -market  upheavals  play  out,  they 
will  shape  the  legacy  of  Treasury  Secre- 
tary Henry  M.  Paulson  Jr.  From  the 
start,  he  has  tried  to  orchestrate  a 
private-sector-led  response  to  the 
wave  of  home  loan  defaults  and  price 
declines  under  way.  But 
progress  has  been  glacial. 

Yet  a  comprehensive 
program  may  be  within 
reach.  It  would  get  mort- 
gage lenders,  servicers,  and 
investors  to  help  eligible 
homeowners  to  renegotiate 
adjustable -rate  mortgages 
(ARMs)  that  will  reset  and 
become  far  more  expen- 
sive. "Well  before  the  end 
of  the  year,  we  will  have  a 
template — and  the  infra  - 
structure  in  place  to  make 
it  easier  to  handle  the  wave 
[of  resets]  that  is  com- 
ing at  us,"  he  said  in  an  interview  with 
BusinessWeek. 

The  problem  so  far:  Refinancing  re- 
lief has  largely  been  on  a  case-by-case 


Value  of  subprime 
mortgages  that  are 
expected  to  reset 
to  higher  interest 
rates  in  2008 

Data:  Banc  of  America 
Securities 


basis,  and  the  industry  has  been  unable 
to  agree  on  broad-based  criteria  that 
would  allow  it  to  quickly  evaluate  large 
pools  of  homeowners  based  on  their 
financial  standing.  As  things  stand 
now,  mortgage  servicers  have  adjusted 
just  l%  of  the  subprime  loans  on  which 
rates  reset  in  the  first  half  of  2007,  ac  - 
cording  to  Moody's  Investors  Service. 
Given  the  scale  of  the 
crisis,  and  the  complexity 
of  the  ownership  of  secu- 
ritized  mortgages,  only  a 
sweeping  plan  involving 
all  the  industry  players  is 
likely  to  prevent  a  wave 
of  foreclosures.  Paulson, 
who  was  scheduled  to 
meet  mortgage  leaders  on 
Nov.  29,  argues  that  a  deal 
could  go  a  long  way  toward 
easing  pressures.  He  says 
the  talks,  which  involve 
servicers  and  inves- 
tors covering  85%  of  the 
market,  will  give  rise  to  a 
far  speedier  and  standardized  method 
both  for  processing  such  workouts  and 
determining  who  might  be  eligible. 
Those  who  can  readily  pay  after  their 


resets  won't  qualify,  of  course.  Yet 
neither  will  those  who  don't  have  t 
financial  means  to  own  a  home  eve) 
ter  refinancing.  "We're  focusing  or 
middle  bucket,"  says  Paulson.  "We 
have  broad  agreement  on  criteria  tr 
will  make  it  easier  to  modify  mortg 
in  the  volumes  we  need." 

Some  sort  of  breakthrough  wouli 
be  welcome.  With  market  conditio: 
deteriorating  and  Wall  Street  fearfi 
that  recession  risks  are  rising,  critic 
are  asking  whether  the  Administrat 
needs  to  get  far  more  aggressive  in  i 
approach.  The  U.S.  stock  market  h£ 
been  in  manic-depressive  mode  foi 
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ics  on  recession  worries,  and  credit 
iitions  have  tightened. 
ixt  year,  without  a  better  mecha- 
i  for  home  loan  workouts,  the 
tgage  industry  turmoil  could  enter 
figerous  new  phase.  Through 
ember,  roughly  $45  billion  in  sub- 
le  ARMs  were  reset  each  quarter 
year,  according  to  Banc  of  America 
u"ities.  Starting  in  December,  and 
ugh  all  of  next  year,  that  will  jump 
1  average  of  $90  billion  a  quarter, 
lulson's  efforts,  if  successful, 
jid  build  on  a  similar  push  by  Sheila 
air,  head  of  the  Federal  Deposit 
ranee  Corp.  In  late  October,  she 


argued  that  mortgage 
servicers  and  lend- 
ers should  simply 
freeze  interest  rates 
on  resetting  ARMs  at 
the  initial  teaser  rate, 
often  around  7%  to  9%. 
That's  already  above 
the  mortgage  rates 
borrowers  with  good 
credit  pay.  To  qualify, 
borrowers  would  have 
to  live  in  the  homes — 
speculators  need  not 
apply-  and  be  current 
on  their  payments. 

So  far,  she  has  found 
one  taker:  On  Nov.  20, 
California  Governor 
Arnold  Schwarzeneg- 
ger announced  a  deal 
with  four  of  the  largest 
mortgage  lenders  in  the 
state  to  streamline  the 
loan-workout  process 
and  extend  for  at  least 
several  years  the  initial 
mortgage  rates  for 
struggling  subprime 
borrowers.  With  some 
500,000  loans  sched- 
uled to  reset  in  the 
state  over  the  next  two 
years,  California  of- 
ficials says  the  changes 
could  help  some 
100,000  homeowners. 

Some  complain  the 
feds  haven't  done  as 
much  as  they  could. 
Yale  University  econo- 
mist Robert  J.  Shiller 
and  Clinton -era  Treasury  Secretary 
Lawrence  H.  Summers,  who  both  warn 
that  the  U.S.  housing  market  could 
face  price  declines  of  25%  to  30%  in 
the  next  several  years,  have  recently 
criticized  what  they  see  as  a  too  -timid 
response  to  the  crisis.  Shiller  says: 
"When  someone's  in  the  emergency 
room,  you've  got  to  give  them  care 
right  away."brea 

Shiller  thinks  personal  bankruptcy 
laws  should  be  modified  to  make  it 
easier  for  troubled  borrowers  to  stay 
in  their  homes.  Summers  argues  that 
more  is  needed  to  keep  money  flowing 
to  creditworthy  home  buyers,  using 


the  Federal  Housing  Administration, 
Freddie  Mac,  and  Fannie  Mae— huge 
government -chartered  entities  that 
buy  mortgages  and  package  them 
into  securities.  He  suggests  that  the 
government  may  even  need  to  provide 
loans  directly,  or  extend  tax  breaks  to 
stretched  families. 

Paulson  says  his  team  is  anything 
but  timid.  "We  are  examining  all  public 
policy  ideas,"  he  says.  "We  are  being 
aggressive,  and  our  thinking  continues 
to  evolve  as  we  learn  more." 

REALISTIC  VALUES 

Shiller  and  others  believe  more  could 
be  done  through  the  FHA.  Already, 
the  Bush  Administration  has  backed 
a  program  to  let  the  agency  expand 
its  loan  guarantees  to  some  subprime 
buyers  able  to  refinance  their  loans.  But 
Alex  J.  Pollock,  formerly  head  of  the 
Federal  Home  Loan  Bank  of  Chicago 
and  now  at  the  conservative  American 
Enterprise  Institute  (AEI),  says  the  FHA 
could  take  on  a  larger  role  in  helping 
to  ease  pressures  on  subprime  buyers 
whose  homes  are  now  worth  less  than 
their  mortgages. 

Pollock  argues  that  the  FHA  should 
insure  the  refinancing  of  such  mort  - 
gages  at  more  realistic  new  prices,  with 
Fannie  or  Freddie  then  buying  the  new 
loans  from  the  mortgage  lender.  "What 
you  want  is  a  place  where  the  borrower 
comes  out  ahead  based  on  the  cur- 
rent value  of  the  home,  and  the  lender 
comes  out  ahead  compared  with  fore- 
closure," he  says.  This  will  "prevent  the 
bust  from  going  into  a  self- reinforcing 
downward  cycle." 

A  severe  housing  bust  is  a  scenario 
unacceptable  to  Paulson  and  the  Bush 
Administration,  though  there  is  deep 
aversion  among  some  free -market 
purists  for  anything  that  smells  like  a 
bailout.  "This  is  what  happens  when 
people  make  imprudent  decisions," 
says  Peter  J.  Wallison,  a  Reagan-era 
Treasury  official  now  at  the  AEI.  He 
doesn't  think  the  government  can  do 
much  more  to  head  off  a  housing -led 
recession  than  continue  to  cut  inter- 
est rates.  But  in  the  face  of  worsening 
economic  conditions,  that  is  a  view 
Paulson  doesn't  embrace.  1 BW 1 

-With  Dawn  Kopecki  and 
Christopher  Palmer i 
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THIS  DISASTER 
WAS  GUARANTEED 

Money-back  assurances  on  subprime-linked 
securities  are  costing  some  leading  banks  billions 


By  David  Henry 

Although  refund  policies  have  long 
been  standard  practice  for  retailers, 
they've  rarely  been  given  for  financial 
investments — and  for  good  reason. 

A  closer  look  at  the  mortgage  melt  - 
down  reveals  Citigroup  and  other  big 
banks  offered  a  type  of  money-back 
guarantee  to  buyers  of  nearly  $100 
billion  of  subprime  mortgage  -  linked 
securities,  according  to  a  BusinessWeek 
analysis.  Incredibly  risky  in  retrospect, 
the  refund  policies  were  critical  in  the 
banks'  push  to  keep  a  steady  stream 
of  money  coming  in  during  the  peak 
years  of  the  housing  market  from  2004 
to  2006.  But  the  myopic  decision  has 
been  a  central  cause  of  the  billions  in 
losses  that  some  banks  are  now  report  - 


ing.  Citi,  which  declined 
to  comment,  announced 
on  Nov.  5  that  it  was  on 
the  hook  for  $25  billion 
worth  of  such  deals. 

The  refunds  are  em- 
blematic of  the  "What, 
me  worry?"  attitude  that 
permeated  the  hous  - 
ing  market.  Everyone 
involved,  from  banks  to 
borrowers  to  investors, 
convinced  themselves 
they  were  taking  little,  if 
any,  risk. 

For  the  investors,  at 
least,  it  was  free  money. 
In  an  effort  to  attract 
money-market  funds— a 
new  group  of  buyers  for 
subprime-related  securi- 
ties—banks started  put- 
ting guarantees  on  some 
products  a  few  years  ago. 
The  deal  appealed  to  the 
target  audience,  a  con- 
servative group  seeking  higher  yields 

at  low  risk.  After  all,  it  was  a  no-lose 

situation.  The  funds  didn't 

have  to  worry  if  the  under- 
lying mortgages  started  to 

look  shaky  since  the  banks 

agreed  to  pay  back  the 

investment  plus  interest, 

with  few  exceptions. 
At  the  same  time, 

the  banks  convinced 

themselves  that  it  was 

a  low-risk  proposition. 

They  figured  the  securities 

would  at  least  maintain 

their  value.  And  even  if  the 

investments  did  stumble 

modestly,  the  losses  would 

be  minimal  and  affect  only 


Approximate 
amount  of 
subprime-linked 
investments  that 
offered  a  money- 
back  guarantee. 

Data:  Bus/nessWee/c 


the  lowest  tier  of  investments.  So 
banks  never  figured  they'd  have  tc 
make  good  on  the  refunds.  "It  sou 
like  there  was  so  much  hubris  tha: 
thought  something  bad  couldn't  1 
pen,"  says  Jack  T.  Ciesielski,  publi 
of  The  Analysts'  Accounting  Obsei 
The  refund  policies  came  at  a  pi 
juncture  in  the  housing  market— t 
point  at  which  the  boom  turned  in 
bubble.  They  allowed  the  banks  to 
into  a  new  pool  of  money,  which  ir 
attracted  more  money  from  player 
ready  in  the  game,  such  as  hedge  fi 

HIDDEN  LIABILITIES 

Here's  how  it  happened.  Money- 
market  funds  eagerly  bought  up  t 
short-term  debt  associated  with 
subprime-linked  securities  know 
as  collateralized  debt  obligations 
(CDOs).  The  refund  policies,  techi 
cally  known  as  "liquidity  puts,"  w 
crucial.  For  instance,  they  allowe* 
credit  rating  agencies  to  bestow  0 
the  investments  the  same  grade  fl 
gave  the  banks  that  backed  them.- 
reassured  the  funds. 

The  CDO  managers  then  used  tr 
borrowed  money  to  fund  their  pur 
chases;  it  was  a  cheap  way  to  lever.1 
the  portfolio.  Hedge  funds  salivate 
over  that  strategy,  pouring  billionsi 
more  into  CDOs.  For  example,  two 
Stearns  hedge  funds  now  in  bank- 
ruptcy relied  on  guarantees  from  C 
to  raise  $10  billion  from  money-mi 
investors  for  three  CDOs  brand-mi 
Klio,  according  to  documents  revi(> 
by  BusinessWeek.  It  was  all  part  of 
massive  machine  that  pumped  mo< 
than  $1  trillion  into  the 
housing  market. 

In  the  aftermath,  an: 
lysts  are  increasingly  v 
ried  about  banks'  hidd 
commitments  on  every 
thing  from  credit  -  care 
debt  to  corporate  loan: 
Warned  Goldman  Sac! 
analyst  William  F.  Tan 
in  his  Nov.  19  report 
on  Citi,  which  rated  th 
stock  a  sell:  "Other  off 
balance-sheet  items  c< 
be  lurking."  ibwi 
-With  Matthew  Goldstt 
New  York 
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Hamsters  spend  their  lives  running  in  place. 


They'll  never  get  where  they  want  to  be. 

But  you  can.  With  proven  performance  management  software  from  SAS. 

www.sas.com/hamsters 


* 


THE 
POWER 
TO  KNOW 


028 


FORECLOSURES: 
NOT  SO  FAST 

Court  rulings  may  make  it  tougher  for  holders  of 
mortgage-backed  securities  to  take  back  the  keys 


By  Michael  Orey 

In  the  world  of  real  estate,  foreclosure 
has  long  been  the  ultimate  sanction— a 
kind  of  capital  punishment  for  the 
borrower  gone  bad.  But  some  foreclo- 
sures are  now  facing  legal  challenges 
that  threaten  to  delay  or  even  derail 
the  proceedings.  That  could  spell  more 
trouble  for  both  lenders  and  investors 
in  the  giant  market  for  mortgage  - 
backed  securities. 

The  notion  that  large  numbers  of 
homes  across  the  country  might  one 
day  have  to  be  seized  as  security  for 
mortgage  loans  seemed  preposterous 
during  the  go  -  go  days  of  the  recent 
housing -market  boom.  As  Wall  Street 
collected  millions  of  mortgages  into 
giant  securitization  pools,  one  of  the 
key  legal  procedures  for  transferring 
ownership  of  the  loans  appears  to  have 
been  often  ignored.  At  a  minimum  this 
lapse  could  impose  extra  costs  on  the 
mortgage  industry  when  it  can  ill  af- 
ford it.  At  the  maximum  it  could  open 
mortgage  investors  to  an  obscure  legal 
attack  by  homeowners  that  in  some 
cases  could  block  foreclosure. 

The  problem  stems  from  a  shortcut 
that  many  players  in  the  fast -moving 


securitization  business  have  used  in 
recent  years.  Normally,  when  a  loan  is 
sold,  a  simple  document  is  prepared 
showing  that  the  debt  and  any  collat- 
eral attached  to  it  has  been  transferred 
to  the  purchaser.  That  piece  of  paper  is 


MISSING  LINK 


A  BANK  issues  a  loan 
to  a  home  buyer  and 
takes  a  mortgage  tc 
secure  the  property  as 
collateral.  Eventually 
the  bank  sells  lots 
of  its  mortgages  to 
Wall  Street,  where 
they  are  bundled 
into  a  pool  to  be  turned 
into  securities. 


In  packaging  mortgages  as  securities,  Wall  Street  often  neglected  to  do 
the  legal  paperwork  needed  to  show  ownership 


AN  INVESTMENT 

BANK  sets  up  a  pool, 
containing  hundreds 
of  loans,  which  are 
deposited  in  a  trust. 
But  sometimes  the 
legal  documents 
showing  transfer  of 
the  mortgages  to 
the  trust  are  not 
completed. 


INVESTORS  buy 

bonds  issued  by 
the  trust.  Mortgage 
payments  by 
homeowners  create  a 
revenue  stream 
for  bond  payments. 
If  a  homeowner  de- 
faults, a  trustee 
representing  investors 
can  seek  foreclosure. 


called  an  assignment.  But  in  buying 
thousands  of  mortgages  at  a  time, 
Wall  Street  commonly  skips  this  st< 
which  requires  separate  paperwork 
each  loan.  Instead,  the  industry  cus 
tomarily  relies  on  a  lengthy  contrac 
known  as  a  pooling -and -servicing 
agreement  (PSA)  to  spell  out  arrang : 
ments  for  all  of  the  loans  in  a  pool.  1 
as  some  recent  court  rulings  indica 
PSA  may  not  be  good  enough  when 
comes  time  to  foreclose. 

The  problem  dre' 
attention  in  an  Oct. 
decision  by  Clevela 
federal  judge  Chris 
topher  A.  Boyko,  wl 
tossed  out  14  fore- 
closure cases  filed  t 
Deutsche  Bank 
National  Trust  on 
behalf  of  mortgage 
investors.  Under 
a  PSA,  mortgages 
purchased  from  hoi 
owners  are  transfer 
to  a  specially  create 
trust,  which  then  se- 
bonds  to  pension 
funds,  mutual  fund, 
and  insurance  com-i 
panies.  But  without! 
any  formal  assign- 
ment of  the  mortga, 
to  the  trust,  Boyko 
said  Deutsche  Bankl 
couldn't  show  it  hat 
the  ownership  required  to  initiate 
foreclosure.  Four  other  Ohio  judges 
have  since  dismissed  dozens  of  fore 
closure  cases  brought  by  other  trust 
on  similar  grounds.  A  Deutsche  Ban 
spokesman  says  the  bank  simply 

served  as  a  trustee  ( 
the  trust  and  had  nt 
ownership  interest 
the  properties. 

In  the  wake  of  thi 
Boyko  ruling,  whicl 
came  as  a  surprise  t 
Wall  Street,  mortga 
industry  represent? 
fives  said  it  would  b 
easy  for  players  sue 
as  Deutsche  Bank  t( 
the  technical  probk- 
and  resume  foreclo: 
ing  on  homes.  That 


COURTS  are  now 

starting  to  ask  for 
proof  that  the  party 
seeking  foreclosure 
has  in  fact  been 
assigned  ownership 
of  the  mortgage. 
That  is  forcing 
mortgage  servicers  to 
assemble  the  required 
documentation. 
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For  John  Stadter,  it  was  his  fledgling  telecom  company's  only  shot.  For  the 
residents  of  the  tiny  town  of  Bandon,  it  was  a  chance  to  finally  put  their 
community  back  on  the  business  map.  But  bringing  the  country's  fastest 
broadband  connection  to  the  remote  coast  of  Oregon  is  as  daunting  as  it 
sounds.  Watch  how  Hitachi's  pioneering  GPON  technology  helps  make  it 
look  easy  in  America's  first  2.5  gigabit-connected  town. 
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may  be  true ,  but  these  added  steps 
will  introduce  costly  delays  and  ad- 
ditional fees  to  the  foreclosure  process. 
Lawyers  will  have  to  draft  assignment 
documents,  paralegals  will  have  to  get 
them  signed  and  recorded,  and  filing 
fees  will  have  to  be  paid.  "These  deals 
operate  on  very,  very  thin  margins," 
notes  Joseph  R.  Mason,  a  finance  pro- 
fessor at  Drexel  University  in  Phila- 
delphia. Even  an  extra  dollar  a  loan,  he 
says,  is  "a  huge  cost." 

There  also  could  be  a  more  trou- 
bling consequence  for  investors,  says 
Kathleen  C.  Engel,  a  professor  at 
Cleveland -Marshall  College  of  Law. 
Players  in  the  secondary  market  for 
mortgages  rely  on  an  obscure  but  criti- 
cal legal  theory— known  as  the  "holder 
in  due  course"  doctrine— to  insulate 
themselves  from  problems  with  the 
underlying  loans. 

Under  the  doctrine,  a  homeowner 
who  believes  that  a  lender  deceived 
him  about  the  terms  of  a  loan  can't 
press  such  claims  against  the 
purchaser  of  a  mortgage,  such  as 
a  mortgage -backed  securities  trust. 
The  holder -in -due -course  doc- 
trine protects  pension  funds  and  the 
like  from  having  to  worry  about  any 
misbehavior  by  home  lenders— and 
thereby  greases  the  wheels  for  the 
whole  mortgage -securities  market. 
But  it's  a  different  story  if,  as  appears 
to  be  common  practice,  the  trust  waits 
to  complete  paperwork  transferring  a 
loan  until  after  it  goes  into  default.  In 
that  case,  the  holder -in -due -course 
protection  evaporates,  and  anybody 
who  tries  to  foreclose  could  face 
defenses  from  the  borrower  that  he  or 
she  was  lied  to  when  seeking  a  loan. 

For  investors  in  mortgage  securi- 
ties, this  nightmare  scenario  has  not 
played  out  yet.  But  suddenly  it  seems 
a  lot  more  plausible  than  it  did  just  a 
few  months  ago.  Foreclosure  is  turning 
out  to  be  trickier  than  many  on  Wall 
Street  anticipated.  Observes  David  D. 
Dowd  Jr.,  a  federal  judge  in  Akron  who 
joined  colleagues  in  trying  to  stream- 
line the  process  for  handling  fore- 
closures when  the  housing  bust  hit: 
"I  think  they  liked  the  procedure  we 
set  up — until  we  s  tarted  asking  nasty 
questions  about  whether  they  actually 
own  the  note."  ibwi 


A  DARK  HORSE 
AT  CITI 

Dealmaker  and  diplomat  Michael  Klein  is  generating; 
buzz  that  he  could  be  a  candidate  for  CEO 


Klein  played 
a  key  role  in 
landing 
$7.5  billion 
from  Abu  Dhab 


By  Mara  Der  Hovanesian 

Citigroup's  Michael  S.  Klein  is  the  em- 
battled bank's  consummate  dealmaker. 
With  deep  ties  in  the  Middle  East,  the 
44  -year  -  old  chairman  and  co  -  chief 
executive  of  markets  and  banking  was 
instrumental  in  securing  a  $7.5  billion 
cash  infusion  from  Abu  Dhabi  Invest- 
ment Authority  in  late  November. 
"Klein's  the  ultimate  relationship 
man,"  says  a  private  equity  player 
familiar  with  the  situation.  "He  did  the 
deal  in  a  phone  call." 

Klein  is  part  of  a  core  group  of  top 
executives,  including  Chairman  Robert 
E.  Rubin,  Chief  Financial  Officer  Gary 
Crittenden,  and  interim  CEO  Sir  Win 
Bischoff ,  who  have  spent  the  past 
month  or  so  calming  worried  inves- 
tors and  clients  around  the  globe.  In 
the  days  leading  up  to  the  resignation 
of  Chief  Executive  Charles  O.  Prince, 
Klein  accompanied  former  Citi  boss 
Sanford  I.  Weill  on  the  corporate  jet  to 
Riyadh  to  help  ease  tensions  with  Citi's 
second-biggest  shareholder,  Saudi 
Prince  Alwaleed  bin  Talal. 

His  new  role  is  generating  buzz  that 
he's  a  dark-horse  candidate  for  the  top 


job,  even  thouj 
his  boss,  Vikra 
Pandit,  is  also 
considered  a  a 
tender.  "I  don' 
think  Vikram's 
arrival  has  don 
anything  to  dis 
suade  Michael 
that  he  could  b 
the  next  leader 
at  Citigroup," 
says  an  execu- 
tive at  a  rival  fir 
who  worked  W 
Klein  at  Salomi 
Brothers.  Klein  was  in  the  Middle 
East  at  press  time  and  unavailable  fit 
comment. 

Starting  at  Salomon  in  1985,  whicl 
Citi  bought  12  years  later,  Klein  work 
his  way  up  the  investment  banking 
ranks.  In  1999,  he  took  over  the  Euro' 
pean  investment  banking  operations. 
There  he  gained  prominence  for  mel 
ing  the  disparate  cultures  of  Schrode 
and  Citi,  which  bought  the  staid  Brit 
merchant  bank  in  2000. 

As  co-head  of  Citi's  investment 
banking  efforts,  he  courted  hedge  fui 
and  private  equity  titans,  forging  strc 
alliances  with  Kohlberg  Kravis  Robei 
and  Blackstone  Group.  Klein's  conne 
tions  landed  Citi  a  major  advising  rol 
in  the  largest  buyout  so  far,  the  Oct.  1 
sale  of  TXU  to  a  consortium  led  by  Kl 
Klein,  however,  lacks  experience 
in  retail  banking.  Subprime  losses 
aside,  Citi's  biggest  headache  is  figi 
ing  out  how  to  revive  its  consumer 
banking  and  credit  -  card  businesses 
which  make  up  more  than  half  of  th 
company's  profits.  Even  so,  his  role 
the  Abu  Dhabi  deal  has  upped  his  vi 
ibility  at  Citi.  1  bw  1 
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Some  airlines  run  ads  that  talk  to  business  travelers. 
We're  running  an  ad  that  says 


1. 


to  them. 


INTRODUCING  A  WHOLE  NEW,  BETTER  BOARDING  PROCESS 

It's  a  calmer,  more  relaxed  way  to  board.  There  is  no  need  to  line  up  early  because 
your  boarding  pass  number  holds  your  place  in  line.  So  you  are  free  to  work, 
relax,  or  do  whatever. 


2.  INTRODUCING  SOUTHWEST  AIRLINES9  BUSINESS  SELECT 

You  deserve  Southwest  Airlines  Business  Select.  For  just  a  little  extra,  you  can  be 
part  of  the  select  group  that's  guaranteed  to  be  one  of  the  first  to  board  and  get 
a  free  drink  and  extra  Rapid  Rewards" credit.  Plus,  your  fare  is  fully  refundable. 

3.  INTRODUCING  MORE  NONSTOP  FLIGHTS  FOR  YOUR  NONSTOP  BUSINESS 

Fly  long  without  the  stops.  Southwest  offers  over  3,400  daily  nonstop  flights, 
which  lets  you  fly  nonstop  to  more  places  you  do  business. 
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PETRODOLLARS 
ON  WALL  STREET 

Firms  squeezed  by  the  credit  crisis  are  looking  like 
bargains  to  Gulf  states'  sovereign  wealth  funds 


By  Stanley  Reed 

The  Abu  Dhabi  Investment  Authority's 
$7.5  billion  investment  in  Citigroup 
ramps  up  the  Wall  Street  shopping 
spree  by  the  Gulf  states'  sovereign 
wealth  funds.  With  oil  testing  $100  a 
barrel,  these  investment  behemoths 
are  sitting  on  $1  trillion-plus  in  capital. 
They  need  to  recycle  these  petrodol- 
lars, and  Western  financial  institutions 
that  have  suffered  big  earnings  hits  and 


market  value  declines  look  like  low- 
hanging  fruit. 

Sovereign  wealth  funds  from  the 
Middle  East  and  Asia  have  invested 
$37  billion  in  Western  banks,  stock 
exchanges,  hedge  funds,  and  private 
equity  outfits  in  the  past  eight  months 
alone,  figures  Huw  Van  Steenis,  a  bank- 
ing analyst  in  London  with  Morgan 
Stanley.  They've  also  poured  money 
into  Middle  Eastern  and  Asian  banks. 
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Selling— and 
buying:  Citi's  Re 
Rubin  and  Dubc 
Mohammed  bin 
Rashid  al  Maktc 


Until  Citi,  the 
Gulf  funds  largely 
shied  away  from 
mainstream  Wall 
Street,  preferring 
slices  of  hedge  funds  and  private  eqE 
shops.  Among  the  most  prominent  I 
deals:  Mubadala,  an  Abu  Dhabi  Inve 
ment  Authority  offshoot,  took  a  7.5I 
stake  in  Carlyle  Group  in  May  for  $1. 
billion,  and  Dubai  International  Cat 
paid  $1.1  billion  for  10%  of  hedge  fid 
Och-Ziff  Capital  Management  in 
October.  U.S.  and  European  banks  ai 
brokerages  hammered  by  the  global 
credit  crisis  may  seem  like  risky  beti 
now,  but  Gulf  investors  are  taking  th 
long  view.  "These  financial  instituti 
may  be  in  for  a  squeeze  today,  but  th 
are  high-quality,"  says  Arif  Naqvi,  C 
of  Dubai  private  equity  firm  Abraaj 
Capital.  Nor  are  U.S.  authorities  likd 
to  try  to  block  such  investments,  prfl 
vided  they  are  transparent  and  don'l 
involve  majority  control.  1 BW 1 
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ANNOUNCED       ■  DEAL  VALUE  IN  BILLIONS  OF  DOLLARS 


HSBC* 


<3%      Dubai  International       May  2007 
Capital 


Deutsche  Bank        2.2%     Dubai  International      May  2007 
Financial  Center 


OMX  (Nordic  stock      28.4%    Borse  Dubai 
market  operator) 


Aug.  2007 


London  Stock         20.4%    Dubai  Group 
Exchange 


Sept.  2007 


Carlyle  Group 

7.5%      Mubadala                    Sept.  2007 
(Abu  Dhabi) 

London  Stock          1 4.9%    Qatar  Investment         Sept.  2007 
Exchange                              Authority 

Och-Ziff  Capital 
Management 

9.9%     Dubai  International      Oct.  2007 
Capital 

Citibank 

4.9%      Abu  Dhabi  Invest-        Nov.  2007 
ment  Authority 

"Estimate,  value  of  deal  was  not  disclosed  Data:  Morgan  Stanley,  Dealogic 
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SIZING  UP 
THE  DEALS 

The  eight  largest  purchases 
of  Western  financial 
assets  by  Gulf  funds  since 
January,  2006 


Sony  recommends  Windows  Vista*  Business 


It  hurts  to  know  she  wants  to  get  her  hands 
on  your  VAIOt  not  you. 

With  its  beautifully  designed  carbon  fiber  body  and  ergonomic  raised  keyboard,  the  Sony  VAIO  TZ  may  be  the  worlds 
first  professional  notebook  that's  as  pleasing  to  the  touch  as  to  the  eye.  And  with  integrated  wireless  wide  area  network 
(WAN)  technology*  that  lets  you  connect  virtually  anywhere  the  Sprint1"  Mobile  Broadband  network  is  available,  your 
notebook  becomes  all  the  more  desirable  Which  may  become  a  liability  should  you  want  to  bring  an  alluring  stranger's 
attention  back  around  to  you. 

Visit  sony.com/sprint  for  details  on  how  to  receive  a  complimentary  month  of  Sprint  Mobile  Broadband  service  when 
you  activate  your  account.** 
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RUSSIAN  LABOR 
RAISES  ITS  VOICE 

A  walkout  at  a  Ford  plant  near  St.  Petersburg  may 
herald  a  new  era  of  union  activism 


By  Jason  Bush 

Despite  what  its  propagandists  might 
have  had  you  believe,  the  old  So- 
viet Union  wasn't  much  of  a  workers' 
paradise.  Strikes  were  crimes  against 
the  state,  and  trade  unions  did  little  to 
benefit  the  proletariat.  Even  in  post- 
Communist  times,  Russian  workers 
haven't  really  organized,  and  strikes 
have  been  rare.  But  a  walkout  at  Ford 
Motor's  St.  Petersburg  plant  may  her- 
ald a  new  era  of  labor  activism. 

In  recent  months,  an  increasingly 
vocal  and  self-confident  Russian 
labor  movement  has  emerged.  St. 


Petersburg's  dockworkers  and  drivers 
for  that  city's  branch  of  the  Russian 
national  postal  service  both  briefly 
walked  off  their  jobs  this  fall.  In  the 
spring,  workers  at  a  Coca-Cola  bot- 
tling plant  in  St.  Petersburg  picketed 
for  higher  wages,  and  unions  called  for 
a  work  slowdown  at  the  local  Heineken 


Wages  can't  keep  up  with  steep  inflation. 
Meanwhile,  an  oil-rich  boom  has  led  to  a 
tight  job  market— and  greater  labor  clout 


brewery,  though  the  company  says 
protest  had  little  effect. 

Why  now?  In  many  respects  Rus- 
sian workers  have  never  been  better 
off,  with  average  real  wages  rising  al 
a  double-digit  pace  since  2000.  Bu 
inflation  is  expected  to  hit  11%  this  j 
and  the  oil -fueled  economic  boom] 
made  for  a  tight  job  market,  increas 
ing  labor's  muscle.  With  ever  more 
wealth  on  show,  meanwhile,  worker 
have  higher  expectations.  "They  se< 
that  profits  are  rising,  managers'  pa 
is  rising,  but  wages  aren't  rising  to 
compensate  for  inflation,"  says  Kari 
Kleman,  head  of  the  Institute  for  Cc 
lective  Action,  a  pro -union  think  ta:  I 
in  Moscow.  )  a 

The  biggest  action  to  date  is  at  Fo  i: 
Workers  at  the  factory  making  Focu  a 
sedans  have  been  on  strike  since  Net: 
20,  demanding  payti 
hikes  of  up  to  35%.  £1 
Ford  Russia  Chief  ft 
Executive  Theo  Str  1: 
issued  a  statement 
calling  the  union's 
mands  "excessive  £ 


The  delete  buttor 
for  that  voice  in 
your  head. 


******* 


Ham  Bbi6op- 


I  alistic,"  but  said  he's  open  to  talks 
1 2  workers  call  off  the  strike.  While 
lactory's  average  monthly  wage  of 
I)  is  60%  higher  than  the  national 
En,  it's  "mere  kopecks"  compared 
I  Ford's  Russian  sales,  says  union 
I  Alexei  Etmanov.  "They  pay  us  like 
il  bitants  of  the  Third  World,  and 
luild  a  high-quality  car  that  makes 
>l  profits,"  he  says. 
I  manov  is  part  of  a  generation  of 


grassroots  activists  who  are  breathing 
new  life  into  Russian  trade  unionism. 
The  34-year-old  welder  bypassed  a 
national  labor  group  affiliated  with 
the  ruling  party  to  found  the  Ford 
union.  He  convinced  two-thirds  of  the 
factory's  workers  to  join  it,  then  spear- 
headed a  series  of  industrial  actions 
that  have  led  to  the  establishment  of 
chapters  in  other  major  auto  plants. 
The  reaction  to  the  new  labor  activ- 


NEWS 


Ford  Russia  ism  is  mixed.  Nearly 

says  it's  willing        40%  0f  Russians 

to  negotiate  if  disapprove  of  unions, 

workers  call  off  ,      .,, 

their  strike  compared  with  22% 

who  approve  of  them 
(the  balance  had  no  opinion),  ac- 
cording to  the  Russia  Public  Opinion 
Research  Center.  Companies,  mean- 
while, have  done  what  they  can  to  rein 
in  unions.  Automaker  AvtoVAZ  and  oil 
company  Surgutneftegaz,  for  instance, 
have  fired  labor  activists,  saying  the 
workers  hadn't  done  their  jobs.  Unions 
are  contesting  the  dismissals. 

Ford  has  so  far  been  easier  on  strik- 
ers. A  one  -  day  walkout  in  February, 
for  instance,  led  to  a  pay  increase  of 
14% -20%  and  more  holidays.  It's 
not  by  chance  that  the  new  activism 
has  coincided  with  the  arrival  of  big 
foreign  investors  such  as  Ford.  They're 
being  targeted,  says  Evgeny  Reyzman, 
a  labor  lawyer  at  Baker  &  McKenzie  in 
Moscow,  because  Russian  employers 
are  more  likely  to  crack  down  on  union 
activism.  "They're  taking  advantage  of 
the  fact,"  Reyzman  says,  "that  [foreign] 
companies  are  law-abiding."  ibwi 
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It's  loudest  just  after  you've  rolled  out  a  new  strategy. 

You  worry,  "Will  all  departments  follow  through?  Will  they  hit  their  numbers?  Will  I  be  able  to  tell 
before  it's  too  late?"  This  wondering  if  everyone's  on  the  same  page  can  drive  you  a  little  crazy. 

Unless  you  have  Cognos.  We  are  the  experts  in  performance  management,  providing  a  single,  purpose- 
built  software  platform  with  all  performance  management  capabilities.  So  you  know  your  employees 
have  what  they  need  to  support  the  company's  goals  —  both  financial  and  operational.  And  you'll  have 
an  accurate,  timely  view  of  their  progress  against  those  goals.  With  17  years  of  proven  performance 
management  experience,  across  86  of  the  Fortune  100,  we  know  how  to  help  you  succeed. 

There  really  is  no  better  way  to  silence  that  nagging  voice  in  your  head. 

Proceed  with  confidence.™  To  find  out  more,  visit  www.cognos.com/deletebutton  today. 


Copyright  ©  2007  Cognos  Incorporated.  All  rights  reserved. 
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VERIZON  WIRELESS' 
GRAND  OPENING 

The  cell-phone  provider's  decision  to  open  its  network 
is  surprising,  but  it  may  have  been  inevitable 


ing.  But  it  will  clearly  be  usage-bas 
If  I  check  in  once  a  month,  I  don't  v  | 
to  be  saddled  with  a  monthly  charg 
Another  thing  that's  striking:  Un 
recently  few  phone  company  officii  j  I 
would  concede  that  a  closed  systen  (  \ 
hobbled  innovation.  Now,  McAdan  ' 
sees  openness  as  a  way  to  spark  nev  i 
products  and  services:  "We  can  onl  i ' 
make  a  limited  number  of  bets.  Thi:  k 
gives  us  the  ability  to  tap  into  every  ) 
novative  mind  out  there  in  the  cour 


By  Spencer  E.  Ante  and  Bruce  Meyerson 

Imagine  Fidel  Castro  embracing 
capitalism.  Or  Starbucks  swearing  off 
caffeine.  That's  the  kind  of  ideological 
U-turn  that  Verizon  Wireless  pulled 
on  Nov.  27  when  the  company  said  it 
would  let  consumers  use  a  broader 
range  of  cell  phones  and  features  on  its 
wireless  network. 

Verizon  had  built  the  most  profit- 
able U.S.  wireless  business  by  tightly 
controlling  the  devices  and  programs, 
such  as  games  and  maps,  that  could 
operate  on  its  network.  How  tightly? 
The  examples  are  legendary,  but  just 
this  summer  Verizon  disabled  the  GPS 
navigation  capability  built  into  a  Black - 
Berry  device;  in  November  it  intro- 
duced its  own  similar  service.  Now  it's 
possible  to  imagine  a  future  BlackBerry 
running  on  the  Verizon  network  with 
rich,  location-based  services  from 
Google  and  many  other  players. 

The  move  to  a  more  open  model 
reflects  a  shift  that  has  been  playing  out 
in  wireless  over  the  past  two  years.  Tech 
giants  such  as  Google,  Apple,  Nokia, 
and  scores  of  other  companies  that  de- 
velop wireless  applications  have  been 
battering  the  so-called  walled  gardens 
of  the  wireless  network  operators, 
demanding  the  right  to  offer  their  own 
services.  Verizon  chose  to  join  rather 
than  keep  fighting.  "If  this  is  where  the 
tide  is  going,  Verizon  is  going  to  grab  a 
surfboard,"  says  Banc  of  America  Secu- 
rities analyst  David  Barden. 

Verizon  executives  portray  the  move 


"If  this  is  where  the  tide  is  going," 
says  one  analyst,  "Verizon  is  going  to 
grab  a  surfboard" 
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as  a  hard-headed  business  decision. 
Over  the  past  few  months,  Verizon 
Wireless  CEO  and  President  Lowell  C. 
McAdam  has  championed  the  radical 
new  policy  within  the  company.  Pri- 
vately, Verizon  officials  have  expressed 
concern  over  the  huge  cost  of  servicing 
the  company's  64  million  subscribers. 
For  customers  who  bring  their  own 
devices  to  an  open  network,  Verizon 
won't  handle  questions  about  glitchy 
handsets  or  programs.  Yet  it  stands  to 
gain  from  cell  and  data 
fees  paid  by  those  new 
customers.  How  much 
isn't  clear  yet,  but 
McAdam  says  Verizon 
will  be  flexible:  "The 
market  will  drive  pric- 


DEFENSIVEMANEUV! 

It's  also  a  shrewd  de 
sive  maneuver.  Veri: 
had  lobbied  unsuc - 
cessfully  to  prevent    \ 
federal  government 
from  requiring  buye 
the  upcoming  Janua 
spectrum  auction  tc  b 
support  any  device  ( j " 
feature  (page  76).  N( 
that  Verizon  Wirele; 
has  joined  the  open- 
access  camp,  it's  fre< 
to  try  to  grab  some  0 
those  radio  waves  to  - 
expand  its  business. .  * 
Still,  that's  unlikely 
deter  Google  from  it1 
own  multibiHion-do 
bid  to  create  a  netwc 
"It  doesn't  change  o 
thinking  on  the  auct 
one  bit,"  says  Googlei 
spokesman  Adam 
Kovacevich. 
Verizon's  new  policy  won't  result  "Jit 
huge  changes  for  consumers  immed 
ately.  Verizon  will  need  to  test  any  n I 
device  before  letting  it  on  its  netwoi 
And  the  degree  of  openness  will  hin: 
on  how  difficult  Verizon  makes  it  foi  f 
products  to  get  a  green  light.  Colum 
Law  School  professor  Timothy  Wu, 
a  leading  proponent  of  wireless  opei 
access,  points  out  that  the  old  Baby 
phone  companies  often  used  testing 
as  a  way  to  control  their  networks.  I 
can  become  a  black  hole  from  which 
products  never  emerge,"  says  Wu. 

AT&T,  meanwhile,  says  it  has  no 
plans  to  ape  Verizon's  move.  But  wit  A 
the  wireless  wall  coming  down,  it  m 
not  be  singing  the  same  tune  a  year 
from  now.  1  bw  1 
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New  Orleans,  LA  - 1  meter 


Hollywood,  FL  - 1  meter 


menca: 

ROWHERE  TO  HIDE 

ilem:  One-Meter  Sea  Level  Rise  and  Rising... 

[53%  of  its  population  living  along  the  coast,  the  US  is  at  serious  risk  of  sea  level  rise  induced  by 
warming.  Beginning  with  just  one  meter,  many  coastal  cities  and  towns  will  be  inundated1 ,  resulting 
istrophic  property  loss  with  large  population  and  business  disruptions  and  economic  hardship. 

->r  cities  are  not  immune;  many  will  be  inundated  with  evacuees.  Hurricane  Katrina  affected 
itire  country.  The  number  of  sea  level  rise  evacuees  will  be  staggering  by  comparison. 


■  Cities  shown  •  Proposed  coal  plants  (locations  approximate) 

D  Additional  cities  available  at     CI  Katrina  evacuee  destinations  by  county 
v.  arc  hi  lecture  2030. org  Source:  FEMA,  Census  Bureau 
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ition:  No  More  Coal 

stop  coal,  we  stop  global  warming. 

is  the  only  fossil  fuel  that  can  push  the  planet  to  irreversible  ice  sheet  melt  and  rapid  sea  level 
The  US  has  151  new  coal  plants  in  development2  that  will  add  billions  of  tons  of  C02  to  our 
sphere,  making  it  virtually  impossible  to  avert  dangerous  climate  change. 

lling  for  a  moratorium  on  new  conventional  coal  plants,  and  gradually  phasing  out  the  600  existing 
,  we  decrease  CO2  emissions  while  allowing  time  to  retrain  coal  workers  for  healthier  jobs. 

in  meet  our  energy  needs  without  coal. 

fcngs  use  76%  of  all  the  electrical  energy  produced  at  coal  plants.  By  implementing  The  2030 
lenge3  to  reduce  fossil  fuel  energy  use  of  new  and  renovated  buildings  by  a  minimum  of  50%,  we 
le  the  need  for  new  coal  plants.  By  reducing  fossil  fuel  energy  use  of  new  buildings  to  carbon 
lal  by  2030,  and  by  using  renewable  energy,  we  negate  the  need  for  existing  coal  plants. 

e  there,  done  that. 

Ian  1 1-year  period  (1973  to  1983),  the  US  built  30  billion  square  feet  of  new  buildings,  added  35 
§>n  new  vehicles  and  increased  real  GDP  by  over  one  trillion  dollars  while  decreasing  its  energy 
\mption  and  C02  emissions.  This  was  accomplished  with  increased  efficiency  and  cost-effective, 
liy  available,  off-the-shelf  materials,  equipment  and  technology.  We  have  what  we  need. 

-  Take  Back  Our  Nation's  Future  - 

DEMAND  A  MORATORIUM  ON  COAL 
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I  maps  available  at  wwwarchitecture2030.org.  Maps  are  based  on  UDAR  data  and  USGS  1 0m  NED.  Maps  are  illustrative,  areas  in  blue-green  depict  various  potential  inundation  scenarios.  Map  accuracy  is  dependant  on  the  accuracy  of  the  geospatial  data. 

>nt  investment  in  the  coal  industry  is  in  the  billions.  These  costs,  as  well  as  the  environmental  and  health  costs  associated  with  mining  and  burning  coal,  are  not  factored  into  the  price  of  coal  by  those  who  claim  it  is  cheap. 

Challenge  issued  by  Architecture  2030  has  been  adopted  and  supported  by  the  US  Conference  of  Mayors,  American  Institute  of  Architects,  US  Green  Building  Council  and  the  International  Council  for  Local  Environmental  Initiatives,  among  many  others. 

Issued  by:  The  2030  Research  Center  of  2030,  Inc.  /  Architecture  2030      info@architecture2030.org      www.architecture2030.org 
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Higher  education  is  increasingly  a  tale 
of  two  worlds,  with  elite  schools  getting 
richer  and  buying  up  all  the  talent 


only  fitting  that  Whitman  College,  Princeton's  new  student  residence, 
lamed  for  eBay  CEO  Meg  Whitman,  because  it's  a  billionaire's  mansion 
he  form  of  a  dorm.  After  Whitman  (Class  of  '77)  pledged  $30  million, 
Tiinistrators  tore  up  their  budget  and  gave  architect  Demetri  Porphyrios 
tual  carte  blanche.  Each  student  room  has  triple -glazed 
hogany  casement  windows  made  of  leaded  glass.  The  Norman  Foster, 
dng  hall  boasts  a  35 -foot  ceiling  gabled  in  oak  and  a  "state     Stanford's  "Bio-x" 

facilities  cost 

he  art  servery."  By  the  time  the  10  -building  complex  in     $140  million 


r  i 
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the  Collegiate  Gothic  style  opened  in 
August,  it  had  cost  Princeton  $136  mil- 
lion, or  $272,000  for  each  of  the  500 
undergraduates  who  will  live  there. 

Whitman  College's  extravagance 
epitomizes  the  fabulous  prosperity  of 
America's  top  tier  of  private  univer- 
sities. Princeton  and  its  "Ivy  Plus"  peers  (the  seven  other 
members  of  the  Ivy  League,  plus  Stanford  University  and 
Massachusetts  Institute  of  Technology)  have  long  flourished 
as  elite  institutions,  both  socially  and  academically.  Increas- 
ingly, though,  their  predominance  is  defined  by  the  great 
magnitude  of  their  wealth  relative  to  their  modest  size  and  to 
the  rest  of  the  higher  -  ed  universe .  The  gilding  of  the  Ivies  of- 
fers a  striking  manifestation  of  the  contemporary  American 
tendency  of  the  rich  to  get  much  richer. 

Fancifying  campus  living  isn't  the  half  of  it.  The  Ivy  Plus 
schools  also  are  investing  huge  sums  to  enlarge  their  cen- 
tral role  in  research.  Harvard,  Columbia,  and  the  University 
of  Pennsylvania  are  developing  whole  new  science -centric 
campuses,  and  Yale  just  acquired  one  ready-made,  buying  a 
30 -building  complex  from  pharmaceutical  giant  Bayer.  The 
schools  are  adding  more  top-notch  faculty  members  and 
shrinking  class  sizes.  And  they  are  increasing  financial  aid 
outlays  for  lower-income  students  who  otherwise  couldn't 
afford  to  attend. 

The  question  of  whether  all  this  spending  is  a  good  thing 
defies  easy  answers.  Gold-plating  new  dorms  raises  issues  of 
taste  and  donor  ego.  More  than  before,  impressionable  stu- 
dents and  ambitious  parents  have  come  to  view  college  as  a 
form  of  conspicuous  consumption.  But  there's  no  evidence 
that  the  tilt  toward  super-luxury  on  some  campuses  has  hurt 


EVEN  THE  MOST  PRESTIGIOUS  PUBLIC  UNIVERSITIEJ 
ARE  STRUGGLING  WITH  RISING  ENROLLMENTS 
AND  FLAT  STATE  FUNDING  FOR  HIGHER  ED 


THE  IVY  PLUS:  AMERICA'S  RICHEST  UNIVERSITIES 


ENDOWMENT      GIFTS  RAISED       ENROLLMENT 
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Data:  BusinessWeek,  US,  News  &  World  Report,  Yale  Book  of  Numbers  and  all  10  Ivy  Plus  schools 


the  quality  of  Ivy  Plus  education.  Smaller  classes  draw  u 
versal  applause.  Graduation  rates  remain  impressive, ; 
products  of  the  Ivy  Plus  schools  continue  to  ascend  to  lead 
ship  positions  in  business,  science,  the  arts,  and  politics. 
However,  the  increasingly  plush  Ivy  Plus  model  casts  i 
sharp  relief  the  travails  of  America's  public  institution: 
higher  learning,  which  educate  75%  of  the  country's  coll 
students.  While  the  Ivies,  which  account  for  less  than  \c/ 
the  total,  lift  their  spending  into  the  stratosphere,  many  pi 
lie  colleges  and  universities  are  struggling  to  cope  with  ris 
enrollments  in  an  era  when  most  states  are  devoting  a  dw* 
dling  share  of  their  budgets  to  higher  ed.  "Policymakers  se 
to  have  concluded  that  flat  funding  is  all  that  public  hig, 
education  can  expect  from  the  state,"  says  Ronald  G.  Ehri! 
berg,  an  economist  who  directs  Cornell  University's  Hig. 
Education  Research  Institute. 

STEALING  STARS 

The  Ivies  cannot  fairly  be  blamed  for  public  education's 
nancial  predicament ,  but  they  certainly  are  exploiting  it .  E1 
the  most  prestigious  of  public  universities  are  increasini 
hard-pressed  to  repulse  richly  financed  Ivy  Plus  raiding  s 
ties  seeking  to  steal  distinguished  faculty  members  and  th 
research  grants.  Public  schools  are  being  drained  for  the  be 
efit  of  the  ultra-elite,  says  Robert  J.  Birgeneau,  chancello 
the  University  of  California  at  Berket 
"The  further  you  project  into  the  fuW 
the  more  frightening  it  becomes." 

It's  unlikely  that  more  money  has  e  1 
been  lavished  on  the  education  of  so  t 
Even  as  Ivy  Plus  budgets  have  spiral 
upward,  the  schools'  enrollments  h. 
barely  budged.  From  the  1997-98  an 
demic  year  through  2006-07,  gradu 
enrollment  at  the  10  institutions  incl 
up  by  10%,  to  55,708,  while  the  num 
of  undergraduates  actually  fell  by  1 .4 
to  68,492. 

Meanwhile,  the  wealth  gap  betwt 
the  Ivies  and  everyone  else  has  net 
been  wider.  The  $5.7  billion  in  inve 
ment  gains  generated  by  Harvard's  ( 
dowment  for  the  year  that  ended  Ji 
30  exceeded  the  total  endowment  i 
sets  of  all  but  six  U.S.  universities,  i  f 
of  which  were  Ivy  Plus:  Yale,  Stanfo 
Princeton,  MIT,  and  Columbia.  ] 
dominance  extends  to  fund-raising  r 
mere  10  schools  accounted  for  half  1 
growth  in  donations  to  all  U.S.  collej 
and  universities  last  year.  All  of  the  I 
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on  the  list  were  Ivies,  led  by  Stanford,  which  set  a  record 
ugher  education  in  2006,  collecting  $911  million  in  gifts, 
uring  2006-07,  the  Ivy  "Big  Three  "-Harvard,  Yale,  and 
ceton— collectively  spent  $6.5  billion  on  operations,  up 
100%  from  a  decade  ago.  This  was  more  than  double  the 
average  budget  increase  for  all  U.  S.  colleges  and  universi- 
over  this  period  and  quadruple  the  26%  rise  in  the  con- 
er  price  index.  The  Big  Three  sank  a  further  $1.2  billion 
new  construction  and  other  capital  spending  last  year. 
e  is  wealthier  now,  so  we  can  add  resources  in  almost 
y  dimension,"  says  its  president,  Richard  C.  Levin, 
le  benefits  of  the  Ivies'  surge  in  prosperity  range  all 
ss  campus,  and  in  some  cases  seem  less  than  central  to 
eral  arts  education.  Stanford  spent  $4  million  to  restore 
Red  Barn,  a  Victorian-era  structure  that's  part  of  the 
ersity's  equestrian  center  and  now  provides  a  place  for 
^graduates  to  house  their  own  horses  at  a  cost  of  $500 


a  month.  Seven  employees  groom  and  feed  the  steeds  and 
clean  their  stalls. 

It's  hard  to  imagine  now,  but  for  most  of  the  Ivy  League's 
long  history  many  students  lived  austerely,  as  befitted  schools 
with  roots  sunk  deep  in  New  England  Puritanism.  This  began 
to  change  noticeably  in  the  1990s  as  schools  used  growing 
endowment  incomes  to  modernize  classrooms  and  dorms 
and  to  build  lavish  new  student  quarters.  One  of  the  last  rem- 
nants of  Ivy  asceticism  vanished  last  year  when  Yale  gave  in  to 
student  demands  and  began  supplying  dormitory  bathrooms 
with  hand  soap,  at  a  cost  of  $100,000  a  year.  "People  used  to 
look  at  every  penny,"  says  John  Meeske,  Yale's  longtime  dean 
of  administrative  affairs.  "The  mind-set  is  different  now." 

Beyond  the  over-the-top  comforts  of  Whitman  College, 
Princeton  bestows  ever  more  comprehensive  counseling, 
health  care,  and  other  services  on  its  students.  Starting  this 
year,  all  PhD  students  who  give  birth  will  receive  their  full 
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stipend  during  a  three  -month  suspension  of  academic  work. 
Princeton  also  has  begun  covering  the  living  expenses  of  for- 
eign undergraduates  who  remain  on  campus  during  breaks. 

The  Ivies  have  steadily  raised  the  list  price  they  charge  their 
traditional  clientele:  the  wealthy  and  the  well-born.  Tuition, 
room  and  board,  and  fees  now  run  an  average  of  $45,000  a 
year,  which,  the  schools  are  quick  to  point  out,  covers  only 
one -half  to  two -thirds  of  operating  costs.  But  even  at  those 
prices,  demand,  in  the  form  of  undergraduate  applications, 
continues  to  soar.  On  average,  the  Ivies  rejected  about  90% 
of  applicants  for  the  Class  of  2011. 

Extraordinary  wealth  has  allowed  the  Ivy  Plus  schools 
to  mitigate  their  extreme  exclusivity  by  offering  big- 
ger discounts  to  more  students  of  modest  means -a  move 
that  few  would  object  to.  Princeton  has  doubled  its  bud- 
get for  grants,  loans,  and  other  aid  since  2001-02,  to 


IVY  ADMINISTRATORS  SAY  THAT  GATHERING 
TOGETHER  THE  BEST  AVAILABLE  RESEARCHERS  HAS 
A  SYNERGISTIC  AND  BROADLY  BENEFICIAL  EFFECT 


$82  million,  as  the  percentage  of  undergrads  receiving  fi] 
cial  support  has  jumped  from  44%  to  53%.  The  average  a1  J. 
is  $32,200,  against  total  charges  of  $44,950. 


k 
I 

SALARY  GAP 

The  Ivies'  biggest  expense  category  by  far  is  labor.  At  Han  j 
compensation  and  benefits  accounted  for  49%  of  its  $3.2 ,  j. 
lion  in  operating  expenses  in  2006-07.  Although  salary  £  .,1 
have  consistently  outpaced  inflation,  it  is  the  addition  of 
teaching  positions  that  is  chiefly  responsible  for  driving  u] 
cost  of  instruction.  Harvard,  the  largest  of  the  Ivies,  emp 
2,164  faculty  members,  55%  more  than  in  1997-98.  All  o 
Ivies  increasingly  are  emphasizing  small -group  learning, 
dependent  study,  and  hands  -  on  experience . "  It's  a  much  1  ;. 
personal  connection  between  teacher  and  student,  and    R 
less  delivering  education  in  large  lecture  halls  with  armi< 
teaching  assistants,"  says  Carol  L.  F< 
Dartmouth  biology  professor  who  c 
bles  as  its  dean  of  faculty. 

The  Ivies'  heavy  spending  to  enl 
and  upgrade  their  faculties  has  ( 
tributed  to  an  ever- widening  salarj 
between  private  and  public  universi 
The  $106,496  average  salary  earne 
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wofessors  at  PhD -granting  public  universities  in  2006- 
'nounted  to  just  78%  of  what  their  counterparts  earned  at 
ite  universities,  according  to  the  American  Association  of 
ersity  Professors.  This  figure  was  91%  in  1980-81. 
le  Ivies'  superior  spending  power  puts  even  the  finest 
ic  universities  at  a  disadvantage  in  the  competition  for 
Ity.  One  of  the  many  academic  areas  in  which  Yale  has 
Lght  its  financial  muscle  to  bear 
lysics,  which  until  recently  was 
ired  by  Ramamurti  Shankar.  "Yale 
us:  'Let's  go  after  who  you  want. 
!vill  make  it  happen,' "  says  Shan- 
who  is  particularly  proud  of  having 
ed  several  other  top  private  schools 
re  the  quantum  mechanics  expert 
en  M.  Girvin  away  from  Indiana 
rersity,  a  Big  Ten  public  stalwart. 
ne  was  a  huge  war,"  Shankar  says. 
:rybody  wanted  him."  Shankar  de- 
s  to  disclose  the  price  he  paid  for 
in  in  2002,  but  says  that  the  going 
lal  rate  today  for  theoreticians  of 
aliber  is  $400,000  to  $600,000, 
Sh  includes  salary  and  research 


Operating  expenses  have  risen  at  the 
Ivy  League's  Big  Three 


BILLIONS  OF  DOLLARS 


•  HARVARD 
3.00 •YALE 


Data:  BW,  Harvard,  Yale,  and  Princeton 
universities 


support.  This  is  for  an  assistant  professor,  the  level  at  which 
Yale  does  most  of  its  hiring.  The  price  tag  for  top  experimen- 
talists, who  have  far  more  extensive  laboratory  needs,  is  $1.5 
million  to  $2  million,  according  to  Shankar,  who  remains  on 
the  Yale  faculty. 

To  house  their  enlarged  faculties,  the  Ivies  have  turned 
their  campuses  into  continuous  construction  zones.  Each 
now  boasts  a  new  science  facility  that 
is  its  most  expensive  structure  ever. 
At  Stanford,  the  distinction  belongs 
to  the  $140  million  "Bio-X"  building. 
Designed  by  the  famed  British  archi- 
tect Norman  Foster,  the  glass -walled 
center  provides  offices  and  labs  for  30 
faculty  members  whose  research  com- 
bines cutting-edge  subspecialties  in 
biology  and  medicine.  Over  the  next 
few  years,  says  Stanford  President  John 
L.  Hennessy,  the  school  plans  to  invest 
an  additional  $600  million  to  put  up 
five  more  buildings  at  an  astronomical 
cost  of  $800  per  square  foot  on  average. 
Under  President  Amy  Gutmann,  Penn 
is  launching  its  expansion  onto  24  acres 
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adjoining  its  Philadelphia  campus  by  building  three  high- 
tech  medical  research  facilities  at  a  total  cost  of  $682  mil- 
lion. Harvard  is  beginning  work  on  a  $1  billion  complex  that 
includes  a  new  stem  cell  institute,  the  first  stage  of  a  planned 
200-acre  adjunct  campus  in  Allston,  Mass. 

THE  RESEARCH  EDGE 

Ivy  administrators  argue  that  gathering  the  best  researchers 
in  resource-rich  havens  has  a  synergistic  and  broadly  ben- 
eficial effect.  Scientists  are  more  likely  to  do  their  best  work, 
expanding  knowledge  and  improving  lives,  when  attached 
to  academia's  deepest  pockets,  or  so  holds  the  rationale  for 
Ivy  aggrandizement.  The  re- 
search productivity  of  elite  r  1  p*  »i 
private  universities  is  roughly  k  I  1  ' 
twice  that  of  their  public  coun-  ^^  w^ 
terparts,  according  to  a  recent  '  ^ 
study  of  America's  102  top  re- 
search universities  by  econo- 
mists James  D.  Adams  and  J. 
Roger  Clemmons.  The  study 
measured  volume  of  academic 
papers  and  citations  during 
1981-99.  "You  are  going  to 
have  an  edge  in  research  if  you 
have  great  students,  but  not  too 
many  students;  freedom  from 
bureaucratic  and  political  med- 
dling; and  generous  alums  who 
are  more  interested  in  academ- 
ics than  the  football  program," 
says  Adams,  acting  head  of  eco- 
nomics at  Rensselaer  Polytech- 
nic Institute ,  a  private  college  in 
Troy.N.Y. 

But  even  if  the  Ivies  succeed 
in  making  one  plus  one  equal 
three,  will  the  benefits  to  so- 
ciety outweigh  the  damage  to 
the  public  universities  they  are 

stripping  of  star  professors,  who  tend  to  take  their  outside  re  - 
search  money  with  them  when  they  go?  There  is  not  likely  to 
be  enough  talent  or  funding  to  go  around  as  the  Ivies  pursue 
their  ambitious  goals.  "One  thing  we  all  must  worry  about— I 
certainly  do— is  the  federal  support  for  scientific  research.  And 
are  we  all  going  to  be  chasing  increasingly  scarce  dollars  ? "  says 
Drew  Gilpin  Faust,  Harvard's  new  president. 

Not  that  Faust  seems  worried  about  Harvard  or  other  top- 
tier  research  schools.  "They're  going  to  be-we  hope,  we 
trust,  we  assume— the  survivors  in  this  race,"  she  says.  As  for 
the  many  lesser  universities  likely  to  lose  market  share,  she 
adds,  they  would  be  wise  "to  really  emphasize  social  science 
or  humanities  and  have  science  endeavors  that  are  not  as  am- 
bitious "  as  those  of  Harvard  and  its  peers. 

Administrators  at  many  public  research  universities  are  not 
willing  to  accept  Faust's  invitation  to  surrender.  "We  have  no 
choice  but  to  recognize  the  realities  of  the  marketplace  we 
work  in,"  says  Patrick  V.  Farrell,  provost  and  vice-chancellor 
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for  academic  affairs  at  the  University  of  Wisconsin  at  M 
son.  "But  we  intend  to  remain  at  least  as  good,  if  not  bett 
research -intensive  institution  as  we  have  been  in  the  pa: 
These  are  brave  words,  especially  given  that  the  stal 
Wisconsin  ranks  among  the  least  generous  funders  of  pi 
higher  education.  Over  the  past  decade,  Wisconsin's  stati 
appropriations  have  risen  by  a  total  of  21 .7%,  or  about  hal: 
increase  in  the  Higher  Education  Price  Index ,  compiled  b} 
nonprofit  Commonfund  Institute.  This  puts  it  41st  am 
all  states,  according  to  the  Center  for  the  Study  of  Educa 
Policy  at  Illinois  State  University.  Other  conspicuous  lagg 
include  Colorado,  Iowa,  Michigan,  and  Ohio. 

Today,  twice  as  many  V 
consin-Madison  profesi 
are  leaving  to  work  elsewl 
as  was  the  case  five  years  1 
Huge  piles  of  cash  aren't 
ways  the  issue;  sometimes 
the  bureaucratic  or  polit 
constraints  more  commor 
public  campuses.  Among 
faculty  that  Farrell  particul 
regretted  losing  was  Rober 
Carpick,  a  fast  -rising  assoc 
professor  specializing  in  na 
tribology  (the  study  of  fric\ 
at  the  atomic  level)  who  def<  1 
ed  to  the  University  of  Penn  1 
vania  a  year  ago.  Carpick,  \ 
took  much  of  his  $550,00^ 
outside  research  grants  v 
him  to  Penn,  accepted  a  \ 
ary  only  10%  higher  than 
$90,000  he  was  making. ' 
main  reason  he  left  Wiscoi 
is  that  it  is  prohibited  by  s 
law  from  paying  dome 
partner  benefits,  Carpick  s 
"I  also  was  concerned  ab 
the  effects  of  dwindling  s 


support  on  the  public  university  model." 

The  spending  explosion  within  the  Ivy  Plus  ra 
strengthens  those  already-potent  institutions  and  rrn 
campus  life  cushier  for  many  of  their  students .  Will  it  lea  j 
scientific  breakthroughs  that  otherwise  wouldn't  have  b 
possible?  Or  will  it  mainly  serve  to  accelerate  the  deteric 
tion  of  many  other  schools  that  have  a  vital  role  to  pla 
training  the  next  generation  to  compete  more  successfull 
math  and  the  sciences  ?  The  benefits  of  more  generous  1 
dergraduate  financial  aid  are  obvious.  The  answers  to  tb 
questions,  much  less  so. 

For  better  or  worse,  the  infusion  of  riches  at  the  Ivy  I 
schools  has  dramatically  extended  their  lead  over  every 
else,  especially  the  public  colleges  and  universities  that  ( 
lectively  serve  the  vast  majority  of  American  students.  1 
dominance — and  the  inequities  that  it  fosters — are  likely  c 
to  grow,  ibwi 
-  With  Sonal  Rupani  in  New  York 
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SAVE 
AFRICA? 


Fearless  investing 
is  succeeding  where 
aid  often  hasn't 
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It  isn't  easy  for  Masoud  Alikhani  to  check  on  his  investment. 

The  Iranian -born  Briton  owns  a  facility  in  Mozambique  that  turns 
jatropha,  ahardy,  drought -resistant  plant,  intobiodiesel.  An  October 
visit  starts  with  an  1 1  -  hour  flight  from  London ,  his  home  base ,  to  Jo  - 
hannesburg.  From  there  he  jumps  into  a  four-  seat  Piper  Seneca  II  for 
a  wobbly  three -hour  flight  to  Maputo,  Mozambique's  capital,  during 
which  one  of  the  passengers,  this  writer,  gets  violently  ill.  On  landing 
at  Maputo's  airport,  where  soldiers  stand  guard  on  the  roof,  Alikhani 
spends  an  hour  wading  through  the  bureaucratic  muck  of  visa  clear  - 
ance  and  immunization  checks.  Then  it's  back  on  the  plane  for  a 

90  -minute  flight  along  the  Indian  Ocean  coast  to  the  province 
of  Inhambane .  At  the  7  -  Eleven  -  size  airport  there ,  Alikhani  is 
met  by  his  brother  and  business  partner,  Said,  for  a  90  -min- 
ute drive  past  wayward  livestock  and  random  brush  fires  to 
the  village  of  Inhassune.  At  the  end  of  a  long  dirt  road,  on  a 
vast  tract  of  reclaimed  scrubland,  sits  the  Alikhanis'  massive 
biofuel  complex.  They  try  to  visit  every  two  months. 

The  brothers  are  among  a  growing  cadre  of  intrepid  inves- 
tors looking  for  treasure  in  the  30 -plus  sub-Saharan  Afri- 
can nations  stretching  from  Mauritania  and  Somalia  in  the 
north  to  the  continent's  southern  tip. 
There 's  no  blueprint  for  this  kind  of  in  - 
vesting:  The  best  opportunities  must 
be  dreamed  up  and  then  created  from 
scratch.  The  Alikhanis  saw  upside  in 
a  fallow  cotton  plantation.  In  Nigeria, 
U.S.  -based  private  equity  firm  Emerg - 
ing  Capital  Partners  last  year  helped 
acquire  an  abandoned  factory  in  hopes 
of  supplying  the  continent  with  des- 
perately needed  fertilizer.  South  Af- 
rica-based microlender  Blue  Financial 
Services,  energized  by  an  investment 
from  Wall  Street  last  year,  now  has 
171  branches  in  nine  countries,  with  offices  opening  soon  in 
Rwanda,  Cameroon,  Swaziland,  and  elsewhere.  All  told,  at 
least  $2.6  billion  in  private  equity  deals  have  been  struck  this 
year  in  the  region  (excluding  more  -  developed  South  Africa) , 
nearly  seven  times  the  2005  figure. 

This  is  the  investing  world's  final  frontier,  so  undevel- 
oped and  impoverished  that  it  makes  other  extreme  emerg- 
ing markets  like  Colombia  and  Vietnam  seem  like  marvels 
of  modernity.  Airports  open  and  close  arbitrarily.  Roads  are 
often  unpaved  and  clogged.  Gasoline  and  diesel  are  scarce, 
and  rolling  blackouts  common.  The  medical  precautions  are 
even  more  forbidding:  Traveling  to  mosquito -infested  inte- 
riors requires  a  round  of  injections  and 
weeks  of  antimalarial  pills  that  often 
induce  hallucinations. 

In  many  ways,  Africa's  economic 
situation  seems  hopeless.  While  $625 
billion  in  foreign  aid  has  poured  in 
since  i960,  there  has  been  no  rise  in 
the  region's  per  capita  gross  domes- 
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tic  product,  notes  William  R.  E 
erly,  economics  professor  at  New1 
University.  What's  more,  from  ] 
to  2000,  Africa's  share  of  global  t 
dropped  to  1%,  from  an  already  r 
ligible  3%.  The  U.N.'s  scale  of  hui 
development,  which  considers  he; 
education,  and  economic  well-be 
ranks  34  African  nations  among 
world's  40  lowest.  Thus  far,  foreigr 
hasn't  made  a  dent. 

Greed,  however,  might.  Thank 
the  global  commodities  boom  of 
past  few  years,  sub-Saharan  Afri 
economies,  after  decades  of  stagnation,  are  expanding  b 
average  of  6%  annually —twice  the  U.  S.  pace.  And  like  bee 
honey,  investors  are  swarming  into  the  region  in  search  oi 
enormous  returns  that  ultra -early- stage  investments 
bring.  Blue  Financial,  for  example,  has  already  netted  its  e 
private  equity  backers  a  ninefold  gain  thanks  to  the  385% 
in  its  stock  since  its  October,  2006,  initial  public  offerin 
Johannesburg.  Emerging  Capital  Partners  has  bought  a 
part  of  42  African  companies  this  decade  and  cashed  ou 
18,  with  gains  on  their  investments  averaging  300%.  "" 
money  we  can  make  is  matchle 
says  Emerging  Capital  Partners  C( 
Thomas  R.  Gibian,  a  former  Goldri 
Sachs  banker. 

The  region 's  public  stock  markets 
attracting  foreign  investors,  too  (pi 
052).  Stocks  in  resource-rich  nati 
such  as  Botswana,  Nigeria,  Zamli 
and  many  others  are  rising  to  reci 
highs.  In  recent  months,  investnr 
bank  UBS  and  others  have  publisls 
thick  reports  on  Africa's  investing  1 
portunities,  hailing  as  a  major  viri 
the  fact  that  markets  there  don't  nr 
in  tandem  with  those  of  the  rest  of  the  world. 

Demand  for  African  stocks  is  so  robust,  in  fact,  that  it 
created  a  bottleneck.  Because  these  markets  are  tiny  < 
illiquid— Zambia's  total  market  value  is  just  $2  billion— f 
eigners  can't  pile  in  all  at  once.  Those  who  don't  want  to  v 
on  the  sidelines  must  find  their  own  opportunities  away  fr 
the  stock  exchanges.  "The  private  equity  skill  set  is  reall; 
demand  here,"  says  Gibian.  His  firm  has  invested  more  tl1 
$400  million  in  sub-Saharan  Africa  this  year,  vs.  $325  mill 
in  the  previous  six  years  combined. 

Of  course,  these  investors  may  well  be  courting  disast^s 
International  monitors  consistently  place  the  region  in 
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SO  UNDEVELOPED  IT  MAKES  COLOMBIA  AND  VIETNA 
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;st  tier  of  their  rankings  for  business  friendliness.  Some 
jrnments,  such  as  that  of  Zimbabwe  President  Robert 

abe,  expropriate  assets  outright,  while  others  bleed 
nesses  dry  over  time.  If  those  problems  don't  do  lasting 
lage  to  an  investment  portfolio,  a  commodities  crash  cer- 
ly  would.  A  mass  exodus  of  investors  would  snuff  out  Af- 
s  flickering  progress  in  a  hurry — not  only  its  GDP  growth 
also  the  burgeoning  informal  economy  that  isn't  counted 
Sfficial  statistics:  backyard  and  roadside  businesses  that 

suddenly  arisen  to  tap  the  continent's  growing  income, 
any  African  leaders  have  come  to  regard  private  invest - 
it  as  the  only  route  to  sustainable  economic  development . 
restors  put  their  money  down  for  what  they  will  get  as  a 
it,"  says  John  Agyekum  Kufuor,  Ghana's  President,  in  his 
ce  in  the  capital  city  of  Accra:  "It's  business."  Botswana 
ident  Festus  Gontebanye  Mogae  even  appealed  directly 


Mercy  Mubanga        to  private  equity  and  hedge  fund  managers 
has  used  during  a  September  trip  to  New  York.  Over 

microloans  to  t{  thege  leaders  h  thg  benefits  ac_ 

expand  her  .  .  r 

chicken  business  cruing  from  private  investment  will  give 
locals  more  of  a  vested  interest  in  the  per- 
manence of  historically  volatile  institutions  — governments, 
currencies,  banks— and  put  sub-Saharan  Africa  on  a  path  to 
self-  sufficiency.  But  for  that  to  happen,  the  region  must  first 
prove  that  it  can  be  hospitable  to  cold-eyed  investors. 

Masoud  Alikhani  is  no  moral  crusader;  he  thinks  the  "We 
Are  the  World"  movement  of  the  1980s,  which  sought  do- 
nations to  end  African  hunger,  "made  beggars  of  whole  na- 
tions." The  burly  66-year-old  is  among  the  new  wave  of 
investors  at  the  tenuous  nexus  of  venture  capital  and  agri- 
business in  Africa.  Five  months  ago  he  pitched  a  large  hedge 
fund  in  New  York  on  the  merits  of  ESV  Biofuels,  as  his  com- 
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pany  is  called.  The  fund's  partners  agreed  to  take  a  tour  of 
the  facility  in  January.  "We  are  capitalists  and  opportunists," 
says  Alikhani.  "We  are  doing  this  to  make  money.  That's  the 
only  way  to  help." 

Mozambique,  one  of  the  poorest  and  most  neglected  places 
in  the  world,  seems  frozen  in  time.  After  wresting  indepen- 
dence from  Portugal  in  1975,  the  nation  was  ravaged  by  a  civil 
war  in  which  more  than  1  million  of  its  citizens  were  killed, 
maimed,  or  displaced.  An  uneasy  peace  arrived  only  in  1992. 
Since  then  the  country  has  been  on  the  tumultuous  path  to 
economic  liberalization,  alternating  between  double -digit 
growth  and  recession.  More  than  three  -  quarters  of  its  people 
remain  desperately  poor.  Yet  as  Alikhani  watches  children 
pick  through  dumpsters  outside  Maputo's  airport,  he  sees 
only  upside.  "Mozambique,"  he  says,  "is  booming." 

With  a  degree  in  agroeconomics,  Alikhani  seems  most 
comfortable  when  ticking  off  facts  about  crop  yields  and  other 
arcana.  He  earned  his  Wall  Street  bona  fides  during  stints  as  a 
trader  at  Prudential  and  Lehman  Brothers  in  the  1980s.  From 
1993  to  1998,  he  was  CEO  of  a  steel,  metals,  energy,  and  agri- 
business concern  in  emerging  Russia.  Today,  in  addition  to  his 
ESV  duties,  Alikhani  holds  board  seats  at  three  small,  publicly 
listed  commodities  companies,  including  a  diamond  miner. 

But  ESV  is  a  whole  other  bag  of  seeds.  Last  year,  it  bought 
a  long-abandoned  cotton  plantation  in  a  malaria-laden 
stretch  of  Mozambican  bush,  grabbing  27,000  acres  with 
a  lease  for  198,000  more.  It  expects  to  plant  nearly  17,000 
acres,  harvest  its  first  jatropha  seeds,  and  press  its  first  batch 
of  oil  by  this  time  next  year.  Assuming  the  Alikhanis  and  their 
two  other  partners  succeed  in  wooing  outside  investors, 
ESV  could  break  even  by  2011— and  sooner  if  biofuel  prices 
keep  rising. 

Already,  ESV  has  become  the  province's  biggest  private  em- 
ployer, with  a  staff  of  620.  Locals  who  hadn't  earned  money  in 
years  are  making  from  $60  a  month  to  as  much  as  $2,000  for 
managers.  "When  we  started,  we  told  people  it  is  a  startup,  a 
cash-eating  animal,"  says  Said  Alikhani.  "The  faster  we  begin 
production,  the  sooner  the  benefits  come  to  all." 

Inhassune's  revival  is  already  under  way.  Mosquito  con- 
trol, power  lines,  and  potable  water  have  quickly  arisen  from 
a  barren  stretch  of  bush.  "I'd  be  the  last  person  in  the  his- 
tory books  to  go  down  as  a  philanthropist,"  says  Renier  van 
Rooyen.ESV's  South  African  on- site  manager.  "But  you  can- 
not run  a  business  when  your  workers  are  out  with  malaria  or 
sick  from  dirty  water."  On  a  warm  weeknight,  villagers  greet 
the  season's  first  rainfall  with  dancing  and  singing.  "There 
was  nothing  here  before,"  shouts  Ineve,  a  fieldworker,  over 
beating  drums.  Others  proudly  brandish  newly  issued  gov- 
ernment ID  cards.  ESV  employees  have  been  lining  up  behind 
the  schoolhouse  for  hours  to  register  to  vote  for  the  first  time 
in  their  lives. 

Women  stand  out  as  the  most  eager  beneficiaries  of  the 
ESV  experiment.  Many  walk  as  far  as  five  miles  each  way  to 
get  to  the  plantation.  (The  Alikhanis  say  they  plan  to  import 
bicycles  from  London.)  Women  are  also  disproportionately 
willing  to  budget  the  time  and  money  to  tend  small  patches 
of  onions,  maize,  and  papayas,  which  they  sell  at  Inhassune's 
new  20-stall  marketplace.  In  a  nation  haunted  by  AIDS, 
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157.5       930 
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ANGOLA 


16.8    4,02 


FROM  ANGOLA 
TO  ZAMBIA 

An  atlas  of  sub-Saharan  Africa's  challenges  and 
opportunities  for  investors 


War-ravaged  nato 
trying  to  capitaliz 
on  oil  dominance 
financial  and 
political  gover- 
nance are  poor 


"women  who  work  are  not  subordinate  to  the  will  of  mi 
with  risky  behaviors,"  says  Pablo  Smango,  a  public -hea  -  ft 
inspector  in  Beira,  Mozambique's  second  largest  city.  "Tr(  jei 
control  more  of  their  own  destiny."  '  i 

I  lit 
us 


PROMISE  AND  PERIL 

The  most  obvious  investing  opportunity  in  Africa  lies  in 
most  pressing  need:  food.  The  continent  supports  one-se 
enth  of  the  world's  population  and  holds  nearly  a  quarter 
its  land.  But  according  to  UBS,  sub-Saharan  Africa  produc 
just  $  178  worth  of  goods  per  agricultural  acre ,  compared  wi  (ft 
$457  in  Latin  America  and  $1,077  in  Asia.  A  crippling  fertilis  ! 
shortage  is  the  main  problem. 

Emerging  Capital  Partners,  the  biggest  U.S.  private  ei 
uity  firm  operating  in  Africa,  sees  opportunity  there.  Amoi 
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32.0     352 


Private  investment 
as  share  of  GDP 
has  doubled  this 
decade;  diversified 
economy  still 
plagued  by 
regional  conflicts 
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ost  daring  investments  is  a  $35  million  stake  in  Notore 
micals,  a  massive  fertilizer  project  in  the  oil-producing 
-;er  Delta,  home  to  daily  kidnappings  and  an  ongoing  armed 
lellion.  Government  graft  and  neglect  ran  the  12 -year -old 
■nt  aground  in  1999;  Emerging  Capital  bought  its  stake  in 
1  shuttered  facility  in  2006.  "The  government  figured  a 
■lar  in  its  pocket  was  more  valuable  than  the  $10  it  would 
Ike  by  fixing  the  conveyor  belt ,"  says  Genevieve  L.  Sangudi, 
■1-year-old  Tanzanian-born,  Columbia  University-edu- 
ied  MBA  who  shuttles  in  from  her  home  in  Washington  to 
Osrsee  Emerging  Capital's  portfolio. 
1^  trip  to  Notore 's  facilities  in  the  heart  of  the  Delta  shows 
|:h  the  promise  and  the  peril  of  investing  there.  The  first  leg  of 
ft  journey  is  to  Lagos,  Nigeria's  commercial  capital  of  15  mil- 
Hn,  as  dysfunctional  and  chaotic  a  city  as  any  on  earth.  Packed 


minibuses  sit  bumper  to  bumper  on  overburdened  highways 
as  beggars  tap  windows  in  search  of  charity.  The  landscape 
is  dotted  with  barbed-wire  fences  and  burning  piles  of  trash. 
"If  someone  in  Lagos  sees  a  pothole,"  goes  a  local  saying,  "he 
doesn't  ask  why  it  isn't  filled,  or  where  to  find  the  gravel  to  fill 
it.  He  wonders:  'Where  can  I  buy  tires  big  enough  to  ride  over 
the  pothole ? '"  It  takes  two  hours  to  travel  the  18  miles  from  the 
airport  to  the  Protea  Kuramo  Waters  hotel,  a  high-gated,  die- 
sel- generated  fortress  where,  because  of  the  chronic  lodging 
shortage  in  the  city,  occupancy  is  reluctantly  granted  at  $500  a 
night,  a  sum  that  doesn't  guarantee  a  working  toilet. 

The  next  stop  in  Notore 's  private  airplane  is  Port  Harcourt, 
a  bleak  Delta  city  an  hour  away.  The  locals  here  have  endured 
years  of  neglect  at  the  hands  of  multinational  oil  companies 
and  government  officials  easily  bribed  out  of  enforcing  envi- 
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HIGH  RETURNS- 
AND  LOW  VOLATILITY? 

Africa's  unlikely  investment  proposition  is  opening  eyes 


By  Robert  Farzad 

The  world's  unlikeliest  investment  boom 
is  still  going  strong,  with  the  stock 
markets  of  sub-Saharan  African  nations 
soaring  to  new  highs.  But  is  it  for  real? 

Improbable  though  it  might  seem, 
an  equity  culture  has  begun  to  flourish 
alongside  the  world's  most  extreme  pov- 
erty. In  Kenya,  farmers  flock  to  the  capital 
of  Nairobi  to  buy  stocks.  In  Lagos,  a  new 
demographic  has  emerged:  Nigerians 
who  have  brokerage  accounts  but  no 
bank  account.  In  Ghana,  Ken  Nana  Yaw 
Ofori-Atta,  a  mutual  fund  manager  who 
has  delivered  48%  annual  gains  since 
2002,  greets  a  crowd  outside  his  office 
waiting  with  cash  in  hand  to  buy  shares. 
Imara,  a  pan-African  asset  management 


firm  that  established  the  Botswana  and 
Malawi  stock  exchanges,  is  even  finding 
opportunity  in  hyperinflationary  Zim- 
babwe, where  the  regime  of  President 
Robert  Mugabe  has  wreaked  havoc  on 
the  economy. 

It  isn't  only  locals  who  are  clamoring 
to  get  in.  Arlington  (Va)-based  Emerging 
Markets  Management,  an  institutional 
asset  manager,  has  boosted  its  public 
equity  position  in  sub-Saharan  Africa 
from  $70  million  in  2001  to  $1 .2  billion 
today.  Portfolio  manager  John  R.  Niepold 
used  to  struggle  to  get  U.S.  institutions 
to  invest  in  his  Africa  strategies.  Those 
who  let  him  twist  their  arms  have  enjoyed 
30%  annual  gains  in  the  past  10  years. 
His  phone  now  rings  off  the  hook. 


WHO  WOULD'VE  THOUGHT? 

Sub-Saharan  African  stocks  soar...  ...and  with  less  fluctuation 


MARKET  RETURNS 

«  FAR  EAST 

O  EASTERN  EUROPE 


MARKET  VOLATILITY 

FAR  EAST       EASTERN  EUROPE 
•  SUB-SAHARAN  AFRICA 


Of  course,  Africa's  natural 
bounty— diamonds,  gold,  oil- 
is  its  primary  draw.  The  Chi- 
nese, in  particular,  have  been 
devouring  those  resources, 
venturing  into  Chad,  Sudan, 

and  other  flash  points  of 

controversy  to  lock  up  supplies 
no  questions  asked.  A  sudden 
halt  either  to  China's  run  or  the 
global  commodities  boom  could  derail 
the  momentum. 

A  downturn  would  lay  bare  the 
incredible  risks  of  illiquid  African  stocks. 
Nigeria's  stock  exchange  has  a  total 
market  value  of  only  $70  billion,  roughly 
equivalent  to  the  size  of  McDonald's. 
One  New  York  hedge  fund  manager  re- 
cently tried  to  invest  $10  million  in  a  Cote 
d'lvoire  stock.  Even  after  finding  a  local 
broker,  it  took  six  months  to  fill  the  order. 
By  then  the  share  price  had  doubled.  He 
has  little  hope  of  selling  in  a  panic. 
Yet  such  risks  are  tempered  by 
Africa's  economic  idiosyncrasies,  which, 
counterintuitively,  might  be  its  biggest 
selling  point.  As  markets  become  ever 
more  closely  linked,  investors  are  scour- 
ing the  globe  for  assets  that  don't  move 
in  lockstep  with  those  in  the  rest  of  the 
world.  Mainstream  emerging  markets 
such  as  Brazil  and  India  now  track  70% 
to  80%  of  the  market  movements  of 
the  U.S.  and  Western  Europe,  up  from 
50%  a  decade  ago.  Frontier  Africa,  in 
contrast,  tracks  just  10%  of  emerging 
market  moves  and  even  less  of  devel- 
oped markets. 

"Africa  could  not  care  less  about 
subprime,"  says  Charles  H.  Wang,  co- 
director  of  research  at  Boston-based 
frontier-investing  firm  Acadian  As- 
set Management.  He  points  to  Cote 
d'lvoire's  14%  surge  in  August,  when 
global  stock  markets  fell  in  unison  amid 
a  credit  squeeze.  Says  Wang:  "This  kind 
of  growth  and  diversification  are  the 
closest  thing  to  a  free  lunch."  Zachary 
J.  Pessin,  CEO  of  Distributed  Capital 
Group,  a  New  York  emerging  markets 
investment  firm,  notes  that  "in  some 
places  in  Africa,  you  can  earn  double- 
digit  yields  and  hedge  against  dollar 
depreciation  with  the  same  investment. 
This  has  never  been  possible  before." 


irr. 
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mental  regulations.  Natural  gas,  a  valuable  by-product 
il  drilling,  is  simply  burned  off  in  open  flares,  further 
tcening  the  Delta's  wretched  air.  "The  Delta  is  now  Nige- 
^  biggest  risk,"  says  Bolaji  Balogun,  40,  founder  and  CEO 
agos  investment  bank  Chapel  Hill  Advisory  Partners.  "It 
ds  its  own  Marshall  Plan." 

merging  Capital  and  No  tore  want  to  redirect  natural  gas  to 
ore  beneficial  use:  nitrogen  fertilizer,  of  which  natural  gas 
le  main  ingredient.  "You  cannot  let  this  humongous  asset 
;te  away  while  Nigeria  flares  gas  and  imports  fertilizer,"  says 
Mite  P.  Okoloko,  Notore's  41 -year -old  chief  executive.  The 
ta  native  shakes  his  head  as  he  recalls  his  father  and  uncle 
[ning  God  instead  of  tired  soil  when  their  maize  and  fruit 
ds  wouldn't  grow  for  consecutive  seasons.  "Half  of  Nigeria's 
nomy  is  agriculture,"  he  says.  And  yet  "70%  of  the  country 
on  arable  but  poorly  used  land.  Do  the  math." 

AMAZING  OPPORTUNITY' 

their  arrival  at  Port  Harcourt's  tiny  airport,  Okoloko  and 
gudi  are  greeted  by  a  former  U.S.  Special  Forces  opera- 
turned  mercenary  for  Notore.  He  ferries  the  group  into  a 
ible- armored  SUV.  At  the  airport's  exit,  a  local  armed  guard 
ps  in.  "Welcome,"  he  says,  clutching  a  machine  gun.  A  flat  - 
pickup  truck  with  five  more  armed  guards  leads  the  ner- 
s  procession. 

he  1,380 -acre  Notore  facility,  rusting  and  overgrown  with 
kls,  sits  in  a  marsh  surrounded  by  gas  flares.  The  decrepi- 


Mother  and  child  tude  belies  Emerging  Capital's  tall  plans  for 
in  a  medical  clinic  the  plant:  By  next  year,  Notore  will  become 
in  inhassune,  the  Qnl   njtrogen-based  fertilizer  producer 

Mozambique  .  ,  ,  .  , 

in  sub-Saharan  Africa,  going  from  zero 
output  to  600,000  tons  per  year  of  high-grade  urea  pellets. 
Okoloko  is  looking  to  hire  1,000  locals.  Having  locked  in  a  20  - 
year  gas  contract  on  favorable  terms,  Notore  will  produce  its 
fertilizer  at  less  than  $100  a  ton;  the  market  price  is  $350  to 
$450.  "It's  stronger  and  cheaper  than  much  of  what  you  find 
in  the  West,"  says  Sangudi.  "An  amazing  opportunity."  "We 
want  to  compete  internationally,"  adds  Okoloko.  "But  we  have 
to  take  care  of  Nigeria  and  Africa  first." 

Sangudi  will  be  moving  from  Washington  to  Lagos  in  a 
few  months,  another  young  financier  flocking  to  the  region. 
Bankers  and  buyout  shops— from  Renaissance  Capital  and 
Morgan  Stanley  to  Deutsche  Bank  and  JPMorgan  Chase — are 
piling  in,  trying  to  one-up  each  other  by  offering  huge  sign- 
ing bonuses  for  local  talent.  "The  capital  coming  in  is  blind," 
says  one  of  Sangudi's  friends,  who  works  for  a  big  private 
equity  rival.  "It  needs  my  eyes."  The  influx  is  worsening  an 
already  dire  housing  shortage.  Owners  of  decent  apartments 
in  Lagos  now  demand  as  much  as  three  years'  rent  in  advance. 
Sangudi  notes  with  bemusement  that  leasing  a  two  -bedroom 
unit  couli '  et  her  back  as  much  as  $80,000.  "There  is  serious 
money  tr  remade  here,"  she  says. 

Agriculture  isn't  sub-Saharan  Africa's  only  investment 
draw.  Microlending — the  making  of  small ,  unsecured  loans  to 
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ordinary  people — is  bringing  in  big  profits  for  a  raft  of  publicly 
traded  companies  all  across  the  continent.  Blue  Financial  is 
among  a  new  breed  of  so-called  salary-microlenders,  which 
make  loans  only  to  formally  employed  borrowers  and  take 
payments  directly  from  their  paychecks.  The  set-up  helps 
Blue  manage  its  risks:  Bad  loans  are  only  in  the  3% -to -4% 
range,  remarkably  low  in  a  part  of  the  world  where  fewer  than 
one  in  five  people  has  a  bank  account. 

Unlike  its  peers,  however,  Blue  has  turned  a  relatively 
small  Wall  Street  investment  into  rocket  fuel.  Early  last  year 
it  secured  $15  million  from  insurance 
giant  American  International  Group. 
The  deal  gave  AIG  a  23%  stake  in  Blue 
and  two  board  seats  — and  gave  Blue 
the  imprimatur  of  a  Wall  Street  titan. 
Blue  expanded  its  operation  from 
three  nations  to  nine  in  a  year.  That 
burst  set  the  stage  for  Blue's  IPO  last 
October  — fresh  capital  that  has 
spurred  even  faster  growth. 

Blue  has  also  turned  its  equity 
into  a  critical  component  of  its  lend- 
ing process.  It  uses  the  cachet  of  its 
AIG  stake  and  surging  stock  price 
to  coax  cheap  capital  from  develop- 
ment banks  like  International  Fi- 
nance Corp.  and  the  Netherlands 
Development  Finance  Co.  "Our  eq- 
uity investors  give  us  leverage,"  says 
David  van  Niekerk,  Blue's  34-year- 
old  founder  and  CEO.  "All  of  a  sud- 
den, knocking  on  doors  has  become 
a  hell  of  a  lot  easier.  You  have  to  play 

that  trump  card."  Blue  keeps  its  cost  of  capital  low— around 
14.5%— and  loans  money  in  the  20%  to  30%  per  year  range,  a 
fraction  of  local  interest  rates.  Brisk  demand  for  loans  has  sent 
its  revenues  jumping  140%  this  year  as  earnings  per  share  have 
soared  400%. 

On  a  chilly  October  morning,  van  Niekerk,  tanned  and 
dressed  in  a  crisp  peach-colored  oxford  shirt,  looks  more  like 
a  playboy  than  a  financier.  He's  aboard  the  company's  swank 
eight -seat  jet  for  a  trip  to  branches  in  Botswana  and  Zam- 
bia. The  plane  lands  in  Gaborone,  a  global  diamond  hub  near 
the  Kalahari  Desert  that's  plastered  with  ads  from  local  loan 
sharks.  Thebo,  an  electrician,  waits  outside  Blue's  branch 
practicing  his  lines.  He's  in  the  market  for  a  home-improve- 
ment loan,  in  a  race  against  the  soaring  cost  of  cement . "  I  need 
this,"  he  says.  "I  can't  afford  to  stop  buying  petrol  and  food 
just  to  work  on  my  house."  Behind  him  is  an  ad  for  funeral 
insurance.  Botswana  is  full  of  reminders  of  mortality;  AIDS 
afflicts  up  to  a  third  of  its  adult  population.  Van  Niekerk  goes 
into  the  back  office  to  check  on  a  row  of  salary-verification 
agents  who  typically  approve  applicants  within  an  hour. 

By  lunchtime,  the  jet  is  oft  to  Livingstone,  2  mbia,  a  tour- 
ist hub  near  the  breathtaking  Victoria  Falls.  In  iwn,  branch 
manager  Calculus  Siachono  reports  that  Blue  business  is 
brisk.  He  notes  with  pride  that  a  local  man  is  1  ing  a  for- 
tune building  and  selling  oxcarts  and  is  on  his  i  u  th  loan. 


INDE 


Some  complain  that  Blue's  salary-based  lending  does  n 
ing  to  help  unemployed  or  informal  workers.  Critics  also  a 
that  Blue  takes  advantage  of  its  borrowers  by,  essentially,  vr 
gaging  their  future  labor.  "It's  indentured  servitude,"  says 
gane  Diouf ,  a  native  Senegalese  who  runs  AfriCap  Investrr 
a  private  equity  firm  that  invests  in  microfinance  compa 
that  don't  use  paycheck  deduction.  Van  Niekerk  counters 
Blue  has  no  recourse  if  a  borrower  loses  his  job,  and  that  B 
development -bank  financing  stipulates  that  its  lending  c 
be  abusive.  "Why  would  we  jeopardize  that?"  he  asks, 
financier  says  salary  microlem 
is  hastening  economic  evolut 
"Pioneers  in  African  banking  co 
high  fees.  But  others  will  come  i 
compete,  and  eventually  the  hi 
will  buy  them  all  out — and  everyo 
borrowing  costs  fall." 

That  result  won't  come  to  pi 
of  course,  if  Africa's  inexperier 
borrowers  turn  out  to  be  wc« 
credit  risks  than  microlenders 
ticipate.  But  the  case  of  Mercy  I 
banga,  a  52-year-old  grandmot 
widow,  and  breadwinner  for  a  fc' 
ily  of  eight,  offers  hope.  She  et 
$185  a  month  as  a  police  departrr 
secretary  in  the  township  of  Manr 
ba,  in  southern  Zambia.  Thanb 
three  loans  from  Blue  — at  progt 
sively  lower  interest  rates  — she- 
tripled  her  income  by  moonlight) 
as  a  backyard  poultry  farmer,  raisi 
chickens  to  sell  in  the  village  mi 
ket.  After  paying  for  a  tin  roof  J 
hiring  two  men  to  expand  her  cc 
Mubanga  now  seeks  another  li 
to  double  her  flock,  school  her  t 
grandchildren,  and  perhaps  build  an  extension  on  her  t 
house.  "We  really  must  have  more  space,"  she  says,  rock 
her  2-year-old  granddaughter. 

New  York  investment  bank  Nova  Capital  Partners  hel] 
make  Mubanga's  transformation  possible.  The  seven-ye  1 
old  boutique  has  found  a  profitable  niche  lining  up  finane 
for  African  companies.  Inearly20o6,BluehiredNovatof. 
a  Wall  Street  backer.  Nova,  aware  that  AIG's  money  manage 
were  looking  to  expand  its  Africa  portfolio,  made  the  case 
Blue  — and  scored  the  investment.  That  cash,  in  turn,  ma 
possible  Mubanga's  loans  and  many  others.  But  Nova's  bar 
ers  are  unsentimental.  "We're  driven  by  what  our  invesb 
want  — returns,"  says  Nova  Senior  Partner  David  S.  Lev 
ripping  into  a  crab  cake  at  New  York's  Palm  West  restaura  j 
"There's  only  so  much  time  to  do  this  before  everyone  e 
gets  in."  1  bw  1 

BUSINESSWEEK.COM    I    The  author's  online  capsule  of  his  experieno 

I    in  Africa  includes  a  podcast  photos,  and 
three  narrated  slideshows:  Microlending  in  Botswana  and  Zambia;  findir* 
opportunity  in  the  dangerous  Niger  Delta;  and  agribusiness  in  Mozambiq 


Ghana  President 
Kufuor:  "Investors 
seek  profit"— and 
that's  O.K.  with  him 
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From  departure  to  arrival,  there's  someone  who  knows  me  better  than  myself 


Because  we  know  that  compromise  is  not  your  game, 
(ide  only  the  best  quality  and  services  whether  it  be  on-ground  or  in-air. 


Excellence  in  Flight 
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ARCHITECTURE 


By  Helen  Walters 

This  year's  winners  were  chosen  not 
only  for  their  beauty  but  also  for  the 
way  they  advance  business  strategies 


When  Barry  Diller  hired  Frank  Gehry  to  design  the  New 
York  headquarters  of  his  company,  Inter  ActiveCorp,  he  was 
hoping  to  create  a  brand  as  much  as  a  building.  Diller,  IAC's 
chairman  and  CEO ,  wanted  to  unite  more  than  6  o  Web  -  based 
businesses  within  his  conglomerate  into  a  single,  distinctive 
whole.  So  he  turned  to  the  high-profile  architect  to  create  a 
building  that  would  help  shape  IAC .  The  building  worked;  the 
strategy  didn't.  Diller  recently  decided  to  break  up  IAC  into 
five  publicly  traded  companies,  but  his  effort  to  use  architec- 
ture to  further  a  business  strategy  was  rewarded  in  the  latest 
contest  organized  by  Business  Week  and  Architectural  Record, 
both  owned  by  The  McGraw-Hill  Companies. 

In  its  10th  year,  the  contest  recognizes  architecture  not  only 
for  form  and  beauty  but  also  for  its  contribution  to  business. 
A  jury  of  editors  from  BusinessWeek  and  Architectural  Record 
analyzed  nearly  100  applications  submitted  from  worldwide 
teams  of  architects  and  their  business  clients.  Three  of  the 
four  top  prizes  went  to  large  corporate  complexes:  the  ASD- 
designed  Navy  Federal  Credit  Union  call  center  in  Pensacola, 
Fla.;  the  headquarters  of  the  U.S.  Census  Bureau  in  Suitland, 
Md.,  by  Skidmore,  Owings  &  Merrill;  and  Diller's  IAC  build- 
ing. The  other  top  winner  was  the  tiny  Young  Center  for  the 
Performing  Arts  in  Toronto,  designed  by  Kuwabara  Payne 
McKenna  Blumberg  Architects. 

The  strategic  impact  of  these  designs  can  be  seen  in 
everything  from  higher  ticket  sales  at  the  theater  to  improved 
employee  retention,  better  brand  awareness,  and  even 
increased  productivity.  Here's  a  look  at  this  year's  Award  of 
Excellence  winners. 
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INTERACTIVECORP  HEADQUARTERS 

NEW  YORK 

ARCHITECT:  GEHRY  PARTNERS/STUDIOS  ARCHITECTURE 

CLIENT:  INTERACTIVECORP     I 


» 


Many  have  likened  this  10  -  story  structure ,  stat 

ed  in  June,  2004,  and  completed  last  Marc 
to  a  ship  in  full  sail.  The  IAC  building  has  quic 
ly  become  a  local  landmark,  and  its  location  near  the  Huds 
River  in  the  Chelsea  neighborhood  of  Manhattan — a  hub  of  a  || 
dining,  and  entertainment —helps  to  position  the  New  Mec 
company  as  a  vital  part  of  the  21st  century  cultural  lam 
scape.  The  buzz  around  the  building  helps  to  attract  the  ki) 


IN  DEPTH 


■Dp  -  tier  talent  needed  for  Web  -based  businesses.  Its  inte  - 
I'  was  designed  by  STUDIOS  Architecture,  which  worked 
Kreate  a  space  that  incorporates  technology  throughout, 
jjnitors  in  the  executive  conference  room  are  the  same  size 
a^in  average  person's  PC,  an  attempt  to  approximate  the 

usual  Internet  experi- 
ence. In  a  nod  to  the 
company's  broadcast 
heritage,  the  building's 
public  lobby  houses 
the  world's  largest 
high-resolution  video 
wall— the  equivalent  of 
more  than  250  42-inch 
plasma  screens. 


Contributions, 
attendance, 
and  revenues 
have  soared 

< 
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YOUNG  CENTER  FOR 
THE  PERFORMING  ARTS 

TORONTO 

ARCHITECT:  KUWABARA  PAYNE  McKENNA 
BLUMBERG  ARCHITECTS 
CLIENT:  SOULPEPPER  THEATER  CO./ 
GEORGE  BROWN  COLLEGE  THEATER  SCHOOL 


"^^^   Uniting  a  college  drama  department  and  a  pro- 

£}  fessional  theater  group  under  one  roof  is  a  double  win : 
WW  Students  learn  through  close  proximity  to  seasoned 
actors  who,  in  turn,  can  benefit  from  the  boundless  enthusi- 
asm of  the  young.  In  the  case  of  Soulpepper  Theater  Co.  and 
the  George  Brown  College  Theater  School,  which  moved  into 
a  joint  facility  in  January,  2006,  there  was  a  third  bonus:  The 
paying  public  wanted  to  spend  time  there,  too.  The  vibrant, 
24/7  atmosphere  of  the  new  venue ,  plus  new  space  that  allows 
the  company  to  perform  year-round,  have  proved  profitable. 

In  its  first  full  year  in  its  new  location,  Soulpepper,  which 
performs  classical  repertory,  increased  the  number  of  its  pro  - 
ductions  by  80%,  and  overall  attendance  rose  103%.  Annual 
revenues  doubled,  to  $6  million.  In-house  research  conduct- 
ed by  Soulpepper  found  that  97%  of  theatergoers  approved  of 
the  new  design,  which  has  been  reflected  in  improved  patron 
contributions  -  up  38%  in  the  first  year.  George  Brown,  a  com- 
munity college,  reported  increased  satisfaction  from  students 
and  educators  alike.  Local  businesses,  art  galleries,  and  res- 
taurants have  enjoyed  increased  revenues  as  well. 

The  space  is  the  centerpiece  of  a  larger  urban- 
planning  venture  that  aims  to  make  Toronto's  Distill- 
ery District  into  a  cultural  hub.  (Notably,  three  of  this 
year's  10  finalists  are  located  in  the  city.)  Architects  KPMB 
had  a  budget  of  around  $10  million  to  convert  two  for- 
mer 19th  century  storage  houses  into  teaching  rooms, 
rehearsal  spaces,  and  four  separate  performance  venues. 
The  result  retains  the  original  buildings'  rough  industrial 
elements  while  adding  a  warm  interior  ambiance. 
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U.S.  CENSUS  BUREAU 
HEADQUARTERS 

SUITLAND,  MD. 

ARCHITECT:  SKIDMORE,  OWINGS  &  MERRILL 

CLIENT:  GENERAL  SERVICES  ADMINISTRATION 


"^^^  Government  buildings  are  often  boxy,  cheap, 

^J>  and  boring,  designed  more  for  the  efficiency  of  those 
WW  constructing  them  than  for  the  people  who  have  to 
work  in  them.  The  new  headquarters  of  the  U.S.  Census  Bu- 
reau is  different:  Clad  in  "blades"  of  a  local  native  wood  and 
no  taller  than  eight  stories,  the  vast  complex  was  designed  to 
blend  into  the  surrounding  woodland  preserve.  The  sprawl- 
ing, 2.5-million-square-foot  campus  cost  $400  million.  And 
the  building  is  on  course  to  receive  Silver  LEED  (Leadership  in 
Energy  &  Environmental  Design)  certification.  The  massive 
complex  aims  to  maximize  natural  resources  and  minimize 
energy  consumption  by  using  locally  harvested,  sustainable 
building  materials,  recycling  water,  and  making  the  most  of 
natural  daylight  throughout.  Its  parking  garages,  which  can 
house  up  to  3,000  vehicles,  have  roofs  of  ivy  that  are  intended 


to  pump  oxygen  into  a  fume -filled  environment  and  com 
the  eyesore  from  view.  The  main  building  unites  some  6,c 
federal  employees  who  had  previously  been  split  among: 
locations.  This  means  less  time  wasted  traveling  to  and  ft 
meetings,  thus  improving  worker  productivity.  Top  exe 
fives  at  the  bureau  worked  closely  with  SOM  to  create  flex 
workspaces,  choosing  warm  colors  for  the  interiors.  Ext 

sive  facilities  on  ev 
floor  create  an  invit 
environment  that' 
huge  improvement  0 
the  previous  World  \ 
II-era  headquartei 
On  the  ground  floo:. 
thoroughfare  kno 
as  Main  Street  runs  I 
length  of  11  football  fie 
and  contains  facilit 
such  as  a  fitness  cent 
cafeteria,  credit  uni< 
and  stores,  allowi 
people  to  meet  for  cof 
or  run  errands. 
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side' Assistance' 


again,  the  first  name  in  navigation  is  also  first  in  innovation.  Introducing  the  new  Magellan   Maestro"  4250.  the  thinnest, 
feature-rich  vehicle  navigation  system  available.  It's  the  only  portable  GPS  in  the  U.S.  or  Canada  that  offers  voice 
and  and  control.  The  only  GPS  in  ..its  price- range  that  offers  integrated  live  traffic  updates.  And  the  only  personal  navigation 
n  that  can  give  you  built-in  AAA  travel  information,  The  Maestro  4250  is  the  perfect  holiday  gift  for  people  on  the  go. 
•our  local  retailer  or  www,magellcfnGPS. com/Maestro  today. 


Built-in  AAA  TourBook  guide  travel  information  and  member  Roadside  Assistance  details* 


Navigation,  Inc.  / 
I  Magellan  Naviga 

-    ;i;;nobile 
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NAVY  FEDERAL  CREDIT  UNION 
HERITAGE  OAKS  CENTER,  BUILDING  ONE 

PENSACOLA,  FLA. 

ARCHITECT:  ASD 

CLIENT:  NAVY  FEDERAL  CREDIT  UNION 


""■^^   When  Navy  Federal  Credit  Union  executives 

^^  realized  they  needed  to  expand  their  operations, 
WW  they  chose  Pensacola,  Fla. ,  as  a  new  location.  There, 
they  built  the  62,000-square-foot  Heritage  Oaks  cam- 
pus for  a  staff  of  400  call-center  operatives.  Atlanta-based 
architect  ASD  helped 
NFCU  create  an  environ- 
mentally sensitive  office 
design  that  promotes  the 
well-being  of  employees. 
The  philosophy  was  sim- 
ple: Healthy  employees 
equal  healthy  business. 

The  building  is  certified 
Gold  LEED,  and  natural 
elements  abound:  Oxy- 
gen-producing plants  are 
everywhere,  while  a  400- 
foot-long  glass  exterior 
wall  gives  those  manning 
the  phones  a  view  of  the 
woods  beyond.  On  breaks, 
workers  can  use  the  fit- 
ness trail  around  the  cam- 
pus or  sit  on  one  of  the 
many  outdoor  benches. 
(Gym  facilities  and  a  health 
clinic  are  also  located  on- 
site.)  Inside,  an  air-filtra- 
tion system  and  individual 
employee  control  of  heat 
and  cooling  within  work- 
stations makes  for  more 
comfortable  work  areas. 
When  the  Heritage  Oaks 
Center  opened  in  2004,  it 
attracted  1,300  applicants 


for  just  60  positions.  Since 
then,  executives  say,  employ- 
ee retention  has  remained 
high,  with  many  applicants 
referred  by  current  em- 
ployees. "We  have  certainly 
seen  our  employee  turnover 
significantly  reduced,"  says 

Debbie  Calder,  vice-president  for  the  NFCU,  Greater  I 
sacola.  "The  building's  design  and  our  desire  for  this  t 
an  employee -focused  workplace  has  helped  tremendo 
in  the  Navy  Federal  Credit  Union  being  seen  as  an  empL 
of  choice."  ibwi 


CITATIONS 

FOR  EXCELLENCE 


FOUR  SEASONS  CENTER 
FOR  THE  PERFORMING  ARTS 

TORONTO 

ARCHITECT:  DIAMOND  &  SCHMITT 
ARCHITECTS 

CLIENT:  CANADIAN  OPERA  CO. 


HEARST  TOWER 

NEW  YORK 

ARCHITECT:  FOSTER  +  PARTNERS/ 
GENSLER 

CLIENT:  HEARST 

HUBBELL  LIGHTING 
HEADQUARTERS 

GREENVILLE,  S.C. 

ARCHITECT:  MCMILLAN  SMITH  & 
PARTNERS  ARCHITECTS 
CLIENT:  HUBBELL  LIGHTING 


SJ  BERWIN 

LONDON 
ARCHITECT:  HOK 
CLIENT:  SJ  BERWIN 


SAN  DIEGO  PADRES 
BALLPARK/PETCO  PARK 

SAN  DIEGO 

ARCHITECT:  ANTOINE  PREDOCK 
ARCHITECT/HOK  SPORT 

CLIENT:  SAN  DIEGO  PADRES 
BASEBALL  CLUB/ 
CITY  OF  SAN  DIEGO 


GARDINER  MUSEUM 

TORONTO 

ARCHITECT:  KUWABARA 
PAYNE  MCKENNA  BLUMBERG 
ARCHITECTS 

CLIENT:  GARDINER  MUSEUM 

BUSINESSWEEK.COM 

To  view  slide  shows  featuring  al 
10  finalists,  go  to  businessweek 
com/go/07/architecture 
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GREAT  LOOKS 

AND  IT  COOKS  TOO, 


THE  2008  FUSION. 


usion  combines  the  thrill  of  a  221  HP  V6  engine*  with  the  feeling 
of  safety  that  you  get  from  available  traction  control  and  first-in-class* 
all-wheel  drive.  Learn  more  at  FORDVEHICLES.COM. 


"Optional.  "Midsize  sedans  starting  under  S21 ,000. 
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or  a  toy  manufacturer, 


QwestV  toffdrecf  solutions  allow  you  to  get  the  most  out  of  your  network. 

Because  every  company  is  Mnicjue,  Qwest  offers  a  consultative  approach  with 
a  full  portfolio  of  business;  solutions.  When  your  communications  are  optimized, 
business  thrives. That's  why  95%  of  Fortune  500'  companies  choose  Qwest. 
Get  Qwest.  Get.  Nimble.  cJflifc800-6  I  8-5339'V  visirctfyest.com/business. 
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Qwest 


Spirit  of  Sei 


)68  Finance 

)71  China 

)72  Portable  Power 

374  Entrepreneurs 

)76  Info  Tech 


WHAT'S  NEXT 


ARKETING 


rhe  Short  Life  of  the 
Jhief  Marketing  Officer 


The  New  Media  world 
is  bewildering,  and  few 
CMOs  can  live  up  to  the 
sky-high  expectations 


By  David  Kiley  and  Burt  Helm 

Stroll  through  the  C- suite  at  many 
companies,  and  it's  an  easy  bet  which 
executive  is  a  dead  man  (or  woman) 
walking:  the  chief  marketing  officer. 
CMOs  last  26  months  on  average  these 
days,  says  recruiter  Spencer  Stuart,  vs. 
44  months  for  CEOs.  In  the  past  few 
weeks,  CMOs  at  Chico's,  Home  Depot, 
MySpace,  and  Rite  Aid  all  have  left 
their  posts  after  short  tenures. 

The  CMO  job  is  a  lot  more  compli- 
cated and  arduous  than  it  was  just  a 
few  years  ago.  And  that,  say  recruit- 
ers and  CMOs,  helps  explain  the  high 
turnover.  At  a  time  when  marketers 
are  faced  with  a  bewildering  array  of 
New  Media  options  and  consumers 
are  better  informed  than  ever,  Wall 
Street-obsessed  CEOs  are  increas- 
ingly impatient  for  a  payoff.  "CMOs 
are  expected  to  deliver  instant  results," 
says  Mark  Jarvis,  Dell's  CMO  since 
October.  "It  makes  for  a  deadly  cock- 
tail of  high  expectations,  resistance, 
and  complexity." 

CMOs  have  always  struggled  to 
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justify  their  existence.  "You  might  be 
surprised  how  few  people  have  strong 
opinions  about  what  the  chief  finan- 
cial officer  or  chief  information  officer 
is  doing,"  says  John  Costello,  CEO  of 
hearing-aid  maker  Zounds,  who  has 
been  CMO  at  Home  Depot,  Sears, 
and  Yahoo.  "But  CMOs  have  almost 
everyone  second-guessing  [them]  and 
looking  over  their  shoulder." 

FUZZY  ASSIGNMENT 

Chief  executives  understand  that  the 
CMO's  role  needs  to  change  to  suit 
new  circumstances,  but  few  have  fig- 
ured out  how  to  do  so.  "Probably  70% 
of  the  companies  I  work  with  don't 
know  what  they're  looking  for  when 
they  recruit  a  CMO,"  says  Patrick  A. 
Delhougne,  who  headhunts  market- 
ers for  executive  recruiter  Korn/Ferry 
International.  Jeff  Jones,  who  was 
the  chief  marketer  at  Gap  for  two 
years  before  leaving  to  run  ad  agency 
McKinney,  says  he  discussed  22  CMO 
positions  over  five  months.  Not  one, 
he  says,  spelled  out  coherently  what  he 
would  be  accountable  for. 

It's  not  hard  to  see  why  companies 
are  grappling  with  this.  As  recently 
as  five  years  ago,  the  CMO's  role  was 
much  simpler.  Chief  marketers  devised 
a  brand  message,  hired  an  advertising 
agency  to  create  clever  ads,  managed 
promotions,  and  then  waited  for  their 


Chief  marketing  officers  "have  almost 
everyone  second-guessing  [them]  and 
looking  over  their  shoulder,"  says  one  CEO 


THIS  JOB  IS 
RADIOACTIVE 

Average  number  of 
months  at  a  position 


bonus  or  pink  slip.  "You 
would  run  a  major  ad 
campaign  and  trust  it," 
says  Jim  Speros,  a  veter- 
an marketing  executive 
who  is  currently  CMO 
at  Marsh  &  McClen- 
nan.  But  that  won't  fly 
in  a  world  where  blogs, 
social  networks,  and  cell 
phones  are  fast  chang- 
ing not  just  where  ads 
go  but  how  people  shop. 

It  doesn't  help  that 
chief  executives  and 
chief  marketers  often 
have  very  different 
imperatives.  Building 
or  even  maintaining 
a  brand  is  a  long-term  process  that 
requires  patience  and  incremental 
change.  But  CEOs  operate  at  a  time 
when  investors  fixate  on  quarterly  or 
monthly  results  as  never  before. 

Anne  MacDonald,  who  became  CMO 
at  Macy's  in  February,  2006,  wanted 
to  move  the  brand  upmarket.  Doing  so 
would  take  time  and  meant  the  retailer 
had  to  quit  its  habit  of  using  discounts 
and  promotions  to  hit  monthly  sales 
targets.  It  seemed  like  a  great  idea— till 
sales  started  slipping.  Without  those 
regular  jolts  to  the  top  line,  analysts 
began  downgrading  the  stock.  After  15 
months,  MacDonald  left  Macy's.  (She 
and  the  com- 
pany declined  to 
comment  on  her 
departure.) 

Corporate  bean 
counters,  who 
have  long  deemed 


CEO  1 44 

CFO  39 

36 
CMO  1 26 
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marketing  a  squis 
discipline,  increas   ,, 
ly  are  demanding 
to  prove  that  a  Ch 
strategy  is  valid.  C 
of  the  first  things 
CammieDunawaj 
upon  taking  the  C 
job  at  Yahoo!  in  2C 
was  to  hire  a  consi 
tant  to  track  retun 
on-investmentfoi 
marketing  depart- 
ment. But  Dunaw; 
who  left  to  take  th 
top  sales  and  mark 
ingjobatNintend« 
last  October,  says: 
"Your  peers  are  ah 
suspicious  you  have  ordered  up  yoi 
own  proof  of  accountability."  Her  I 
move  was  to  enlist  Yahoo's  own  CFf 
handle  the  analysis.  "When  you hai 
the  CFO's  staff  making  marketing'; 
case,  instead  of  trying  to  make  youi; 
case  to  the  CFO,"  she  says,  "the  cre>.' 
ibility  spreads  fast." 

Few  chief  marketers  understand 
importance  of  being  accountable  rn 
than  James  Farley.  When  he  left  Toy 
Motor  recently  and  joined  Ford  as 
global  CMO,  Farley  knew  he'd  probr 
fail  if  his  job  had  no  hard  connectio 
to  monthly  sales— every  automaker 
report  card.  He  also  understood  tha. 
Ford's  regional  operating  chiefs  miji 
fight  global  marketing  strategies  frc 
a  CMO  with  no  skin  in  the  game.  So(( 
Farley  asked  CEO  Alan  Mulally  to  g^ 
him  responsibility  for  sales  in  the 
company's  most  difficult  market,  til, . 
U.S.  That  way,  he'd  be  in  same  press , 
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:ooker  as  his  peers.  Now,  when 
/  tries  to  globalize  the  Ford  brand 
igy,  he'll  have  more  credibility, 
tg  accountable  for  sales  in  the 
says  Mulally,  "will  make  the 
tighter." 

>n  as  the  bean  counters  scru- 
i  their  every  move,  CMOs  are 
r  enormous  pressure  to  navi- 
i  strange  new  world.  Consider 
typical  workdays  for  Ted  Ward, 
sting  chief  at  Geico  insurance. 
72  hours,  he  reviewed  how  many 
e  had  visited  Geico 's  Web  site 
revious  week,  how  many  were 
ng  on  ads  and  then  buying  insur- 
and  how  much  he  was  spending 
sb  marketing.  He  met  with  his 
ancy  to  fine-tune  three  separate 
aigns.  He  strategized  about  the 
tion  of  Geico 's  Caveman  Web 
he  most  effective  ways  to  use 
I  networking  sites  such  as  Face- 
,  and  how  deeply  to  venture  into 
rv.  It's  hard  to  choose  marketing 
ns,  says  Ward,  "when  the  sands 

shifting." 

I 

Websters 

s  why  CMOs  spend  much  of 
time  educating  themselves. 
Lefar,  who  was  chief  marketing 
r  at  Cingular  (now  AT&T)  until 
lg  for  personal  reasons  in  April, 
he  needed  to  get  his  head  around 
cy  marketing  tool  called  search 
ie  optimization  (SEO).  Now  more 
rtant  than  Nielsen  ratings,  SEO 
d  to  make  sure  a  company's  site 
,s  up  as  high  as  possible  on  search 
:s.  Getting  this  right  can  mean 
ifference  between  capturing  a 


potential  cell  phone  customer  or  losing 
him  to  a  rival. 

So  Lefar  sat  down  with  wonks  from 
ad  agency  Digitas  for  an  intensive 
course  on  the  mysteries  of  SEO.  "The 
average  45-year-old  chief  market- 
ing officer  cannot  possibly  figure  out 
what's  cool  and  what's  going  to  drive 
the  business,"  Lefar  says.  "You've  really 
got  to  have  an  investment  in  your  own 
education  [to]  keep  yourself  exposed  to 
things  out  of  your  comfort  zone." 

Lefar  might  have  added  that  CMOs 
also  must  expose  their  colleagues  to 
newfangled  marketing  techniques, 
and  then  get  them  to  pitch  in.  Speros 
recently  overhauled  his  company's 
Web  site,  adding  studies  and  research 
papers  that  showcased  Marsh  & 
McClennan's  varied  expertise  and,  he 
hoped,  would  attract  new  customers. 

To  make  the  new  site  credible,  Speros 
needed  to  get  all  the  company's  divi- 
sions, from  human  resources  consul- 
tant Mercer  to  security  and  risk  shop 
Kroll,  to  help  design  them.  Then  he 
had  to  make  sure  that  every  employee 
who  interacts  with  customers  at  panel 
discusions  was  adequately  versed  in 
the  site's  contents.  Speros  had  three 
months  to  get  the  job  done  and  needed 
to  coordinate  teams  around  the  globe. 
This  new  emphasis  on  intracompany 
diplomacy,  he  says,  helps  explain  the 
75-hour  weeks  and  the  300  e-mails 
and  70  voice  mails  he  receives  each  day. 
"It's  substantially  more  difficult  [than 
in  the  past],"  Speros  says.  "There's  a 
whole  sell -in  that  you  have  to  do  across 
different  departments.  And  that  takes 
time."  Which  is  precisely  what  many 
CMOs  don't  have,  ibwi 
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Let  the  CMO  Die 
"Perhaps  we  should  just  call  for 
the  end  of  the  CMO  position," 
Advertising  Age  editorialized  on 
Oct.  29.  "Put  the  job  out  of  its 
misery.  It  isn't  really  working 
anyway,  is  it?  Let's  just  diwy  up  the 
responsibilities  among  the  chief 
sales  officer,  the  chief  information 
officer,  the  chief  operations  officer, 
and  the  chief  financial  officer.  The 
CMO  was  having  too  much  trouble 
trying  to  figure  out  how  to  get  them 
to  understand  marketing  anyway. 
And  CEOs  were  having  too  much 
trouble  defining  the  CMO  role  and 
making  heads  or  tails  of  what  the 
value  was.  At  the  very  least,  let's 
change  the  title  to  chief  maybe 
officer— as  in,  maybe  he'll  stick 
around;  maybe  he  won't.  Maybe 
her  new  initiatives  will  be  well- 
received  and  move  the  needle; 
maybe  they  won't." 


Same  Old,  Same  Old 

In  a  recent  survey  of  marketing 
professionals,  McKinsey  found 
that  while  most  respondents  were 
experimenting  with  New  Media,  TV 
remained  the  most  widely  used 
vehicle.  "Many  continue  with  the 
tried-and-true  approaches 
because  the  alternatives  lack  the 
scale  to  achieve  brand  priorities, 
and  because  the  absence  of  a 
widely  accepted  measure  of  digital 
media  makes  it  challenging  to 
measure  spending  effectiveness. 
That's  why  more  than  one-third  of 
all  respondents  devote  less  than 
10%  of  their  marketing  budgets  to 
non-traditional  media." 
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The  CYPHER5  Stent 

can  instantly  reopen  your 

blocked  coronary  artery  — 

so  you  can  get  back  to 

working,  living  and  playing 

the  way  you  want  — 

without  chest  pains.  But 

the  CYPHER1  Stent 

is  not  for  everyone  — 

especially  those  who  cannot 

take  antiplatelet  medicine, 

or  have  certain  allergies.  It 

carries  risks,  including  the 

formation  of  a  blood  clot 

in  the  stent,  heart  attack, 

and  the  possible  need 

for  a  repeat  procedure. 
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OPEN  YOUR  HEART 
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D  YOUR  LIFE. 


Your  cardiologist  can  explain 

the  risks  and  alternate 

treatments  to  consider.  For 

details,  see  Patient  Information 

on  the  next  page. 

To  learn  more  about  the 

most  studied,  most  used, 

most  proven  coronary  stent 

in  the  world,  talk  to  your 

doctor,  call  1-800-781-0282 

or  visit  cypherusa.com. 


Sirolimus-eluting  Coronary  Stent 
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Discover  Needs 
Plastic  Surgery 

Fears  of  a  consumer  slowdown  have  hurt  its  stock, 
but  the  credit-card  issuer's  big  problem  is  its  image 


By  Jessica  Silver-Greenberg 

Discover  Financial  Services  couldn't 
have  picked  a  worse  time  to  become  an 
independent  company.  The  credit  - 
card  issuer,  which  was  spun  off  from 
Morgan  Stanley  on  June  30,  collided 
head-on  with  a  credit  crunch  and 
mounting  fears  about  a  slowdown  in 
consumer  spending.  In  five  months  the 
stock  has  sunk  more  than  40%. 

At  a  recent  share  price  of  roughly 
17,  Discover  sells  at  10  times  earnings, 


compared  with  17  times  for  American 
Express.  Discover's  depressed  price 
may  eventually  pique  the  interest  of  a 
potential  acquirer  like  General  Electric, 
which  has  a  portfolio  of  credit  cards. 
But  despite  the  low  valuation,  the  stock 
might  not  be  a  bargain:  The  problems 
at  Discover,  which  lacks  the  cachet  and 
retail  acceptance  of  other  cards,  go  far 
beyond  the  credit -market  catastrophe. 

After  MasterCard's  debut  in  May, 
2006,  its  shares  soared  from  39  to 


more  than  180  in  a  year.  MasterCai 
stock  has  continued  to  chug  along 
despite  the  broader  credit  problen 
Most  figured  Discover's  new  stock 
would  prosper  as  well.  As  an  indep 
dent  company,  Discover  could  pou 
profits  back  into  the  business  and  \ 
come  a  nimbler  competitor.  "Discc 
remains  a  strong  standalone  comp 
focused  on  growing  revenues,  man 
ing  costs,  and  continuing  to  delivei 
innovative  products  and  superior 
customer  service,"  says  Discover  C 
Executive  David  Nelms. 

So  what  might  boost  Discover's  s 
price  and  perhaps  stave  off  unwant 
suitors?  A  revival  in  the  credit  mart 
would  help.  Unlike  MasterCard,  wr 
makes  money  largely  off  credit -car 
transactions,  Discover  also  lends 
directly  to  consumers.  It  then  sells 
some  60%  of  that  debt  to  big  inves 
tors.  Discover's  profits  have  suffere* 
in  recent  months  as  demand  for  sue 
asset -backed  securities  has  waned 
income  dropped  16%,  to  $202.2  mil  3 
lion,  in  the  third  quarter. 

More  importantly,  the  company 
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THE  HIGH-PERFORMANCE  CYPHER"  STENT. 


The  CYPHER®  Sirolimus-eluting  Coronary  Stent 

Patient  Information  for  the  CYPHER  Sirolimus-eluting  Coronary  Stent 
(SY-fer  sir-AHL-i-mus  e-L  UT-ing  KOR-o-nair-e  stent) 

This  summary  is  about  the  CYPHER"  Sirolimus-eluting  Coronary  Stent,  a  combination  product  consisting 
of  a  device  (stent)  and  an  anti-rejection-type  medication  (sirolimus)  contained  in  a  polymer  (soft  plastic) 
coating  on  the  stent.  Please  read  it  carefully.  This  information  should  not  take  the  place  of  careful  discussions 
with  your  doctor.  Only  your  doctor  can  decide  if  the  CYPHER'  Stent  is  right  for  you.  Contact  your  doctor  if 
you  have  any  questions.  , 

WHAT  IS  THE  CYPHER'  STENT7  The  CYPHER' Stent  has  three  parts: 

The  stent:  a  small,  expandable,  slotted  metal  tube  that  is  inserted  into  a  coronary  artery  (one  of  the  blood 

vessels  that  supply  the  heart  with  oxygen  and  nutrients).  A  stent  acts  as  a  scaffold  that  helps  hold  the  artery 

open,  which  allows  blood  flow  to  the  heart  and  relieves  symptoms  caused  by  the  blockage. 

The  anti-rejection-rype  medication  (sirolimust):  an  anti-rejection-type  medication  that  limits  the 

overgrowth  of  tissue  as  the  healing  process  occurs  following  coronary  stent  implantation. 

The  inactive  ingredient:  a  polymer  (soft  plastic)  coating  on  the  stent  that  contains  the  medication 

sirolimus.  and  slowly  elutes  (releases)  the  medication  into  the  artery  wall  around  the  stent. 

HOW  DOES  THE  CYPHER  STENT  WORK?  Overgrowth  of  tissue  is  believed  to  be  a  major  (actor  responsible 
for  renarrowing  of  the  artery  after  stent  placement.  The  CYPHER'  Stent  limits  this  overgrowth  of  tissue, 
which  significantly  reduces  the  chance  of  reblockage  and  the  need  for  another  procedure. 

WHAT  IS  THE  CYPHER  STENT  USED  FOR?  The  CYPHER'  Stent  is  used  to  help  open  coronary  arteries  in 
people  who  have  symptoms  of  ischemic  disease  (lack  of  blood  flow  to  the  heart)  such  as  heart  attack  or  angina, 
due  to  atherosclerosis  (fatty  substances  such  as  cholesterol  deposited  on  the  inner  lining  of  blood  vessels). 

Placement  of  the  CYPHER'  Stent  is  no  different  than  the  placement  of  a  bare-metal  (uncoated)stent.  The 
CYPHER'*  Stent  will  remain  in  the  vessel  permanently. 

WHO  SHOULD  NOT  RECEIVE  THE  CYPHER  STENT?  Patients  who: 

•  are  allergic  to  the  anti-rejection-type  medication  (sirolimust) 

•  are  allergic  to  the  polymers  used  in  the  coating 

•  cannot  take  antiplatelet  medication  such  as  aspirin 

•  cannot  take  anticoagulant  medication  (blood  thinners) 

•  have  a  blockage  that  the  doctor  decides  will  not  allow  complete  inflation  of  the  angioplasty  balloon 
Women  of  childbearing  age  should  be  using  effective  contraception  before  they  receive  the  CYPHER   Stent, 
and  for  12  weeks  after.  Women  who  are  nursing  should  discuss  this  with  their  doctor  before  receiving  the 
CYPHER'  Stent. 

The  CYPHER*  Stent  has  not  been  studied  (or  use  in  children. 

WHAT  OTHER  MEDICAL  ISSUES  SHOULD  I  DISCUSS  WITH  MY  DOCTOR?  You  should  tell  your  doctor 

about  any  other  medications  (prescription  or  nonprescription)  you  are  taking,  especially  medications  that 
affect  your  immune  system.  You  should  also  tell  your  doctor  if  you  have  a  history  of  bleeding  problems. 
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WHAT  ARE  THE  POSSIBLE  SIDE  EFFECTS  OF  THE  CYPHER  STENT'  UseoftheCYPHER'  Stentcarri  j 
risks  associated  with  all  coronary  stent  placement,  including  allergic  reaction,  irregular  heart  rhythm,  | 
thrombosis  (blood  clot  in  the  stent),  death,  reactions  to  antiplatelet  or  anticoagulant  medications  or  ti  J '. 
used  during  placement,  emergency  bypass  surgery,  fever,  bleeding  at  the  puncture  site,  chest  pain  or  a  j 
and  stroke.  The  risk  of  thrombosis  with  any  stent,  uncoated  or  drug-eluting,  remains  low.  Our  two  cl  I  ! 
trials  following  patients  over  a  five-year  period  indicate  a  similar  overall  risk  of  thrombosis  bet  wet  i. 
CYPHER'  Stent  and  uncoated  stents.  However,  after  I  year,  a  very  small  increased  risk  of  stent  throrr  ]■■ 
can  be  seen  with  the  CYPHER '  Stent  versus  uncoated  stents  that  did  not  reach  statistical  significance 

Potential  adverse  events  which  may  be  associated  with  the  implantation  of  a  coronary  stent  inri 
allergic  reaction,  irregular  heart  rhythm,  death,  drug  reactions  to  blood-thinning  agents  or  contrast  1 1  li' 
emergency  bypass  surgery,  fever,  bleeding  at  the  puncture  site,  chest  pain  or  angina,  and  stroke.  Pot  J 
adverse  events  related  to  the  drug  sirolimus  (based  on  studies  of  patients  who  used  the  drug  orally 
prolonged  period  of  time)  include:  infection,  tumor  formation,  fatigue,  joint  pain  and  diarrhea. 

Exposure  to  sirolimus  and  the  polymer  coatingon  the  CYPHER '  Stent  is  directly  related  to  the  num  ■'  if 
implanted  stents.  Use  of  more  than  two  CYPHER'  Stents  has  not  been  adequately  evaluated.  Use  of 
than  two  CYPHER "  Stents  will  result  in  your  exposure  to  a  larger  amount  of  sirolimus  and  polymer  c(     ' 
than  experienced  in  the  clinical  studies. 

WHAT  CAN  I  EXPECT  AFTER  I  RECEIVE  THE  CYPHER  STENT?  Many  patients  are  able  to  return  hon--] 
day  following  their  procedure.  Your  doctor  will  decide  how  long  you  need  to  stay  based  on  your  individual  i 

Your  doctor  will  prescribe  aspirin,  and  other  antiplatelet  or  anticoagulant  medications  (blood-thin  ■ 
It  is  very  important  that  you  take  these  medications  exactly  as  directed;  be  sure  not  to  miss  any  doses 
your  doctor  if  you  feel  that  you  cannot  tolerate  your  medications  or  develop  any  side  effects  such  as  ble 
upset  stomach,  rash  or  itching,  or  if  another  healthcare  professional  asks  you  to  stop  taking  your  medic 
You  may  also  have  to  have  follow-up  blood  tests  to  monitor  the  effects  of  the  CYPHER "  Stent. 

You  should  be  able  to  return  to  your  normal  activities  such  as  work,  sports  and  sex  very  soon,  but  agait 
will  be  determined  by  your  doctor.  Check  with  your  doctor  prior  to  doing  anything  that  is  physically  strenut 

You  will  be  given  a  schedule  for  follow-up  visits  with  your  cardiologist  or  family  doctor,  and  a 
identification  card  to  carry  with  you  at  all  times,  containing  information  about  the  CYPHER'  Stent. 

If  you  have  chest  pain  after  your  procedure,  see  a  doctor  immediately. 

HOW  CAN  I  GET  MORE  INFORMATION  ABOUT  THE  CYPHER  STENT?  if  you  have  any  other  ques 

speak  to  your  doctor,  or  call  1-800-781-0282  or  visit  www.cypherusa.com 

Sirolimus-eluting  Stent  made  by  Cordis  Corporation  pursuant  to  a  license  from  Wyeth  Pharmaceuticals 

Rapamune '"  is  a  trademark  of  Wyeth  Pharmaceuticals. 

tSirolimus  is  also  available  in  tablet  and  liquid  form,  known  by  the  name  Rapamune '  Let  your  doctor  kn 
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Is  to  persuade  cardholders  such  as 
:  Millsaps  II,  a  New  York  lawyer, 

the  Discover  card  that's  gather- 
ust  in  his  wallet .  Attracted  by  the 

back  rewards,  the  28-year-old 
le  card  when  he  was  a  junior  in 
ge.  Now  he  rarely  uses  it,  opt- 
istead  for  his  American  Express, 
b.  offers  higher-end  luxury  perks, 
letimes  I'm  embarrassed  to  use  it," 
Millsaps  of  his  Discover  card.  "I 
laving  to  go  through  the  rigma- 
>f  asking  if  places  take  it  and  then 
tably  hearing  'no.' " 

GGLING  OVERSEAS 

's  a  central  concern  for  Discover, 
>e  image  as  a  second-rate  card  in 

S.  made  it  the  butt  of  a  joke  in  the 
V  cartoon  The  Family  Guy,  earlier 
ear.  The  card  is  accepted  at  only 
of  the  U.S.  retailers  that  take  Mas- 
ird  and  Visa.  Last  year,  Discover 
113.7  billion  worth  of  transactions 
;  U.S.,  compared  with  $862  billion 
asterCard,  according  to  industry 
cation  the  Nilson  Report. 
ie  company  also  needs  to  im- 
i  its  game  overseas.  Discover  is 
im  accepted  internationally,  and 
jmpany's  acquisitions  outside 

S.  have  so  far  been  lackluster.  It 
tit  Goldfish,  a  British  credit-card 


company  that  operates 
on  MasterCard  and  Visa 
networks,  in  2006.  But  in 
the  latest  quarter  Goldfish 
posted  a  $67  million  loss, 
vs.  a  $30  million  gain  the 
previous  year. 

Discover  has  made  some 
smart  moves.  It  got  into 
faster -growing  debit  cards 
with  its  2004  purchase  of 
the  Pulse  network.  As  part 
of  a  broader  effort  to  put 
its  plastic  in  more  wal- 
lets, Discover  is  teaming 
up  with  third  parties  like 
Wal-Mart  Stores  on  co- 
branded  credit  cards.  And 
it's  beefing  up  its  market- 
ing to  small  and  midsize 
retailers,  a  segment  where 
it's  especially  weak.  "Over 
the  next  two  years  we 
expect  to  largely  close  the 
gap,  which  will  allow  our 
customers  to  earn  their  cash -back  bo- 
nus everywhere  around  the  country," 
says  Nelms. 

That  may  not  be  enough  to  make 
investors  happy.  Analysts  are  predict- 
ing earnings  per  share  will  slip  slightly 
in  fiscal  2008.  Says  Craig  Maurer,  an 
analyst  with  Ceylon  Securities,  an 
independent  research  firm:  "Discover 
needs  to  totally  reinvent  itself  or  the 
stock  will  continue  to  drop."  1 BW 1 


LINKS 


Here  Comes  Visa 

The  U.S.'s  No.  1  credit-card 
company  is  poised  to  go  public 
early  next  year.  Visa's  proposed  $10 
billion  offering  will  curtail  Master- 
Card's heady  stock  growth,  Jim 
Cramer  said  on  TheStreet. corn's 
online  show  Wall  Street  Confiden- 
tial on  Nov.  1 2.  Given  Visa's 
dominant  position,  he  said, 
MasterCard  investors,  who  have 
enjoyed  triple-digit  gains,  will  jump 
ship.  Visa's  U.S.  transactions 
topped  $1 .6  trillion,  compared  with 
$862  billion  for  MasterCard.  "I've 
liked  MasterCard  very  much,  but  I 
don't  like  MasterCard  in  an 
environment  where  Visa  is  coming 
public."  said  Cramer. 
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UNA 


Jrivate  Banking, 
Chinese-Style 

nderground  loans  are  flourishing  despite  Beijing's 
forts  to  rein  in  lending  and  cool  the  economy 


Shanghai: 
hina  aims  to 
urb  spending 
i  the  real 

tate  market 


Dexter  Roberts  and  Chi-Chu  Tschang 
ijing  Organic  Farm  Development  is 
oming.  The  fruit  and  vegetable  pro- 
cer  expects  its  sales  to  double  this 
ir,  to  $7  million,  and  is  planning  a 
3  million  expansion.  So  will  Organic 
cm  head  to  the  bank  for  a  loan  ?  No 
y.  With  Beijing  cracking  down  on 
idit  and  banks  reluctant  to  lend  to 
all  fry,  Chief  Executive  Chen  Cong- 
ng  will  instead  do  what  she  has  since 
inding  the  company  seven  years  ago: 
nvest  profits  and  turn  to  family  and 
nds  for  a  loan  if  she  needs  more. 
Je  pour  all  of  our  revenues  back  into 
i  company,"  Chen  says. 
/Ynd  so  it  goes  in  Beijing's  efforts  to 
n  in  capital  spending  to  cool  down 
economy  and  avoid  a  painful  crash. 
:hough  the  government  in  recent 
eks  has  urged  banks  to  curb  lending, 
ire's  so  much  money  sloshing  around 
ina  that  companies  in  need  of  fund- 
can  almost  always  find  it,  no  matter 


what  the  banks  are  instructed  to  do.  In 
fact,  China  is  brimming  with  informal 
networks  that  companies  can  tap  for 
funds.  Hundreds  of  operations— some 
legal,  some  illegal,  and  some  in  the  gray 
area  between— are  more  than  happy 
to  make  loans,  and  trade  associations 
often  become  temporary  lenders  for 
their  members.  These  loans  today  total 
some  $267  billion,  equal  to  28%  of 
the  amount  banks  lend,  estimates  Li 
Jianjun,  a  professor  at  Beijing's  Central 
University  of  Finance  &  Economics. 
"The  government  has  controlled  the  le- 
gitimate system,  but  that  has  just  made 
the  illegitimate  part  of  the  loan  market 
more  active,"  Li  says. 

That's  not  to  say  that  the  government 
isn't  trying  to  slow  lending.  The  central 
bank  this  year  has  raised  the  bench  - 
mark  interest  rate  five  times,  to  7.29%, 
and  hiked  reserve  requirements  for 
banks  nine  times.  Other  measures  have 
been  aimed  at  limiting  investment  in 
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overheated  sectors,  such  as  real  estate, 
and  in  polluting,  inefficient  industries 
like  cement  and  steel.  Despite  all  that, 
the  economy  is  expected  to  grow  by 
11.5%  in  2007,  the  fifth  straight  year  of 
double -digit  expansion. 

China  simply  has  too  much  capital 
for  such  measures  to  work.  Domestic 
savings  now  stand  at  more  than  $5 
trillion,  and  the  country's  global  trade 
surplus  hit  $213  billion  for  the  first 
10  months.  So  despite  the  efforts  to 
curb  loan  growth,  official  bank  lend- 
ing jumped  by  16%,  to  $467  billion, 
through  October,  JPMorgan  reports. 

INTERNET  MIDDLEMAN 
China's  high-flying  companies,  mean- 
while, have  plenty  of  cash.  Through 
August,  pretax  profits  were  up  by  an 
average  of  37%  at  mainland  enterprises, 
the  National  Bureau  of  Statistics  says. 
And  Chinese  outfits  have  raised  more 
than  $50  billion  in  public  offerings  this 
year  both  at  home  and  abroad.  "There's 
a  lot  of  internally  generated  cash  that 
allows  people  to  forgo  borrowing,"  says 
Paul  Schulte,  an  equity  strategist  at 
Lehman  Brothers  in  Hong  Kong. 

Those  who  need  a  loan  can  forgo  a 
visit  to  the  bank.  Yunnan  Tianyin  Real 
Estate  Development  has  plowed  $1.3 
million  into  apartment  buildings  in 
Yunnan  province  and  is  now  seeking  $4 
million  for  additional  developments. 
The  company  turned  to  China  Private 
Capital  Website,  a  Hangzhou-based 
outfit  that  matches  potential  investors 
with  companies  that  can't  get  bank 
loans.  "The  crackdown  on  bank  lending 
makes  more  real  estate  businesses  look 
for  loans  outside  the  banks,"  says  Meng 
Yang,  marketing  chief  at  the  three - 
year -old  Internet  operation. 

These  underground  sources  aren't 
cheap.  Interest  can  be  as  much  as  eight 
times  the  rate  charged  by  banks.  But 
the  money  is  available  fast.  Getting 
approval  for  a  bank  loan  takes  any- 
where from  six  months  to  a  year.  The 
informal  networks,  by  contrast,  can 
often  deliver  the  cash  within  24  hours. 
For  most  small  companies  in  China, 
"interest  is  not  an  issue,"  says  Ye  Wei- 
jia,  director  of  New  Venture  China,  a 
nonprofit  that  helps  small  companies 
secure  funding.  "If  they  need  a  loan,  it 
is  for  something  urgent."  1  bw  i 
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Bic  Wants  to  Flick 
Your  Cell  Phone 


• 


it 


It  sees  a  big  opportunity  in  making  cartridges  thai 
will  help  replace  batteries  in  portable  devices 


.. 


By  Jennifer  L  Schenker 
Each  day  consumers  snap  up  10  million 
Bic  razors  and  5  million  of  the  colorful 
plastic  lighters  made  famous  by  the 
ad  campaign  "Flick  My  Bic."  Those 
volumes  pale  in  comparison  to  Bic's 
ubiquitous  pens:  The  French  company 
sold  its  100  billionth  in  2005.  Bic, 
which  had  sales  of  about  $2  billion  in 
2006,  has  spent  30  years  honing  the  art 
of  making  disposable  consumer  goods. 
Now,  Bic  wants  to  use  that  expertise 
for  something  far  more  challenging 
than  pens  or  lighters.  It's  designing 
disposable  cartridges  for  fuel  cells, 


Steve  Burkha 
director  of  Bie<  ? 
fuel-cell  resete 
team,  in  Milfo 
Conn. 


f 


a  kind  of  power 
supply  that  could 
someday  eliminate 
the  need  to  con- 
stantly recharge 
mobile  phones  or  laptop  computers  d 
Electronics  makers  are  drawn  to  fu<  ps 
cells  because  today's  rechargeable  t 
teries  can't  keep  up  with  the  demar. 
users  place  on  portable  gadgets.  If 
you  spend  any  time  surfing  the  Wet 
from  your  phone  and  e- mailing  yoi; 
friends,  as  well  as  making  calls,  you 
probably  have  to  recharge  at  least  01 
a  day.  With  a  fuel  cell,  you'd  never 
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:  to  look  for  an  outlet;  You'd  just 
out  a  spent  fuel  cartridge  and 
rt  a  new  one. 

le  challenge,  says  Steve  Burkhart, 
5  executive  in  charge  of  this  tech- 
igy,  "is  to  make  the  cartridge  as 
technical  as  you  think  a  pen  is,  and 
e  it  safe."  Unlike  batteries,  which 
i  electricity,  fuel  cells  generate  a 
ent  in  a  chemical  reaction.  Bic's 
cartridges  will  provide  some  of 
Necessary  chemicals,  which  could 
lethanol  (wood  alcohol)  or  any  of 
ral  alternatives. 

AP  POWER? 

las  no  desire  to  manufacture  the 
cells  themselves.  These  devices 
first  commercialized  more  than 
ears  ago  and  are  used  in  various 
strial  settings.  Bic  will  leave  that 
of  the  business  to  companies  such 
amsung  and  LG,  which  are  eager 
11  mini  fuel  cells — assuming  they 
bring  down  the  price  and  the  size 
gh  for  them  to  fit  in  a  handset, 
e  electronics  makers  succeed  in 
mission,  Bic  sees  a  big  oppor- 
ty  in  the  replaceable  cartridges, 
;h  might  actually  resemble  the 
ontainers  in  its  pens.  Each  one 
Id  cost  just  a  couple  of  dollars,  and 
d  conceivably  keep  a  mobile  phone 
ling  for  weeks  at  a  stretch.  If  Bic 
the  fuel -cell  makers  can  get  the 
neering  right,  "they  could  signifi- 
ly  extend  the  run  time  of  portable 
ces,"  says  Heather  Daniell,  atech- 
gy  analyst  at  New  Energy  Finance, 
ndon  market  research  firm, 
c's  big  adventure  with  fuel  cells 
n  in  2002.  Ken  Cooper,  the  com- 
a's U.S. -based  director  of  strategic 
ness  development,  was  in  a  New 
en  (Conn.)  drugstore  and  spotted 
rdless  travel  hair  dryer  with  a  tiny 
or  that  ran  on  butane.  This  got 
per  thinking  about  fuel  cells  for 
iheld  gadgets — a  hot  topic  in  con- 
|er  electronics  circles.  Few  com- 
es in  the  world  package  as  much 
ievery  day  as  Bic  does  in  its  butane 
ters,  he  reasoned.  So  Cooper 
ded  Bic  should  take  a  gamble  and 
lop  fuel-cell  cartridges  that  are 
iter-like,  pocketable,  yet  safe." 
Doper  presented  the  idea  to  Bic 
lip  Chairman  Bruno  Bich,  who 


immediately  saw  the  logic.  Batter- 
ies are  sold  in  convenience  stores  the 
world  over,  right  next  to  disposable 
lighters  and  razors,  and  Bic's  distri- 
bution network  reaches  more  than  3 
million  retail  outlets  in  160  countries. 
Even  the  French  word  for  cartridge, 
cartouche,  is  the  same  word  for  pen 
refills.  Bic  CEO  Mario  Guevara  now 
calls  fuel  cells  "an  important  strategic 
initiative."  His  research  and  business 
development  teams  "are  working  on 
all  aspects  of  this  technology,  includ- 
ing building  alliances  with  fuel -cell 
producers  and  electronics  manufac- 
turers," he  says. 

Some  experts  still  question  whether 
fuel  cells  will  ever  replace  rechargeable 
batteries.  But  prospects  got  a  lot  better 
in  November,  when  international  avia- 
tion authorities  tentatively  agreed  to 
let  airline  passengers  and  crew  carry  on 
devices  with  fuel  cell  power  sources. 
Earlier  this  fall,  Toshiba  showed  off 
three  prototypes  that  fit  the  bill:  a  me- 
dia player,  a  mobile  phone,  and  a  lap- 
top. And  Medis  Technologies  of  New 
York  will  soon  sell  a  stand-alone  fuel- 
cell  unit  for  travelers  who  just  want  to 
juice  up  their  regular  mobile  phones. 
About  the  size  of  a  BlackBerry,  the  $25 
device  will  provide  enough  extra  power 
for  3  0  hours  of  talk  time .  ibw  1 

—With  Kenji  Hall  and  Adam  Aston 
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Goodbye,  Power  Packs? 

For  the  military,  batteries  are  a 
matter  of  life  and  death.  When 
power  packs  peter  out,  walkie 
talkies  fall  silent,  GPS  devices  and 
night  vision  goggles  go  blind,  and 
soldiers  lose  their  way.  That's  why 
infantrymen  often  head  out  on 
patrols  carrying  20  lb.  of  batteries. 
An  Oct.  8  report  in  Government 
Computer  News  says  the 
Pentagon  is  working  with  MTI 
Micro  Fuel  Cells,  PolyFuel,  and 
Ultracell  to  build  fuel  cells  to 
replace  standard  batteries.  Filled 
with  propane  or  methanol,  they 
could  deliver  four  times  as  much 
juice  at  half  the  weight.  When  they 
run  down,  "Soldiers  could 
refill. ..from  a  larger  tank  or  snap  in  a 
replacement  fuel  cartridge." 


A  DAY  IS  ATTRACTION 
A  YEAR  IS  LOVE 

Scientists  claim  physic: 

Inhale  a  particularly  pleasant  pherom 
the  instantaneous  effect  includes  shortness  o 
breath,,  heart  palpitations  and  in  soi 
temporary  insanity.  Over  the  years  i;~ 
phenomenon  of  attraction  develops 
even  stranger  one  called  love.  G 
familiar  with  chemical  reactions,  arorr 
perfect  matches.  The  Glenfiddich  18  ■' 
Single  Malt  Scotch  Whisky  togethe 

the  scent  of  spiced  apple  and  robust  oak,  1: 
.  the  lovechild  of  our  own  passionate  affai 
matured  for  18  years  then  married  in  smal 
batches  for  lasting  depth  and  com 
Love  doesn't  happen  in  a  single  day,  but  givi 
yourself  a  year  and  the  possibilities  are 
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Web  pioneer  Edmunds  continues  to  set 
the  pace  for  all  things  online  about  cars 


By  Matt  Vella 

It's  8:40  a.m.,  and  the  staff  of  Ed- 
munds is  already  rowdy.  Chief  Execu- 
tive Jeremy  Anwyl  is  calling  new  hires 
to  the  center  of  the  room,  a  vast ,  loft  - 
like  space  that  forms  the  core  of  the 
company's  Santa  Monica  (Calif.)  head- 
quarters. Each  new  employee  in  turn, 
from  every  level  and  every  department, 
is  met  with  applause  and  raucous  hoots 
from  a  crowd  of  several  hundred,  as 
well  as  by  digitally  transmitted  cheers 
from  a  satellite  office  in  suburban  De- 
troit, connected  via  videoconference. 

The  weekly  welcoming  ceremony 
is  emblematic  of  the  open  culture  and 
rapid  growth  of  the  automotive  Web 
publisher.  Edmunds  started  in  i960 
as  a  publisher  of  booklets  packed  with 
automotive  specifications  intended 
to  help  car  shoppers  make  buying 
decisions.  In  1995  its  Web  site  was 
launched  as  a  trial  balloon  by  a  skunk 
works  team  of  employees.  Since  then, 
Edmunds  has  developed  into  the  go -to 
online  resource  for  car  buyers  and 
enthusiasts.  "It's  become  the  iconic 
name  for  car  research  and  pricing," 
says  Wes  Brown,  a  partner  in  the  Los 
Angeles  consumer  marketing -research 
firm  Iceology,  who  has  worked  with 
Edmunds  in  the  past. 

The  cornerstone  of  the  business  is 
the  data-driven  Edmonds.com,  which 
helps  shoppers  compare  and  price  new 
vehicles.  In  a  little  over  a  decade  the 
Web  site  so  overshadowed  the  print 
operations  that  Edmunds  last  year  got 
out  of  the  print  business  altogether.  "It 
was  difficult  for  us  emotionally,  but  not 
financially,"  says  Avi  Steinlauf,  presi- 
dent, chief  operating  officer,  and  son  of 


Peter  Steinlauf,  the  entrepreneur  who 
is  the  private  company's  largest  inves- 
tor. At  the  time,  the  print  publication 
was  contributing  less  than  1%  of  sales. 

Edmunds  generates  revenue  by 
selling  advertising  and  sales  leads  to 
local  car  dealers.  It  won't  break  down 
its  finances,  but  executives  say  it  is 
profitable  and  revenues  have  grown  at 
a  compound  annual  rate  of  43%  over 
the  past  seven  years.  The  staff  has  bal- 
looned to  some  370  employees  from 
just  20  in  1998.  And  a  profit-sharing 
program  is  on  track  to  give  every 
worker  a  20%  salary  bonus  in  2007,  up 
from  9%  last  year. 

Many  media  outfits  have  tried  to 
reformulate  around  narrow  topics  to 


give  advertisers  more  targeted  auc 
ences.  Earlier  this  month,  for  inst; 
Barry  Diller  said  that  he  was  break 
up  IAC/InterActiveCorp  (page  56] 
into  four  "pure  play"  Web  compar 
Edmunds  faced  the  opposite  challi 
Its  shopping  data  already  drew  hig 
motivated  one-time  visitors.  The  1 
to  much  of  its  recent  growth,  com] 
executives  say,  was  the  ability  to  ci 
a  car-themed  microcosm  to  keep  c 
sumers  returning  to  the  site  even  a 
they  bought  a  vehicle.  "We're  all  h 
ed  toward  the  same  place,"  says  M 
Dushane,  executive  editor  of  rival 
and  Driver  magazine 's  V 
site.  "While  we're  build: 
data  and  tools  to  compk 
ment  our  editorial,  they 
at  the  same  time  trying  t 
build  editorial  brands." 
Edmunds  executives 
fostered  the  rapid  develo 
ment  and  launch  of  a  hos 
of  other  projects  to  creat 
an  online  environment  fc 
every  auto  enthusiast.  0 
such  project  is  Inside  Lin 
Web  car  magazine  that  E 
munds  unveiled  in  Janua 

2005.  Inside  Line's  montl 
readership  has  grown  to 
3.5  million.  In  February, 

2006,  executives  launchf 
CarSpace,  an  auto-therm 
social  networking  site  ba: 
on  the  fevered  debates  or 
Edmunds. corn's  forums  c 
such  topics  as  the  enviroi 
mental  merits  of  hybrid  v 

diesel  technology.  More  recently,  th 
initiated  several  blogs — some  in  just 
matter  of  weeks — to  cover  green  tee 
nology  and  car  industry  news. 

Says  Erich  Merkle,  vice-presiden 
for  forecasting  at  the  Grand  Rapids 
(Mich.)  research  firm  IRN:  "They've, 
managed  to  thoroughly  broaden  the 
audience .  It's  one  thing  to  be  used  b 
the  16  million  potential  auto  buyers 
ery  year,  but  quite  another  to  be  able 
draw  in  the  enthusiast  crowd  of  read 
which  is  intensely  loyal."  1 BW 1 
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ur  future  customers  in  Beijing  are  closer  than  you  think. 

Ex  has  all  the  tools  you  need  to  make  international  shipping  easy.  FedEx  Express 
ds  to  more  than  220  countries  and  territories  wOrl^vVide,  including  over  200 
as  in  China.  And  whatever  your  shipping  "heeds  are,  FedEx  has  a  solution  that 
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A  One-Stop  Guide 
To  Gadgets 

The  latest  specialized  Web- 
search  service:  Retrevo.com, 
launched  on  Nov.  19  as  a  way 
to  find,  buy,  and  troubleshoot 
the  more  than  40,000  con- 
sumer-electronics products 
introduced  each  year. 

Using  computer  algo- 
rithms, Retrevo  trolls  the  Net 
for  expert  and  user  reviews, 
blogs,  and  manufacturer 
information  on  an  item.  Con- 
sumers can  see  at  a  glance  the 
highest,  average,  and  lowest 
price  and  how  they  compare. 
A  digital  troubleshooter 
sorts  through  manuals  and 
technical  support  pages  to 
solve  simple  problems.  Free  to 
consumers,  Retrevo  has  deals 
to  share  revenues  in  gadget 
sales  from  the  site,  and  hopes 
to  line  up  advertising. 
-Cliff  Edwards 


TRANSISTORS 


Printing  Chips  on  the  Cheap 


A  Silicon  Valley  startup  says  it  has  refined  a  process 
that  uses  regular  printing-press  technology  to  cre- 
ate low-power  chips.  Kovio's  Nov.  13  announce- 
ment could  represent  a  step  forward  in  developing 
cheap,  mass-produced  radio -frequency  identifi- 
cation (RFID)  tags. 

Sunnyvale  (Calif.)-based  Kovio  says  it  will  use  a 
process  that  could  drop  the  price  of  the  tiny  radio 
chips,  which  help  companies  keep  track  of  prod- 
ucts they  ship,  from  1 5<£  per  tag  to  5<£  by  late  2008. 
Kovio  uses  long -established  graphics  printing 
techniques,  but  instead  of  color  inks  it  sprays  what 
it  calls  "silicon  ink " — consisting  of  silicon  elec - 
t  ronics  and  thin  -  film  transistors — onto  stainless 
steel  foil  that  is  paired  with  a  tiny  radio  antenna. 
Silicon  ink  devices  can  be  made  using  cheaper 
equipment  than  that  used  to  make  regular  chips. 
-Cliff  Edwards 


AIRWAVES 


How  Big  Wireless 
Could  Get 
Short-Circuited 

While  talk  of  the  FCC 's  Jam 
ary  airwaves  auction  has  fo- 
cused on  Google's  battle  wil 
the  phone  companies,  small 
outfits  also  are  weighing  bid 
If  any  of  them  succeed  in  bit 
ing  off  bits  of  spectrum,  the 
could  create  the  first  nation 
wide  networks  dedicated  to 
providing  only  wholesale 
wireless  services.  Outfits  liki 
Frontline  and  Mobile  Satelli 
Ventures  could  resell  airwav 
to  those  wanting  a  sliver  for 
things  like  gadgets  that  com 
municate  with  each  other. 
Offering  lower  prices  than 
cell  operators,  they  may  also 
give  relief  to  regional  wire  - 
less  telcos  that  now  must  sigi 
roaming  deals  with  phone 
giants.  -OlgaKharif 


The  director  of 
Enchanted  cast 
Amy  Adams  as 
the  princess  after 
seeing  her  onli 


ENTERTAINMENT 


Hollywood  Clicks  and  a  Cast  Appears 

Forget  cattle  calls.  Hollywood  now  goes  online  to  cast 
many  movies  and  TV  shows  thanks  to  a  MySpace  for  talent 
agents  called  Cast  It  Systems.  At  $4,000  for  a  feature  film 
and  $2,000  for  a  TV  pilot,  most  Hollywood  studios  and 


two  of  the  Big  Four  TV  networks  use  the  password -pro- 
tected site  to  create  pages  devoted  to  hot  projects.  Barry 
Josephson,  producer  of  the  Walt  Disney  film  Enchanted, 
approved  director  Kevin  Lima's  choice  of  Amy  Adams 
for  the  lead  role  of  Princess  Giselle  after  seeing  an  online 
video  of  her  reading  a  script.  Created  by  film  producer  Eri 
Hayes  and  dot-com  entrepreneur  Chris  Gantos,  Cast  It 
now  is  moving  on  to  Broadway  plays  and  ad  spots. 
-Ronald  Grover 
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The  Internet  can't  hide  anym< 

The  AT&T  LaptopConnect  Card  works  in  more 
places  worldwide  than  any  other  U.S.  carrier. 

°.99 

-year  wireless  service  agreement 
taConnect  plans  $59.99  or  higher, 


at&t 


Your  world.  Delivered. 


Go  to  att.com/laptopconnect  or  visit  your  nearest  AT&T  store. 


e  not  available  in  all  areas.  Limited-time  offer.  Other  conditions  and  restrictions  apply.  See  contract  and  rate  plan  brochure  for  details.  Subscriber  must  live  and  have  a  mailing 
ithin  AT&T's  owned  network  coverage  area.  Up  to  $36  activation  fee  applies.  Equipment  price  and  availability  may  vary  by  market  and  may  not  be  available  from  independent  retailers. 
initiation  Fee:  None  if  cancelled  in  the  first  30  days;  thereafter  $175.  Some  agents  impose  additional  fees.  Sales  tax  calculated  based  on  price  of  unadivated  equipment.  Certain 
ems  may  require  additional  hardware  and/or  software  to  access.  Service  provided  by  AT&T  Mobility.  ©2007  AT&T  Knowledge  Ventures.  All  rights  reserved.  AT&T  and  the  AT&T  logo  are 
is  of  AT&T  Knowledge  Ventures  and/or  AT&T  affiliated  companies. 
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REDRAWING  THE  ROUTE 
TO  RETIREMENT.  .„_ 

Ken  Eason,  57,  recently  made  what  he  describes  as  "one  of  the  major  financial 
decisions"  of  his  life.  The  accountant's  employer,  Devon  Energy,  had  offered 
Eason  and  about  3,400  co-workers  an  unusual  choice:  Stick  with  the  company's 
traditional  pension  and  40i(k)  retirement  plans  or  stop  the  clock  on  both  and 
switch  into  a  new  "super  40i(k)."  I  The  new  plan  would  provide  workers  with  em- 
ployer contributions  so  generous,  a  significant  number  could  reasonably  expect 
to  do  better  than  they  would  in  the  traditional  defined-benefit  pension  plan.  In 


return,  employees  would  have  to  cede  to  the 
Oklahoma  City  company  much  of  the  control 
over  their  investment  decisions.  Eason  and 
other  Devon  employees  had  until  the  end  of  the 
fall  benefits  enrollment  season  to  make  up  their 
minds.  Once  the  Nov.  15  deadline  passed,  their 
decisions  were  irrevocable.  "It's  a  very  tough 
choice,"  said  Kim  Wilkerson,  46,  a  manager 
who  oversees  alliances  with  other  oil  and  gas 
companies. 

Devon's  new  super  40i(k)  is  at  the  cut- 
ting edge  of  a  trend  that's  reshaping  retire- 
ment benefits.  Traditionally,  employees  have 
wielded  decision  -making.authority  over  their 
own  40l(k)s,  by  electing  whether  and  how  to 
invest.  But  as  a  growing  number  of  employers 


have  scaled  back  or  eliminated  defined-benefit 
pension  plans,  government  and  corporate 
policymakers  have  realized  40l(k)  participants 
haven't  done  a  very  good  job  of  managing 
their  savings.  Emboldened  by  recent  legal  and 
regulatory  changes  that  shield  employers  from 
lawsuits,  more  are  starting  to  make  changes  to 
40l(k)  plans  with  the  goal  of  taking  the  deci- 
sion-making out  of  employees'  hands.  "It's 
the  wave  of  the  future,"  said  Jack  L.  VanDerhei, 
research  director  of  the  Fellows  Program  at  the 
nonprofit  Employee  Benefit  Research  Institute. 

As  a  result,  these  new  40i(k)s  are  starting 
to  look  more  like  a  traditional  pension  plan, 
in  which  the  company  makes  decisions  about 
funding  and  investments.  The  big  difference, 


If  good  things  come  to  those  wtr 
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:ourse,  is  that  if  the  investments  don't 
rk  out,  it's  the  employee's  problem,  not 
:  company's.  Some  34%  of  employers  are 
omatically  enrolling  workers  in  their  40i(k) 
ns.  Many  are  tunneling  these  contributions 
d  diversified  investment  programs,  most  of 
ich  automatically  become  more  conserva- 
i  as  retirement  nears.  About  35%  are  also 
idding  employees  to  agree  up  front  to  divert 
rger  percentage  of  their  salaries  each  year 
0  the  40l(k).  The  goal  is  to  get  everyone  to 
k  in  enough  to  qualify  for  the  maximum  in 
tching  funds  from  the  company.  Employees 


can  opt  out  of  any  of  these  plan  features,  but 
few  do. 

Not  many  companies  are  going  as  far  as 
Devon.  Come  Jan.  1  the  company  will  set  up  ac- 
counts for  employees  who  switched  over  from 
the  traditional  pension  plan.  It  will  also  start 
automatically  enrolling  new  employees— who 
are  ineligible  for  the  old  pension  plan — in  the 
new  40l(k)  at  a  3%  contribution  level. 

Rather  than  rely  on  employees  to  take  the  ini- 
tiative to  save,  Devon  plans  to  save  for  them— by 
making  annual  contributions  to  these  accounts 
in  line  with  what  it  would  have  spent  to  provide 
a  traditional  pension  benefit . 
Depending  on  an  employee's 
tenure,  the  company  will  put 
8%  to  16%  of  annual  compen- 
sation into  the  40l(k)— re- 
gardless of  whether  the 
employee  kicks  in  a  dime.  For 
those  who  put  money  into  the 
plan,  the  company  will  also 
match  it  dollar  for  dollar  up  to 
6%  of  salary. 

Add  it  all  up,  and  Devon 
workers  who  divert  6%  of 
their  pay  into  the  super  40i(k) 
could  receive  as  much  as  22% 
per  year  from  the  company 
(table,  page  80).  While  many 
companies  that  freeze  pen- 
sions increase  their  40l(k) 
contributions,  Devon  "is  one 
of  the  few  coming  close"  to 
what's  required  to  compen- 
sate employees  for  the  loss 
of  a  pension,  said  EBRI's 
VanDerhei. 

Why  is  Devon  being  so 
generous?  Devon  does  not 


what  might  come  to  those  who  prepare. 
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expect  to  save  money  by  switching  plans,  but 
like  many  companies  it's  looking  to  decrease 
the  pension  liabilities  on  its  books.  But  it  has 
another  agenda:  Amid  boom  times  for  the  oil 
and  gas  industry,  the  company  is  facing  a  labor 
shortage  that  is  expected  to  become  more  acute 
over  the  next  decade  as  57%  of  its  U.S.  work- 
force becomes  eligible  to  retire.  HR  executives 
are  betting  the  super  40i(k)  will  be  attractive 
to  younger  workers,  whose  preferences  for  de- 
fined-contribution  over  defined -benefit  plans 
are  well  documented,  in  part  because  they  can 
take  the  money  with  them  if  they  change  jobs. 
In  return  for  its  largesse,  Devon  plans  to 

BOOSTING  SAVINGS 

Devon  Energy  is  putting  8%  to  16%  of  total 
compensation  into  its  new  40i(k)  plan, 
regardless  of  employee  contribution. 


YEARS  OF  WORK 

0-9 

10-14 

15+ 

Company 
Contribution* 

8% 

12% 

16% 

Match  for  Employee 
Contribution** 

6% 

6% 

6% 

Total 

14% 

18% 

22% 

'Based  on  salary  and  bonus;  "Up  to  6%  for  those  with  five  or  more 
years  on  the  job;  up  to  3°/o  for  newer  employees 


Coody,  with  wife, 
Jennifer,  and 
daughter, 
Hannah,  chose 
Devon's  new  plan 


impose  an  unusual  degree  of  control  over  how 
its  contributions  are  invested.  Under  the  new 
plan,  employees  are  required  to  use  "target 
date"  funds.  Already  available  in  many  40i(k)s, 
the  funds  recently  got  a  big  boost  when  the 
U.S.  Labor  Dept.  approved  their  use  as  a  default 
investment  for  accounts  established  under 
automatic  enrollment  programs.  Designed  to 
provide  workers  with  all  they  need  within  one 
portfolio,  the  funds  put  investing  on  autopilot: 
Employees  simply  select  the  fund  that  most 
closely  matches  their  expected  retirement 
date  and  the  funds'  managers  do  the  rest  of 
the  work,  by  shifting  into  a  more  conservative 
mix  of  stocks,  bonds,  and  other  asset  classes 
as  retirement  approaches.  Devon's  target-date 
funds  will  consist  of  low- cost  investments  in 
its  $614  million  defined-benefit  pension  plan, 
including  alternative  investments  such  as  real 
estate  investment  trusts  and  inflation -indexed 
securities  (table,  page  82). 

The  company  is  even  trying  to  help  employ- 
ees with  their  finances  beyond  the  40i(k).  Like  a 
growing  number  of  companies,  including  IBM, 
Devon  is  making  free  one  -  on  -  one  counseling 
sessions  with  financial  planners  available  to 
employees.  The  advice  will  come  from  a  Fidelity 
Investments  division  that  administers  40i(k) 
plans,  including  Devon's.  "We  want  to  be  sure 
participants  are  making  smart  decisions,"  says 
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Paul  Poley,  vice-president  for  human  resources 
at  Devon  and  one  of  the  plan's  main  architects. 

For  Devon  employees,  the  big  decision— the 
new  40i(k)  vs.  an  old-style  pension— loomed 
large  in  the  days  leading  up  to  the  Nov.  15  dead- 
line. On  Nov.  12,  some  31%  had  yet  to  weigh  in. 
"I  expected  the  choice  to  be  obvious,"  said  David 
Klaassen,  internal  communications  manager. 
Klaassen,  37,  had  spent  a  few  hours  reading  the 
brochures  the  company  mailed  after  Aug.  1, 
complete  with  a  forecast  of  his  projected  benefit 
under  each  plan,  and  playing  with  the  online 
tool  actuaries  from  Towers  Perrin  designed 
to  help  employees  crunch  the  numbers.  For 
Klaassen,  like  many  in  the  35-to-45  bracket,  the 
outcome  would  sometimes  change,  depending 
on  key  assumptions,  such  as  his  expected  re- 
tirement date  and  investment  returns.  He  chose 
the  old  pension  plan. 

For  employees  on  either  end  of  that  age 
range,  the  choice  tended  to  be  more  clear-cut. 
The  vast  majority  of  those  under  40  gravitated 
to  the  super  40i(k).  "I  have  enough  time  to 
make  up  for  a  downturn,"  said  Maria  Freeman, 
25,  a  communications  specialist  who  has  al- 
ready saved  $11,500  in  her  40l(k).  Like  many  in 
the  under-40  crowd,  Freeman  says  she  believes 
she  has  the  potential  to  earn  greater  long-term 
returns  in  the  40l(k)  in  part  because,  unlike  a 
pension,  the  account  can  continue  to  grow  even 
after  an  employee  leaves  a  company. 

Scott  Coody,  31,  a  senior  investor  rela- 
tions analyst,  noted  that  while  he  got  his  "tail 
kicked"  in  the  bear  market  of  2000  to  2002, 
he's  more  worried  that  Devon  may  one  day 
freeze  the  pension  benefits  of  existing  employ- 
ees like  himself:  "The  pension  is  perceived  as 
no-risk.  But  I  think  it's  a  little  naive  to  bank  on 
a  benefit  that's  been  promised  30  years  in  the 
future."  Coody,  a  diligent  saver  who  has  already 
paid  off  his  home,  also  pointed  out  that  you  can 
name  your  children  to  inherit  a  40l(k),  some- 
thing not  possible  with  a  traditional  pension. 

Kim  Wilkerson,  46,  who  joined  the  com- 
pany about  three  years  ago,  also  went  with  the 
new  40l(k).  With  relatively  few  credits  built 
up  in  the  pension  plan,  Wilkerson  figured  the 
40i(k)  gives  her  a  better  chance  to  accumulate 
a  bigger  nest  egg.  Rather  than  invest  in  the 
target  date  fund  for  her  expected  retirement 
year,  Wilkerson  said  she's  likely  to  pick  a  fund 
intended  for  younger  employees.  She  figured 
her  long  -  term  returns  will  be  greater  that  way, 
since  she'll  have  more  exposure  to  equities.  "1 
think  I  can  handle  a  little  more  risk." 


Wilkerson  decided 
Devon's  super 
401(k)  would  help 
her  build  a  bigger 
nest  egg 


For  most  over  50— including  accountant  Ken 
Eason— the  traditional  pension  was  gener- 
ally the  plan  of  choice.  Because  a  pension  plan 
multiplies  an  employee's  years  of  service  by  the 
average  pay  in  the  final  years  of  work,  a  large 
portion  of  a  person's  pension  is  typically  based 
on  earnings  in  the  last  decade  on  the  job,  said 
Ron  Gebhardtsbauer,  a  senior  pension  fellow 
at  the  American  Academy  of  Actuaries.  That's 
why  most  older  employees  would  find  it  hard 
to  replace  the  additional  benefits  they  would 
have  earned  by  staying  in  the  old  plan.  Besides, 
"with  a  pension,  I'm  going  to  get  that  check 
every  month,"  said  David  Templet,  58,  a  man- 
ager in  the  environmental  health  and  safety 
department.  "With  a  40l(k),  who  knows  what 
the  market  will  do?  At  my  age,  it  didn't  make 
sense  for  me  to  take  that  risk."  i  bw  i 


HITTING  THE  TARGETS 

In  the  Devon  plan,  workers  choose  a  fund  with  a  target  date  close 
to  their  expected  retirement.  The  fund  is  broadly  diversified  and 
becomes  more  conservative  as  the  years  go  on. 


ALLOCATIONS 

U.S.  large-cap  stocks 

U.S.  small  and  mid-cap  stocks 

International  stocks 

Real  estate  investment  trusts 

Fixed-income 

TIPS  (Inflation-indexed  bonds) 

Stable  value 

"As  of  Jan.  1,  2008;  Data:  Devon  Energy 
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We  are  TIAA-CREF  We're  a  dot-org.  Not  a  dot-com.  As  a  dot-org, 
we  put  our  nearly  90-year  nonprofit  heritage  and  expertise  to 
work  for  our  participants  -  people  in  the  academic,  medical, 
cultural  and  research  fields.  We  answer  to  them  first,  not 
stockholders.  And  help  them  plan  for  and  live  in  retirement  with 
honest,  objective  advice  and  a  range  of  personalized  products 
and  services.  And,  by  offering  socially  responsible  investment 
options,  our  participants  can  invest  according  to  their  values. 
In  short  we're  a  full-service  financial  services  dot-org  you  can  trust. 

That's  powerof.org.  That's  TIAA-CREF 

Participate  in  pOWe  tOf  .0  fg 


FOR  THE  GREATER  GOOD 


dividual  &  Institutional  Services,  LLC,  and  Teachers  Personal  Investors  Services,  Inc..  Members  FINRA,  distribute  securities  products.  Advisory  services  are  provided  by  Advice  and  Planning  Services, 
IAA-CREF  Individual  &  Institutional  Services,  LLC,  a  registered  investment  advisor. 

'  the  investment  objectives,  risks,  charges  and  expenses  carefully  before  investing.  Call  877  518-9161  or  visit  tiaa-cref.org 
Vent  prospectus  that  contains  this  and  other  information.  Read  it  carefully  before  investing. 

■2007  Teachers  Insurance  and  Annuity  Association-College  Retirement  Equities  Fund  (TIAA-CREF),  New  York,  NY  10017. 


084  INVESTING 


SEARCHING  FOR 
BIG  IDEAS 


By  Aaron  Pressman 


FUND  MANAGER:  Gerald  Jordan,  41 

TENURE:  Started  limited  partnership  in  1996, 
converted  to  mutual  fund  in  January,  2005. 

EDUCATION:  AB  (1989)  and  MBA  (1994), 
Harvard  University. 

SNIFFING  OUT  OPPORTUNITY:  Looks  for  situ- 
ations in  which  investors  have  misunderstood 
a  group  of  stocks  or  an  industry.  "We  want  a 
big  idea  that  will  work  out  over  the  next  12  to 
24  months,"  he  says.  In  2004,  for  example,  he 
bought  homebuilders  because  they  had  single  - 
digit  price -earnings  ratios  at  the  same  time 
interest  rates  were  down  and  home  prices  up.  He 
sold  them  in  late  2005  after  they  peaked. 

A  NEW  PLAY:  Doubling  up  on  health -care  stocks. 
The  reason:  He  expects  big  companies  such  as 
Genzyme,  Humana,  and  Schering-Plough  will 
increase  earnings  10%  to  20%  over  the  next  two 
years  vs.  less  than  5%  for  the  overall  market. 

A  GREAT  BUY:  Oil- service  companies  that  devel- 
op new  wells,  such  as  Transocean  and  Schlum- 
berger.  He  predicts  major  energy  companies  will 
soon  be  "throwing  money"  into  exploration. 

STOCKS  HE'S  AVOIDING:  Most  technology 
stocks.  "The  fundamentals  are  deteriorating 
and  the  valuations  just  keep  going  higher."  He 
says  big  companies  such  as  Intel  and  Nokia  are 
no  longer  growing  consistently  and  are  more 
subject  to  economic  cycles. 

AFTER  HOURS:  Ran  the  Oct.  7  Chicago  marathon. 
"With  the  heat,  it  was  an  unmitigated  disaster." 
He  finished,  but  "don't  ask  about  my  time." 

FAVORITE  CURRENT  ALBUM:  The  Black  Parade  by 
My  Chemical  Romance. 


JORDAN  OPPORTUNITY  FUND 

Symbol 

JORDX 

Assets 

$30  million 

Expense  ratio 

!       1.59% 

Sales  charge 

I       None 

Number  of  stocks 

-      37 

TOP  FIVE  HOLDINGS' 

NAME 

Transocean 

%  OF  NET  ASSETS 

5.9 

Schlumberger 
Google  CI.  A 

5.0 
4.8 

Morgan  Stanley 

4.7 

Freeport-McMoRan 
Copper  &  Gold  CI.  A 

•OCT  31 

4.7 

Data:  Jordan  Opportunity  Fund 

Jordan  sees 
opportunity 
in  oil-service 
companies  and 
health  care 


AVERAGE  ANNUAL  TOTAL  RETURN* 

JORDX 
•  S4P  500 


YEAR  TO  DATE  1  YEAR  3  YEAR  5  YEAR  10  YEAR 

•APPRECIATION  PLUS  REINVESTMENT  OF  DIVIDENDS  AND  CAPITAL  GAINS.  YEAR-TO-DATE  RETURNS  Ai 
OF  NOV  1  9.  ALL  OTHERS  FOR  PERIODS  ENDING  OCT.  31 

Data:  Jordan  Opportunity  Fund 
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Think  outside  the  cup. 


"A  book  of  interest  to  just  about  everyone." 

—Ken  Blanchard,  coauthor,  The  One  Minute  Manager™ 


THE 

STARBUCKS 
EXPERIENCE 


5  Principles  for  Turning 
Ordinary  into  Extraordinary 


JOSEPH  A.  MICHELLI 


•  NATIONAL  BESTSELLER* 

The  Wall  Street  Journal  and  USA  TODAY 


■•■'"""  ■'■"""' 


Learn  more. 


Do  more. 


ilable  everywhere  books  are  sold. 
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IPROFESSIONAL.COM 
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ou  must  be  tryinj 

:o  your  kids  about  drugs. 

We  can  make  it  easier. 


^Bat°!3 


The  conversation  starts  here 


The  Partnership  •  for  a  Drug-Free  America* 


PERSONAL  BUSINESS 


ME  I  ROBERT  PARKER 
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QUANT  AUSSIE  REDS 
HAT  ARE  REAL  BUYS 


Few  winemaking  countries  can  deliver  as  much 
bang  for  the  buck  as  Australia.  We  saw  that  last 
week  with  white  wines  from  Down  Under  (BW— 
Dec.  3).  It's  also  true  with  reds.  Here  are  some  that 

remarkable  flavor  intensity  and  gobs  of  fruit  in  a  stylish,  pleasure -filled,  flamboyant  style  that  is 

h  in  keeping  with  the  Australian  national  identity. 


>OINTS 


iap  Wines  2005 
met  Sauvignon 
isa  Valley) 

ellent  perfume  of 
rille,  black  currant, 
ackberry  arises 
his  cab.  Supple 
5e  on  the  palate, 
ne  is  full-flavored 

balanced.  It 
i  drink  well 
jh  2015.  $18 


89 


Kilikanoon  2006  Shiraz 
The  Lackey  (Barossa/ 
McLaren  Vale) 

This  shiraz  has  a  stylish 
bouquet  featuring  cedar, 
bacon,  plum,  and 
blueberry.  The  attractive 
perfume  leads  to  a 
medium-bodied  wine 
with  intensity  and  length. 
$18 


89 


POINTS 


D'Arenberg  2005  The 
Footbolt  Shiraz 
(McLaren  Vale) 

Fresh  herbs,  plum, 
cranberry,  and  black 
cherry  aromatics  emerge 
from  this  wine.  On  the 
palate,  there  are  spicy 
blueberry  and  licorice 
flavors.  This  medium-to- 
full-bodied  effort  should 
last  through  2015.  $19 


JOINTS 


es  2006  Evil 
'net  Sauvignon 
(least  Australia) 

uvee  reveals  a 
it  bouquet  of 
and  black 
its.  Fruit-driven 
ll-bodied,  it  will 
e  pleasure  over 
xt  6  to  1 0  years. 


90 


POINTS 


Jim  Barry  2005  Shiraz 
The  Lodge  Hill  (Clare 
Valley) 

With  a  5%  dash  of 
malbec,  this  shiraz 
delivers  a  perfume  of 
cedar,  black  pepper,  and 
blueberry.  Full-bodied 
and  well-structured,  it 
has  tons  of  ripe  fruit, 
excellent  balance,  and  a 
lengthy  finish.  $12-$1 8 


90 


POINTS 


Black  Chook  2006 
Shiraz-Viognier  (South 
Australia) 

This  blend  exhibits 
enticing  aromas  of 
smoke,  plum,  and 
blueberry.  You  can  drink 
it  now,  but  it  will  be 
better  with  another  year 
or  two  of  bottle  aging. 
$14-$20 


IblNTS 


works  2006 

:  (Barossa  Valley) 

s  of  smoke, 
;je,  bacon,  and 
(rry  rise  from  the 
Medium-bodied 
>e,  it  can  be 
d  over  the  next 
six  years.  $16 


91 


POINTS 


Pillar  Box  2006  Pillar 
Box  Red  (Padthaway) 

This  full-bodied  shiraz/ 
cab/merlot  blend  has  a 
nose  of  cassis,  black 
cherry,  black  raspberry, 
and  blueberry.  Drink  it 
over  the  next  two  to 
three  years.  $12 


91 


POINTS 


Cat  Amongst  the 
Pigeons  2006  Shiraz- 
Cabernet  Sauvignon 
(Barossa  Valley) 

Black  fruits,  espresso, 
and  licorice  aromas  are 
met  with  ripe  flavors  and 
a  remarkably  long,  pure 
finish  on  the  palate.  $15 


ated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  Robert  Parker  is  the  world's  most  influential  wine 
ftsit  eRobertParker.com  to  see  tens  of  thousands  of  tasting  notes,  buy  his  books,  or  subscribe  to  his  newsletter,  The  Wine  Advocate. 
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Panasonic  recommends  Windows  Vista®  Busine: 


(mtepl 

I  Centrino 


• 
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3 

l3?r.-fiLW.tto                  ^ 

^K                             Panasonic 

J 
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We  didn't  invent  the  word.  But  anyone  who  owns  a 
Panasonic  Toughbook^  laptop  knows  exactly  what 
we're  talking  about.  It's  the  rugged  original  — durable 
reliable  and  wireless.  Toughbook'laptops  offer  the  leve 
of  durability  you  need,  from  fully-rugged  to  semi-ruggei 
to  business-rugged.  Each  comes  with  a  shock-mountel 
hard  drive,  magnesium  alloy  case  and  long-lasting  battel 
No  matter  who  you  are  or  what  you  do,  there's  a  Toughbi 
mobile  PC  with  the  power,  performance  and  connective 
you  need.  Panasonic  Toughbook  laptops— you'll  see  jui 
what  we  mean  by  tough. 

panasonic.com/toughbook    1 .800.662.3537 


-r  rJ 
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THE  RUGGED  ORIGINAL 


Panasonic  ideas  for  life 

Intel,  Intel  logo,,  Intel  Centrino Jntel  Centrino  logo,  Inter jrijide.  Intel  Inside,  logo  and  P, 


um  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  Stale 
ts  andlabor.  To  view  the  full  text  of  the  warranty,  log  on  to  panasonic.com/business/toughbook/suppc 
>rfltion.of  North  America.  All  rights  reserved.  Tough_H_FY07-1 


OPINION 


!H  &  YOU  i  STEPHEN  H.  WILDSTROM 


ne  2.0:  Playing  Tomorrow's  Tune? 


n't  catch  the  iPod  soon,  but  it  may  be  a  harbinger  of  the  subscription  era 


087 


thing  you  can  say  for  Microsoft:  It  doesn't  give  up  without 

it.  Its  first  music  player,  called  the  Zune,  failed  to  even  ding 

e's  market -beating  iPod,  so  Microsoft  has  come  right  back  with 

ran  2.0.  And  while  I  think  iPod  and  iTunes  will  hang  on  to  their 

:rship  for  now,  an  all -you -can -eat  music  subscription  plan 

the  Zune  some  real  advantages, 
omes  in  three  models:  an  8o- 
yte  hard  drive  version  for  $250, 
GB  and  8GB  flash  memory  units 
50  and  $200.  The  original  30GB 
remains  available,  deeply  dis- 
ed  below  $100. 
1  new  models  are  much  better 
ig  than  the  homely  original.  The 
version's  3.2-inch  display  is 
than  60%  bigger  than  the  iPod 
ic's,  while  the  two  flash  models' 
is  are  about  three-quarters  the 
f  a  new  nano's.  You  can  order  the 
in  one  of  20  designs  or  with  a  text 
ption  of  up  to  five  lines  laser - 
d  into  the  metal  back.  The  new 
ation  control  is  a  nice  innova- 
he  "Zune  pad"  works  as  both  a 
ard  five-way  control  and  as  a  pad 
sensitive  to  the  flick  of  a  finger, 
playing  music,  for  example, 
o-side  motion  moves  back  or 
rd  through  your  playlist,  and  up- 
town motion  adjusts  the  volume. 
Fi  has  also  been  enhanced, 
;h  its  impact  on  battery  life 
lakes  it  a  dubious  proposition, 
can  now  sync  wirelessly  with  a 
ows  computer  to  transfer  music, 
sts,  video,  or  photos.  As  with 
n  1.0,  you  can  send  a  song  over 
from  one  Zune  to  another  that's 
y.  The  recipient  is  still  limited  to 
plays,  but  the  songs  no  longer  ex- 


The  new  Zunes 
better  looking, 
and  with 
enhanced  Wi-Fi 


bscription  may  be  the  only  viable  long- 
m  business  model  for  the  music  industry- 
spite  Apple's  stubborn  opposition 


pire  after  three  days. 

Microsoft  put  a 
lot  of  work  into  the 
software,  with  mixed 
results.  The  menus 
and  other  material  that  appear  on 
the  display  are  clean  and  easy  to  use, 
though  there  is  nothing  as  attractive  as 
iPod's  Cover  Flow  to  flip  through  your 
albums.  If  you're  one  of  the  relatively 
few  buyers  of  the  original  Zune,  you 
can  upgrade  to  the  new  software. 
The  desktop  software  is  more 
problematic.  It  looks  very  good,  much 
prettier  than  what  Microsoft  derides 
as  iTunes'  "spreadsheet"  appearance. 
But  you  pay  a  price  of  reduced  f unc  - 
tionality  for  that  minimalist  look.  For 
example,  editing  the  data  that  describe 
your  music  is  much  more  complicated 
than  on  iTunes  or  even  on  the  much- 
maligned  Windows  Media  Player. 

The  Zune  Mar- 
ketplace offers 
fewer  tracks  than 
the  iTunes  Store, 
and  there  are  still 
no  movies  or  TV 
shows  available. 


You  can  download  video  to  a  Zune,  but 
it  is  a  do-it-yourself  project.  And  the 
store  retains  a  silly  system  that  makes 
you  pay  with  prepurchased  "Microsoft 
Points"  worth  0.80  each. 

Zune 's  ace  in  the  hole  may  be  its 
support  for  subscription  music.  For 
$14.95  a  month,  the  Zune 
Pass  gives  you  access  to  most 
of  the  3  million  tracks  in  the 
Zune  Marketplace.  (Some 
publishers  and  artists  only 
allow  purchases.) 

Subscription  music  has 
been  slow  to  catch  on.  But 
with  sales  of  CDs  and  of 
copy-protected  downloads 
both  crumbling,  it  may  rep- 
resent the  only  viable  long- 
term  business  model  for  the 
music  industry— despite  Apple's  stub- 
born opposition.  As  it  happens,  the 
Zune  Pass  is  too  expensive  and  too  re- 
strictive. The  music  can  be  played  only 
on  Zunes,  Xbox  360s,  and  Windows 
PCs.  Even  devices  compatible  with  the 
older  Microsoft  PlaysforSure  protec- 
tion, such  as  the  Sonos  music  system 
(BW-Nov.  26)  are  left  in  the  cold. 

I  believe  the  winning  formula  for 
subscriptions  will  ultimately  be  a 
charge  of  $5  to  $10  a  month  that  lets 
you  play  all  of  your  music  anywhere, 
on  any  device.  That's  going  to  take  a 
lot  of  negotiation  among  the  music 
companies  and  their  online  distribu- 
tors such  as  RealNetworks,  Microsoft, 
and  Apple.  But  even  Steve  Jobs'  op- 
position to  subscriptions  would  likely 
disappear  the  minute  he  saw  the  mar- 
ket moving  that  way.  Zune  is  still  far 
from  the  ultimate  music  system,  but  it 
may  lead  the  way  to  the  new  subscrip- 
tion era  in  music.  1 BW 1 
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088  MEDIA  CENTRIC   JON  FINE 


Media  Predictions  for  2008 

The  future  promises  loss,  revenge,  surprise...or  something  like  that 


Disclosure:  I  probably  shouldn't  be  doing  this.  If  you  went  by  my 
predictions,  John  Kerry  is  President,  the  Republicans  still  control  the 
Senate,  Katie  Couric's  ratings  trounce  the  competition,  and  Nirvana 
is  another  also-ran  band  from  the  early  '90s.  But  look  at  this  past 
year  in  media.  Among  many  other  things,  Rupert  Murdoch's  buying 


Dow  Jones,  Don  Imus  got  fired  (and 
then  rehired),  and  an  eccentric  real 
estate  billionaire  named  Sam  Zell  has  a 
deal  in  place  to  buy  Tribune  Co.  while 
only  putting  up  around  4%  of  the  pur- 
chase price. 

Who  foresaw  any  of  that  ? 

Thought  so.  With  all  this  in  mind, 
some  of  the  big  stories  of  2008  likely 
lurk  below. 

Daily  newspapers  begin  to  redefine  the 
word  "daily." 

At  least  one  U.S.  newspaper  in 
a  top-100  market  will  stop  taking 
"daily"  literally  and  drop  its  (his- 
torically thin)  Saturday  print  edition. 
Other  papers  in  smaller  markets  also 
do  so,  in  some  cases  going  further  by 
dropping  print  publication  on  another 
day  as  well. 

More  than  one  famous  band  pulls  a 
Radiohead. 

That  is,  these  bands  release  the 
digital  version  of  an  album  online  on  a 
pay- what  -you  -want  basis  —  and  then 
sign  to  an  actual  label  to  press  and 
distribute  a  million  or  so  CDs  to 
retailers  around  the  world.  But  one 
such  band  will  go  whole  hog  and 
release  said  CD  without  signing  to  a 
label,  in  yet  another  sign  that  the  ice- 
berg of  the  music  business  is  melting 
faster  and  faster. 

Wall  Street  Journal  readers  and  staffers 
concede  that  the  News  Corp.  purchase 
has  not  destroyed  their  paper. 

In  fact,  many  admit  Murdoch's  com- 
pany has  proven  to  be  a  better  owner 
than  the  previous  regime. 


Jeff  Bewkes  moves  very  quickly  to 
remake  Time  Warner. 

In  addition  to  previously  surmised 
moves  (Time  Warner  Cable  spin-off, 
the  sale  of  AOL's  access  business), 
news  will  surface  that  AOL  is  explor- 
ing a  broad  partnership  and/or  deal 
with  either  Microsoft,  Google,  or  Ya- 
hoo! —and  is  engaging  in  discussions 
with  the  others  despite  the  inherent 
complication  that  Google  already 
owns  5%  of  AOL  at  a  $20  billion  valu- 
ation. And  magazine  unit  Time  Inc. 
slims  down  by  selling  its  IPC  stable  of 
British  magazines. 

New  York  Times  Co.  continues  to 
stonewall  the  current  media  environ- 
ment, making  few  changes  in  either 
management  or  company  portfolio 
while  waiting  for  the  business  to  stabi- 
lize. Faint  light  at  the  end  of  the  tunnel 
appears  near  the  end  of  2008  as  severe 
revenue  declines  begin  to  slow  (finally), 
although  they  don't  reverse. 

Technological  issues  continue  to 
make  cell  phones  an  undernourished 
and  disappointing  media  platform  in 
America;  claims  of  rapid  growth  on 
either  the  ad  or  the  programming  side 
fail  to  materialize. 

Federal  Communications  Commission 
Chairman  Kevin  Martin's  half-a-loaf 
bid  to  undo  the  laws  preventing  news  - 
papers  from  owning  television  stations 
in  the  same  market  goes  nowhere. 

Amazon's  Kindle  e  -book  reader  is 
stillborn.  Version  2.0  adds  color  and 
Web  functionality,  and  the  device 


achieves  middling  success— but 
portable  Web  browser,  not  an  e-; 

Increasing  chatter  swirls  around 
possible  post -election  developrr 
Katie  Couric  will  leave  the  CBS  E  [ 
News  before  her  current  contract 
expires,  and  General  Electric  will  j 
NBC  Universal.  In  one  case,  the  c 
terers  eventually  are  proven  right  1 

In  a  bid  to  broaden  the  data  it  gat 
on  users  and  what  it  can  offer  ad\  | 
ers,  Google  takes  a  first  tentative 
at  designing  an  operating  platfor; 
cable  operators'  set-top  boxes. 

Microsoft  significantly  de-emph 
its  media  offerings,  and  instead  n 
up  selling  its  online  ad  solutions  1 
other  players. 

Mounting  citizen  ire  over  toothac 
inducing  media  and  marketing  cli 
leads  to  threats  of  a  general  strike. 
Congress  unanimously  passes  leg 
tion  banning  any  form  of  the  folio 
phrases:  "The  consumer  is  in  cont 
Wanamaker's  apocryphal  maxim 
half  of  his  advertising  is  wasted,  b  I 
just  doesn't  know  which  half;  the 
"content";  "If  we  build  it,  they  wi 
come";  and  any  references  to  med 
properties  being  "brands"  and  noi 
newspapers,  magazines,  or  TV  sh( 

But  maybe  that  last  one  is  just  \ 
ful  thinking,  ibwi 
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h  a  great  rate  plus  No  Hassle  Rewards, 
r  savings  can  really  take  you  places. 


advantage  of  the  new  Capital  One  Rewards  Money  Market  Account 
tomatically  earn  travel  reward  miles  on  top  of  a  4.00%  APY. 


no  hassles 


•  no  blackout  dates     •  no  expiration  dates     •  no  hassles 

up  today  and  get  2,500  bonus  miles  when  you  open  an 
unt  with  $500  or  more. 

italone.com/save4rewards  •1-877-854-5417 


.00% 
/  APY* 

Money  Market 
plus  Rewards 


Cap 

~~^DIRECT  Banking 


Percentage  Yield  (APY)  in  effect  as  of  11/07/2007.  You  will  earn  1  mile  for  every  $20  of  average  balance  for  the  month  in  your  Rewards 
Market  account.  The  2,500  mile  bonus  will  be  applied  to  your  rewards  balance  within  60  days  of  the  minimum  qualifying  deposit  amount 
to  this  account.  Terms  and  conditions  of  this  offer  may  change  at  any  time.  Minimum  initial  deposit  amount  is  $1.  Rates  are  variable  and 
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Fair  Winds  at  Weatherford 

The  momentum  behind  Weatherford  International 
(WFT),  which  provides  equipment  and  services 
used  in  drilling  wells  and  producing  oil  and  gas 
worldwide,  comes  from  more  than  booming  energy 

prices.  The  Houston 
outfit  has  also  benefited 
from  renewed  capital 
spending  by  energy  pro- 
ducers, as  well  as  deft 
strategic  planning  by 
management,  accord- 
ing to  money  manager 
TylerDannofthe$6 
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billion  AIM  Charter  Fund.  Dann  bought  the  stock 
a  year  ago,  and  it  now  accounts  for  l  .35%  of  the 
fund's  assets.  "It's  a  very  good  company  at  a  very 
good  price,"  he  says,  adding  that  management  has 
excelled  at  shifting  into  new  higher-margin 


products  and  services,  upgrading  technology, 
and  focusing  on  international  growth.  While  7] 
of  employees  are  outside  North  America,  forei^ 
operations  generate  only  62%  of  revenues.  Mar| 
agement  is  focused  on  building  that  business. 
Since  recent  forays  into  R&D  are  bearing  fruit, 
company  will  trim  such  outlays,  using  some  $6 1 
million  in  free  cash  flow  for  buybacks  and  acqix 
tions.  The  energy  sector  is  prone  to  big  swings, 
Weatherford  is  not  immune.  Nevertheless,  Dan1 
says,  "the  stock  has  a  fighting  chance  of  revisiti  I 
its  old  highs."  The  stock  hit  70  in  September  an<i| 
now  at  62.30.  On  Oct.  24,  Ken  Sill  of  Credit  Sui:i 
upgraded  the  stock,  setting  a  12-month  target  c\ 
Lehman  Brothers'  James  Crandell  pegs  it  at  90. 


Bankrolling  the 
Silicon  Valley  VCs 

Financial  stocks  have  taken  a 
thrashing,  including  Silicon 
Valley  Bank  (SIVB),  even 
though  it  avoids  construction 
and  mortgages.  SVB  counts 
half  of  all  U.S.  venture  capital 
firms  as  clients.  Charge-offs 
are  low,  and  margins  are 
healthy.  "It's  one  bank  stock 
we  feel  comfortable  recom- 
mending," says  Joseph  Mor- 
ford  of  RBC  Capital  Markets. 
Morford,  who  owns  shares 
himself,  thinks  SVB  will  go  to 
57  in  a  year.  It  is  now  at  51.79. 
Third -quarter  earnings  were 
$1.03  a  share,  up  51%  from 
last  year,  beating  Street  esti- 
mates by  i8<£.  Expansion  into 
India  and  China  and  share 
buybacks  bode  well,  says 
Frederick  Cannon  of  Keefe, 
Bruyette  &  Woods,  a  banker 


DOWN  FROM 
THE  HEIGHTS 
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for  SVB.  He  sees  a  price  of 
60:  "SVB's  earnings  can 
be  volatile,  but  the  trend  is 
rising."  SVB's  loan  portfolio 
mirrors  its  clients'  interests: 
Web  2.0,  social  networking, 
and  clean  tech  startups. 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


SiRF  Technology: 
Tops  in  GPS  chips 

Noor  Kamruddin  of  the  $200 
million  Wasatch  Global  Sci- 
ence &  Technology  Fund  is 
an  old  fan  of  SiRF  Technol- 
ogy Holdings  (SIRF).  The  top 
chipmaker  for  global  posi- 
tioning systems,  SiRF  has  a 
70%  share  of  the  portable 
navigation  market  for  cars. 
It's  set  to  grow  as  more  of 
its  chips  go  into  phones  and 
wireless  devices.  The  fund's 
stake,  which  it  owned  before 
the  2004  IPO,  did  well  until 
lately.  SiRF  has  been  battered 
by  fears  that  rivals  are  mov- 
ing in.  Kamruddin  is  unfazed: 
"We  see  it  growing  50%  next 
year.  It's  a  sound  manage- 
ment team,  and  margins  are 
widening."  Third-quarter 
results  reflected  losses  of 
$16.1  million,  from  one-time 
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charges  related  to  com- 
pensation and  other  cost 
Pro -forma  earnings  of  20 
rose  30%  this  year.  Jeffrey 
Evanson  of  investment  b 
Dougherty  sees  SiRF,  noi 
25.25,  at  35  in  a  year.  \BW* 

Gene  Marcial  is  on  vacati 
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Most  companies  that  experienced  a  negative  event  don't  have  a  program 
for  controlling  risk.  Why  not?  Read  The  Global  CFO  Study  2008.  We've 
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networks  -  automated,  responsive  power  delivery  systems  that  can  help  provide  greater 
service  reliability,  reduce  outages  and  promote  energy  efficiency.  Start  rethinking  the 
way  you  do  business  at  ibm. com/do/energy  STOP  TALKING  START  DOING 
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094  FEEDBACK 


CRUNCH  TIME: 


A  MILD  ACHE  OR  DEEP  PAIN? 


Forecasting  a  consumer  recession  going  into  the 
holidays  is  a  bit  like  being  the  Grinch.  After  all,  who 
likes  to  be  the  downer  at  the  party?  Still,  reaction 
to  "The  Consumer  Crunch"  (Cover,  Nov.  26)  on 
businessweek.com  and  around  the  Web  was  mainly 
favorable,  with  threads  devoted  to  the  article  on 
The  Huffington  Post,  Daily  Kos,  Salon.com,  and 
Gopusa.com.  The  flavor  of  most  comments:  Ameri- 
cans spend  too  much,  so  buying  and  borrowing 
cutbacks  are  probably  a  good  thing.  A  few  people 
thought  the  article  too  pessimistic.  Barron's  Street- 
wise column,  for  example,  raised  the  question  of 
whether  negative  cover  stories  in  BusinessWeek  and 
The  Economist  in  the  same  week  might  be  a  positive 
sign  for  the  stock  market.  -Michael  Mandel 


Don't  you  think  it's  about 
time?  Americans  buy  70% 
of  the  world's  goods.  You 
would  think  that  our  spend- 
ing days  would  have  ended 
before  now.  Just  how  long 
were  we  supposed  to  carry 
the  debt  burden? 
Screen  name:  Sally  in  Chicago 

My  father,  who  is  now  92, 
has  always  told  me:  "Keep 
saving  and/or  investing 
until  you  have  at  least  six 
times  what  you  make  every 
month."  I  and  my  older 
sons  have  been  doing  this 
ever  since  we  got  our  first 
salaries.  We  are  all  feeling 
secure,  have  what  we  need, 
and  can  provide  for  our 
families  comfortably.  Maybe 


this  is  a  provincial  eco- 
nomic vision  of  our  Azorean 
ancestors,  but  it  has  worked 
fine  so  far. 
Screen  name:  Dutra 

I  disagree  that  "the  pain 
for  American  households 
will  be  deep."  Perhaps  a  bit 
uncomfortable  at  first,  but 
I  think  people  will  quickly 
realize  the  intangible  happi- 
ness that  comes  from  doing 
without  excess. 
Screen  name:  The  Ascender 

The  subprime/credit  crunch 
is  entirely  American  and  the 
cost  of  fulfilling  the  Ameri- 
can Dream.  It  has  nothing  to 
do  with  globalization,  off- 
shoring,  and  so  on.  In  fact, 
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COMING  SOON! 


THE  CONSUMER  CRUNC 


Recession  or  not,  American  families 
will  be  forced  to  tighten  their  belts 

BY  MICHAEL  MANDEL 


PHILANTHROPY 

Inside  the  most 
elite  club 
in  the  world 
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globalization  (in  the  form  of 
exports)  will  help  to  soften 
the  blow.  There  are  other 
economies  around  the  globe 
that  are  booming  and  that 
will  require  more  American 
products  and  services. 
Screen  name:  Global  Citizen 

It's  all  the  result  of  people 
spending  money  they  don't 
have  on  things  they  don't 
need  to  impress  people  they 
don't  like. 
Screen  name:  Denise 


Chinese  factories  and!0 
policymakers  have  bee)  ■i~ 
preparing  for  this  Amei  f1 
consumer  crunch.  Fact  f 
in  the  south  have  slower 
capacity  expansion  andf 
turning  to  Europe  andl  r 
in  China  for  sales  growt !l 
China  will  feel  the  crun': 
but  probably  not  as  sewr' 
as  previously  feared. 
Screen  name:  From  Beijing  ~ 

"I'm  in  favor  of  the  grei  * 
shopping  spigot  getting  ! 


Don't  you  think  it's  about  time?...You  would 
think  that  our  spending  days  would  have 
ended  before  now.  sally  in  Chicago 
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LUKEWARM  SUPPORT 
FOR  ALTERNATIVE  SOURCES 

In  "The  candidates  on  in- 
novation: What  it  is  and 
what  they'll  do"  (Inside  In- 
novation, Nov.  26),  Hillary 
Clinton  got  it  partially  right 
when  she  suggested  tripling 
the  number  of  National  Sci- 
ence Foundation  Graduate 
Research  Fellowships  and 
increasing  their  size  by  33%. 

But  this  addresses  only 
part  of  the  problem.  Spend- 
ing for  research  and  related 
activities  was  a  paltry 
$4.8  billion  in  fiscal  2007. 
Even  more  telling:  During 
a  recent  "energy  initia- 
tive" solicitation,  the  NSF 
had  only  enough  funding  to 
support  6  %  of  the  propos  - 
als.  For  a  nation  in  which 
sustainable  domestic  energy 
is  a  top  priority,  this  lack  of 
support  to  such  a  cutting - 
edge  organization  is  non- 
visionary,  to  say  the  least. 

Alan  Weimer 

LONG  MONT,  COLO. 


SCHOOLS 


WHEN  NONRESIDENTS 
SNEAK  INTO  CLASS 

"You've  got  dependents? 
Prove  it"  (Personal  Business, 
Nov.  26)  reminded  me  of  a 
situation  school  districts 
face  today.  To  keep  costs 
down  for  residents,  districts 
work  hard  to  ensure  that 
the  children  who  attend 
their  schools  actually  live 
in  the  communities.  I  can 
tell  you  that  some  families 


CORRECTIONS  & 
CLARIFICATIONS 
Because  of  a  production 
error,  the  headline  "A  new 
chapter  for  the  e-book?"  was 
omitted  from  the  Tech  &  You 
column  (Opinion,  Dec.  3) 
about  Amazon's  Kindle  e-book 
reader. 

"The  most  elite  club  in  the 
world"  (In  Depth,  Nov.  26) 
erroneously  stated  that  John- 
son &  Johnson  disinvested 
in  South  Africa  during  the 
apartheid  years.  Instead,  it 
initiated  employment,  health, 
and  other  programs  for  black 
South  Africans. 


try  to  (and  do!)  enroll  their 
children  in  schools  when 
they  do  not  live  in  that  com- 
munity. Some  even  move  to 
other  communities,  never 
change  their  address,  and 
continue  to  send  their  kids 
to  the  original  school.  This 
puts  an  unfair  burden  on  the 
residents  and  the  district. 
Kenneth  Boardman 

EAST  WINDSOR,  NJ. 

PHILANTHROPY 

HELPING  COLOMBIA'S 
DISADVANTAGED 

I  would  like  to  clarify  several 
points  in  "The  most  elite 
club  in  the  world"  (In  Depth, 
Nov.  26),  about  the  Global 
Philanthropists  Circle. 
The  overall  purpose  of  the 
2005  Symposium  that  our 
foundation  helped  organize 
was  to  educate  Colombians 
on  the  usefulness  of  the  con- 
cept of  "restorative  justice" 
rather  than  "to  help  inte- 
grate former  guerrilla  com- 
batants back  into  Colombian 


society."  The  restorative  jus- 
tice clause  in  new  legislation 
was  passed  by  the  Colom- 
bian Congress  in  the  wake 
of  that  meeting,  not  by  the 
Colombian  President.  Also, 
the  job-training  and  educa- 
tion centers  mentioned  in 
the  article  were  designed  to 
target  internally  displaced 
urban  and  rural  people,  mar- 
ginalized urban  youth,  and 
farmers  trying  to  survive  in 
dangerous  areas.  The  urban 
and  rural  beneficiaries  might 
have  included  some  former 
combatants,  as  the  article 
noted,  but  they  were  not  the 
programs'  focus.  And  while 
the  photo  caption  on  page 
46  stated  that  the  dancers 
pictured  were  street  gang 
members,  only  two  were 
former  gang  members. 

Maria  Eugenia  Garces-Campagna 
Chair,  Board  of  Directors 
Alvar  Alice  Foundation 

NEW  YORK 

WEB  ADS 

A  HAPPIER  FACE 

ON  FACEBOOK? 

"Facebook  is  losing  face  on 
the  Web"  (Info  Tech,  Nov. 
26)  assumes  that  ads  on  the 
site  will  annoy  users.  But 
without  them,  users  would 
have  to  pay  subscription 
fees.  And  the  more  advertis- 
ers know  about  Facebook 
members,  the  better  they 
can  target  relevant,  engag- 
ing ads  to  them.  Maybe  the 
honeymoon  for  Facebook 
and  other  social  networking 
sites  is  just  beginning. 
Rob  Rizk 

BROOKLINE,  MASS. 
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096  BOOKS  I  HARDY  GREEN 


Best  Business  Books  of  the  Year 


Here  are  BusinessWeek's  top  10  picks  from  a  particularly  strong  list  of  contenders 


In  nonfiction  book  publishing,  2007  could  go  down  as  the  year  of 
Chindia.  There  was  a  small  avalanche  of  books  on  the  history,  chang- 
ing economics,  and  investing  opportunities  in  Asia's  two  powerhouse 
societies,  India  and  China.  But  the  two  countries  are  quite  different 
economically,  with  enterprise  in  India  tending  to  be  more  capital- 


intensive  and  more  reliant  on  skilled 
labor  than  is  business  in  China. 

Edward  Luce,  a  onetime  New 
Delhi  correspondent  for  The  Financial 
Times,  highlights  this  distinction  in 
his  In  Spite  of  the  Gods:  The  Strange 
Rise  of  Modern  India  (Doubleday), 
one  of  the  best  of  the  current  books  on 
the  subcontinent.  The  author  graphi- 
cally describes  the  conflicting  forces  at 
work,  as  he  visits  Infosys'  plush  offices 
in  Bangalore,  bustling  call  centers  in 
Mumbai,  and  impoverished  farmers  in 
the  state  of  Uttar  Pradesh.  He  reveals 
that  less  than  10%  of  India's  470 
million  workers  are  employed  in  the 
formal  economy,  while  more  than  300 
million  live  in  squalor  in  the  country's 
680,000  villages.  Luce's  vivid  anec- 
dotes and  trenchant  analysis  make  this 
volume  a  pleasure  to  read. 

But  if  India  isn't  your  cup  of  chai, 
there's  lots  more  to  choose  from  among 
the  top  10  books  of  the  year  as  singled 
out  by  BusinessWeek  reviewers. 

Another  volume  tackling  Eastern 
economic  developments  is  Asian 
Godfathers:  Money  and  Power  in 
Hong  Kong  and  Southeast  Asia  (At  - 
lantic  Monthly  Press)  by  Joe  Studwell, 
founder  of  the  China  Economic 
Quarterly.  Li  Ka-shing,  Robert  Kuok, 
Stanley  Ho,  and  other  moguls  are 
among  the  richest  men  on  the  planet. 
Yet  in  a  region  full  of  such  tycoons, 


Fascinating  tales  about  everything  from 
Southeast  Asian  billionaires  to  Caspian  oil 
intrigue  and  a  California  winemaking  dynasty 


why  is  one  so  hard-pressed  to  iden- 
tify globally  competitive  Southeast 
Asian  multinationals?  Studwell  argues 
that  with  these  few  men  controlling 
vast  enterprises,  regional  economies 
haven't  mastered  the  "technological 
capabilities,  branded  corporations,  and 
productivity  gains  that  drive  sustain- 
able economic  development."  Al- 
though in  need  of  better  organization, 
this  illuminating  book  is  "myth-shat- 
tering," said  reviewer  Brian  Bremner. 
The  most  publicized  business  book 
of  the  year  was  also  among  the  most 
provocative.  Former  Fed  chief  Alan 
Greenspan's  The  Age  of  Turbulence: 
Adventures  in  a  New  World  (Pen- 
guin Press)  made  headlines  with  its 
scorn  for  the  current  Administration's 
economics,  GOP  congressmen,  and 
Richard  Nixon.  The  volume  is  also  a 
memoir  of  Greenspan's  life,  from  his 
boyhood  in  New  York  to  leadership 
of  the  world's  most  powerful  central 
bank.  But  the  book's  true  value  lies  in 
its  second  half,  where  the  author  offers 
his  take  on  everything  from  Russia  to 
financial  regulation  and  the  inevi- 
table slowdown  of  globalization.  Such 
well-informed  musings  offer  much 
more  food  for  thought  than  the  usual 
Washington  memoir. 

However,  if  Nassim  Nicholas  Taleb  is 
right,  any  attempts  at  prediction  are  a 
fool's  game.  Taleb's  advice  is  to  assume 
that  really  crazy 
things  can  and 
will  happen.  You 
should  set  your- 
self up  so  that  you 
can  benefit  from 
good  crazy  things 


rather  than  being  hurt  by  bad  craz 
things.  His  best -selling  The  Blacl 
Swan:  The  Impact  of  the  Highly  ] 
probable  (Random  House)  elabon 
on  the  unpredictability  of  life,  a  th  Jj 
first  expounded  in  a  previous  boot  I 
Fooled  by  Randomness.  Taleb  ridic  1 
the  mathematical  constructs  unde 
ing  modern  finance  in  what  review 
Peter  Coy  called  "a  richly  enjoyabl 
read  with  an  important  message." 
Unforeseeable  changes  in  the  la, 
scape  are  also  a  topic  of  Michael  E> 
Raynor's  The  Strategy  Paradox:  ^ 
Committing  to  Success  Leads  to 
ure  (And  What  to  Do  About  It)  (0 
rency/Doubleday),  which  reviewe 
Dean  Foust  called  "penetrating."  I: 
complex  work,  Raynor  contends  tl 
successful  and  failing  companies  c 
share  many  similarities,  because " 
strategies  that  have  the  best  chanci 
succeeding  brilliantly  are  also  the  1 1 
most  exposed  to  the  most  debilitaiJ ' 
ing  kind  of  strategic  uncertainty." '  I 1 
Deloitte  Research  consultant  dedui  \ 


i 


that  what  is  needed  is  a  change  in  I 
governance  structure  and  a  serioiii 
commitment  to  strategic  planning 
with  senior  executives  mapping  01 
every  scenario  they  can  imagine. 
Two  industry  studies  demand  a 
look.  Former  New  Yorker  writer  Jol 
Newhouse's  Boeing  Versus  Airbu.'  I( 
The  Inside  Story  of  the  Greatest  I  p 
ternational  Competition  in  Busii  | 
(Knopf)  offers  an  instructive  viewivjj 
the  two  companies  during  the  lattcja 
half  of  the  1990s  and  into  this  cent  \\] 
Newhouse  depicts  the  U.S.  planem  ; 
as  struggling  with  a  variety  of  issu(  j« 
the  late  1990s,  particularly  that  of.  ji 
sorbing  new  acquisitions  and  mans  ia 
ing  a  much  enlarged  organization.!  (1 
also  captures  the  recent  decline  of-  [■ 
bus  and  the  story  behind  the  troubl  jr 
plaguing  its  A380.  Fly-on-the-wa]  j 
accounts  — detailing,  for  example,  t  ji 
1997  merger  talks  between  Boeing  t 
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IcDonnell  Douglas— are  a  key 
Ith  of  this  volume. 
I  The  Oil  and  the  Glory:  The 
hit  of  Empire  and  Fortune  on  the 

|an  Sea  (Random  House)  by  for- 
Wall  Street  Journal  correspondent 
ILeVine  is  a  canny  and  enter- 
P  look  at  the  dubious  practices, 
lie,  and  political  arm-twisting 
fen  be  a  part  of  deals  in  developing 
Is,  where  more  and  more  of  the 
liness  takes  place.  The  disinte- 
m  of  the  Soviet  Union  in  the  early 
•unleashed  a  modern-day  Klon- 
I  the  bleak  Caspian  region,  with 
jhts  butting  heads  and  distribut- 


ing money  to  gain  access  to  the  huge  oil 
fields.  A  host  of  outrageous,  sometimes 
intimidating  characters  help  make 
LeVine's  book  engrossing. 

A  fascinating  immigrant  -  family  saga 
and  unusual  business  narrative  may  be 
found  in  The  House  of  Mondavi:  The 
Rise  and  Fall  of  an  American  Wine 
Dynasty  (Gotham  Books)  by  Julia 
Flynn  Siler  of  The  Wall  Street  Journal 
and  formerly  of  BusinessWeek.  Pater- 
familias Cesare  Mondavi  began  the 
family  enterprise  with  an  early-20th 
century  fruit -wholesaling  business. 
In  the  1940s,  the  family  moved  into 
winemaking  with  the  purchase  of  the 


Charles  Krug  Winery.  But  the  Monda- 
vis  would  prove  to  be  one  of  the  most 
dysfunctional  families  in  the  history 
of  U.S.  industry,  and  after  repeated 
feuds,  by  2004  the  company  was  on 
the  block.  It  was  a  sad  conclusion  to  a 
fascinating  history  filled  with  charis- 
matic yet  flawed  characters. 

A  more  inspiring  tale  may  be  found 
in  The  Billionaire  Who  Wasn't:  How 
Chuck  Feeney  Secretly  Made  and 
Gave  Away  a  Fortune  (Public  Affairs) 
by  Irish  journalist  Conor  O'Clery.  In 
what  reviewer  Michelle  Conlin  called 
"a  superbly  written  page  -  turner," 
O'Clery  chronicles  the  fascinating  life 
of  a  most  unusual  Samaritan.  Through 
the  1970s  and  '8os,  Chuck  Feeney  and 
partner  Robert  Miller  built  Duty  Free 
Shoppers  into  an  international  behe- 
moth. Meanwhile,  Feeney  decided  to 
give  his  wealth  steadily  away,  trans- 
ferring his  share  of  Duty  Free  to  an 
offshore  foundation  whose  grants  are 
cloaked  in  secrecy.  His  "giving  while 
living  "  approach  has  had  broad  impact , 
influencing  the  likes  of  Bill  Gates. 

Finally,  in  a  book  that  reviewer 
Bruce  Nussbaum  called  "scary, 
insightful,  and  ultimately  very  use- 
ful," consultant  John  Kao  asserts  that 
America's  competitive  advantage  is 
going,  going,  nearly  gone.  Innovation 
Nation:  How  America  Is  Losing  Its 
Innovation  Edge,  Why  It  Matters, 
and  What  We  Can  Do  to  Get  It  Back 
(Free  Press)  notes  that  today,  talent 
is  more  widely  dispersed  across  the 
globe  than  ever  before.  Venture -capi- 
tal pools  are  launching  a  generation  of 
new  startups  across  Asia  and  Europe. 
How  should  the  U.S.  respond?  For  one 
thing,  Kao  would  spend  $20  billion  to 
create  20  innovation  hubs  revolving 
around  such  things  as  clean  energy, 
digital  media,  and  health  care.  Kao 
certainly  has  big  ideas— but  he  is  far 
from  the  only  author  providing  smart 
thinking  for  the  New  Year.  1 BW 1 
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Which  would  you  choose? 

Meeting  face-to-face  has  its  downsides. That's  why  we've  created 
TANDBERG  Experia™,  the  ultimate  in  telepresence.  You'll  feel  like 
you're  in  the  same  room  as  colleagues  continents  away  Without 
the  inconvenience  of  haying  to  go  there  in  person. 

For  more  information: 

Call:  1-88-TANDBERG  or 1-888-263-2374 
Email:  moreinfo@tandberg.com 

www.tandberg^com/exp^ria : 
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Office  Furniture 


FREE  SHIPPING 

Absolutely  No  Hidden  Costs  or  Fees  &  No  Minimums 
Extensive  Online  Catalog 

"*"  ks.  Chairs.  Files.  Tables  &  Bookcases 


Including  D-. 


PLANET 

fj\     OFFICE  FURNITURE 

www.PlanetOfficeFurniture.com 
M  1-866-380-4978 

Authorized  Online  Dealer  for  I-IE1NI 


Business  Services 


CHINA  RECRUITMENT 


CEO,  GM,  Operations  Dir..  CFO,  HR 
Mgr,  etc..  All  industries,  20  yrs  in  China. 
12  yrs  in  recruiting  for  multinationals, 
Aust.  passport  holder.  Chinese  origin; 
able  to  find  you  the  right,  high-quality 
candidates  with  integrity.  Good  English 
skills.  Reasonable  fees: 


Alfred  Shum:  86-1360  1099  872 
or  e-mail:  ashum@onpressint.com 


Timeshare 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 

Call  for  Free  Catalog! 

1-800-941-2054 
www.holidaygroup.com/bw 


Positive  TV  Programming 


SUPREME  MASTER 
TELEVISION 

goes  GLOBAL 


*on  NOV.  16,  2007 

NORTH  AMERICA 
^GALAXY  25  at  97°  W 

TRANSPONDER:  1,  FREQUENCY:  11740(V) 

SYMBOL  RATE:  22000,  FEC:  1/2,  SID:  3 

PMT:  1003,  PCR  +  VIDEO:  2003,  AUDIO:  3003 

AMERICA^  HISPASAT,  INTELSAT  907 
ASIA:  ABS,  ASIASAT  2,  ASIASAT  3S 

ASIA  &  AFRICA:  INTELSAT  10  (C-BAND) 

"AUSTRALIA  &  NEW  ZEALAND:  OPTUS  B3  /  D2 

;       MIDDLE  EAST  &  N.  AFRICA:  EUR0BIRD  2 

AFRICA:  INTELSAT  10  (KU-BAND) 

EUROPE  (launched):  HOTBIRD.  ASTRA  1 

Laimnhffig  on  ip:0l%  Satellite  Platforms! 

Enjoy  positive,  inspirational  and  entertaining  programs 
30  languages  and  subtitles1, 
tllite  TV  channel 
also  LIVE  ontifte  itipremeMasterTV.  com 
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What's  your  year  look  like?! 

See  and  plan  it  with  a  Magnatag®  Calendar  Organi 
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Magnatag.com/calendar 
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hBglPEI  800  624  4154    MAGNATAC 


Business/Career  Opportunities 


ENERGY  EFFICIENCY 
BUSINESS 


Start  your  own  business  as  an 
Energy  Management  Consultant 

UK  manufacturer  with  range  of 
cutting  edge  technologies  proven 
to  significantly  reduce  energy 
consumption  in  commerce  &  industry 
seeks  overseas  distributors 

Tel: +44  (0)1872  223000 

Contact:  www.somars.com 
for  further  information 


Package  Design 


swerve. 

Designs  for  Brands 


structural  packaging  solutions 

Innovative  ideas,  fully  engineered. 

Engaging  consumers  and  driving  sales. 


77  Chambers  Street, 

New  York,  NY  10007 

tel  212  742  9560 

www.swerveinc.com 


Rated  One  of  the 
TOP  BUSINESS 
for 2007 


Business  Loans  •  Equipment  Least' 

OWN  YOUR  OWN 
BUSINESS  LOAN  COMPAf 

No  experience  needed,  we  support  y 

•  Arrange  business  loans  and  least 
from  $  1 0k  -  $  1 0  million. 

•  Work  directly  with  national  lend« 

•  Unlimited  earning  potential  and 
residual  income. 

1 


Call  now  to  receive 
DVD  Seminar  and  Bn 

800-336-3 


1 


www.viewbfc.com 
The  Loan  Consultants,  Inc.,  since  15 


Marketplace  Advertiser ' 


The  BusinessWet 

MarketPlace...ltWc 

•  Advertise  in  the  Business 
Marketplace  and  reach  i 
5  million  responsive  reac 

•  Reaching  more  business 
professionals  than  any  otl 
business  magazine.. 

cai312-464-050C 

additional  Marketplace  adve 
information  and  rates,  or  < 

rv1Miller@classifiedinc.i 

(For  customer  service/subscri/^ 
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Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


IS  IT.  Over  92%  of  people  who  own  exercise  equipment 
S8%  of  people  who  own  health  club  memberships  do  not 
ise.  A  4  minute  complete  workout  is  no  longer  hard  to 
e  for  all  the  people  who  since  1990  have  bought  our 
ent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 
ent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 
health    benefits    experienced 

that  tryout,  and  the  ROM 
mance  score  at  the  end  of 
4  minute  workout  that  tells  the 
of  health  and  fitness 
vement.  At  under  20  cents  per 
he  4  minute  ROM  exercise  is 
least  expensive  full  body 
ete  exercise  a  person  can  do. 
jo  we  know  that  it  is  under  20 

per  use?  Over  90%  of  ROM 
nes  go  to  private  homes,  but 
ve  a  few  that  are  in  commercial 

r  over  12  years  and  they  have 
ed  over  80,000  uses  each, 
jt  need  of  repair  or  overhaul. 
K)M  4  minute  workout  is  for 
;  from  10  to  over  100  years  old 

ighly  trained  athletes  as  well. 


The  ROM  adapts  its  resistance  every  second  during  the  workout 
to  exactly  match  the  user's  ability  to  perform  work.  It  balances 
blood  sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to 
be  true?  Get  our  free  video  and  see  for  yourself.  The  best  proof 
for  us  is  that  97%  of  rentals  become  sales.  Please  visit  our 
website  at:  www.FastExercise.com. 


The  typical  ROM  purchaser  goes  through  several  stages: 

Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

Reading  the  ROM  literature  and  reluctantly  understanding  it. 

Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 

Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 


Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:   ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319    •    Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 


102   THE  WELCHWAV  I  JACK  AND  SUZV  WELCH 


The  Folly  of  Star  Wars 


Why  it's  often  wiser  to  let  a  top  performer  walk  than  get  into  a  bidding  battle 


How  far  should  I  go  to  keep  a  star 
performer  who  has  an  offer  to  work  at 
a  competitor? 


Hymie  Betesh 
NEW  YORK 


Not  as  far  as  you're  probably  consider- 
ing, given  the  panic  mode  most  manag- 
ers enter  when  a  star  threatens  to  shoot 
out  the  door.  But  before  we  expand  on 
that  answer,  let  us  thank  you  for  being 
one  of  the  first  people  to  ask  us  about 
the  care  and  feeding  of  top  performers, 
which  has  more  to  do  with  a  company's 
success  than  virtually  any  other  factor. 
After  all,  the  team  that  fields  the  best 
players  usually  wins,  doesn't  it  ? 

Most  of  the  people -management 
questions  we  receive,  both  through  this 
column  and  during  our  travels,  pertain 
to  managing  employees  who  are  floun- 
dering. We  hear:  "Isn't  it  cruel  and 
heartless  to  let  go  of  the  people  each 
year  with  the  worst  performance  and 
least  potential?"  To  which  we  answer: 
"Just  the  opposite.  Poor  performers 
need  to  know  where  they  stand  so  they 
can  start  looking  for  the  kind  of  work  in 
which  they  will  excel  for  the  long  term." 

Sorry  to  digress.  Underperformance, 
obviously,  is  not  your  problem.  That 
should  be  a  good  thing,  and  typically 
it  is.  Under  normal  circurhstances,  to 
keep  stars  happy,  you  just  need  to  give 
them  what  they  crave:  outsize  compen- 
sation; effusive  recognition;  enjoyable, 
challenging  work;  and  the  feeling  that 
they're  not  being  micro-managed.  But 
all  that  changes  in  a  split  second  when 
a  star  asks  to  see  you,  closes  your  office 
door,  and  says:  "I've  gotten  an  offer  I 
think  I  just  can't  refuse." 


Planning  for  the  exit  of  a  star  can't  be  a  rote, 
fill-in-the-bl^nks  exercise.  The  process 
should  be  gritty,  intense,  and  frequent. 


Your  first  instinct  will  be  to  match 
the  offer  financially.  Usually,  though, 
that  won't  be  enough.  The  competitor 
luring  your  star  has  been  smart  enough 
to  make  the  deal  richer  in  other  ways 
with,  say,  more  job  responsibility  or  a 
bigger  title.  You  can  match  those,  too. 
And  that's  where  the  trouble  starts.  Be- 
cause promoting  stars  just  to  keep  them 
can  incite  a  little  riot,  especially  if  the 
promotion  is  over  people  who  feel  they 
deserve  the  same  kind  of  treatment  but 
just  haven't  threatened  to  leave. 

Before  you  know 
it,  other  stars  will  be 
insulted  by  your  ac  - 
commodation,  and 
even  some  midrange 
performers  will  feel 
resentful.  And  at  the 
end,  the  only  contented 
person  left  in  the  place 
might  be  your  over- 
performer,  who  has 
decided  to  stay,  now 
feeling  more  indis- 
pensable than  ever. 

Sounds  deadly?  It  is.  Which  is  why 
we  would  recommend  another,  more 
proactive  approach.  During  normal 
times,  make  the  management  of  your 
stars  a  top  priority.  Never  take  them  for 
granted,  and  be  sure  all  of  your  manag- 
ers do  the  same  by  making  star  reten- 
tion a  key  measure  of  performance.  But 
at  the  same  time,  remember  that  stars 
sometimes  leave  for  the  simple  reason 
that  they  have  outgrown  the  oppor- 
tunities at  a  company.  By  consistently 
overdelivering,  they  have  earned  the 
chance  to  reach  for  horizons  beyond 
what  you  can  offer  them  over  the  long 
haul.  And  because 
of  that  reality, 
you  must  always 
be  prepared  to  fill 
the  wing  tips  of 
any  key  person 
who  departs,  no 
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matter  what  the  size  of  the  busine 
That's  the  beauty  of  a  rigorous  hm 
resource  program,  with  frequent  r 
views,  consistent  coaching,  andb; 
planning  for  every  key  position  th. 
can  readily  answer  the  question: " 
replaces  George  or  Carol  if  they  lei 
Such  backup  planning,  by  the  w 
must  happen  at  least  annually  and 
never  become  a  rote,  fill-in-the-b 
exercise.  Instead,  it  must  be  condi 
with  the  gritty  intensity  of  a  war 
Only  then  will  your  organization  b 
able  to  replace  » 
departing  star  \f 
eight  hours  — ya 
eight.  Only  thei 
your  organizatic  | 
able  to  send  the: 
portant  message 
no  star  is  biggeA 
the  organization 
Now,  we  realiii 
it  is  natural  to  fi| 
for  a  star,  especi 
since  a  competil 
involved.  But  ex| 
ence  also  tells  uj 
once  a  top  perfo) 
gets  the  bug  toll 
heroic  rescue  efl 
are  of  limited  u| 
You  can  come  up  with  a  fancy  titli 
an  extra  layer  of  management,  anq 
the  short  run  persuade  someone  t<| 
But  when  people  go,  you're  leftl 
a  cobbled-up  organizational  chart! 
and  a  bunch  of  confused  employes 
Better  to  keep  your  house  in  orderl 
send  your  star  off  with  good  wishej 
you've  done  your  job,  another  stal 
soon  be  born.  IBWI 


Once  a  worker 
gets  the  bug 
to  leave,  heroic 
rescue  efforts  are 
of  limited  use 
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Jack  and  Suzy  Welch  await  your  questH 
E-mail  them  atthewelchway@businessB 
com.  For  their  VIDEO  PODCAST,  goto    I 
businessweek.com/search/podcasting.Ml 
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UPGRADE  YOUR 
BEST-CASE  SCENARIO. 
UNLEARN  OUTSOURCING. 

Even  outsourcing's  benefits  have  benefits.  The  best  way  to  realize  them  is  to  unlearn 
your  misconceptions  about  outsourcing.  Unisys  Outsourcing  Solutions  offer  the  proven 
processes,  unique  methodologies,  and  the  innovation  you  need  to  manage  risk,  adapt 
to  change  and  accelerate  the  benefits  of  your  best-case  transformation  scenario.  Our 
Solutions  for  Secure  Business  Operations  can  optimize  your  business  performance  and 
your  competitive  advantage.  For  maximizing  your  full  business  potential,  outsourcing 
is  a  win-win  scenario.  Unlearning  is  just  the  beginning. 


Security  unleashed.   .fJI^jSYS 


Secure  Business  Operations,  imagine  it.  done. 
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ALL  EYES  ON  THE  GULF 

After  inching  close  to  $100  per  barrel  on  Nov.  21,  oil 
prices  turned  tail  and  fell  about  10%  in  a  week.  That 
was  enough  for  OPEC's  ministers,  meeting  in  Abu 
Dhabi  on  Dec.  4  and  5,  to  shy  away  from  pumping 
more  oil  despite  anguished  pleas  from  Washington 
and  other  governments.  OPEC,  which  produces  about 
40%  of  the  world's  crude,  will  meet  again  on  Feb.  1  to 
take  another  look.  The  main  reason  crude  has  slid  to 
the  $90  range  is  that  Western  economies  show  signs 
of  a  slowdown.  But  geopolitics  also  played  a  role  as  a 
new  U.S.  intelligence  estimate  opined  that  Iran  is  not 
trying  to  build  nuclear  weapons,  which  reduces  the 
prospect  of  more  conflict  in  the  Mideast. 

□  "Why  the  hot  money's  on  cheaper  oil"  businessweek.com/magazine 
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A  NEW  CHIEF  AT  MOTOROLA 

Somewhere,  Carl  Icahn  is 
smiling.  Motorola  CEO  Ed  Zander 
hung  up  on  his  job  on  Nov.  30. 
During  his  four  years  at  the  top  he 
introduced  the  smash-hit  Razr. 
Zander's  failure  to  intuit  what  the 
market  wanted  next  marred  the 
last  year  and  a  half.  A  comeback 
journey,  especially  with  investors 
such  as  Icahn  baying  for  his  hide, 
must  have  seemed  unappealing. 
Motorola  will  look  to  current 
COO  Greg  Brown  for  resurrection. 
He'll  have  to  do  it  without  up- 
and-coming  Chief  Technology 
Officer  Padmasree  Warrior,  who 
bolted  to  Cisco  on  Dec.  4  amid 
a  reorganization  of  Motorola's 
tech  ranks. 

□  "Motorola:  The  end  of  the  Zander  era" 
businessweek.com/magazine 
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AST  MONEY  DANCE 

0  million  deal?  Don't  bother, 
hundred  million?  Maybe  you 
,  chance.  That's  the  price  of 
sion  these  days  to  the  invest- 
unds  of  the  Persian  Gulf, 
are  swimming  in  petrodol- 
id  are  getting  more  choosy 
which  supplicants  they'll 
■  to  see.  Corporate  titans  of 
Des  are  making  pilgrimages 
sheikdoms— and  the  rush 
>awned  a  dandy  business  for 
who  can  open  doors. 
4GE  024  "A  queue  in  the  sand" 


X   OUT,  iTUNES 

■  phone,  get  a  year's  worth 

■mited  music  downloads. 

|  the  shot  Nokia  fired  across 
's  bow  on  Dec.  4.  Universal 
Group  has  already  agreed 
vide  its  stable  of  artists  to 
rvice,  and  Nokia  is  nego- 
with  other  majors  to  join 
illenge  to  iTunes.  The  new 
e  is  part  of  Nokia's  cam- 
to  translate  its  domination  of 
ndset  business  into  Internet 
I— while  containing  Google's 

I  o  encroach  on  mobile  turf. 

"  kia  won't  play  iPhone's  tune" 
ssweek.com/magazine 
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31  BUSINESS  STAR 

■.—name  a  company  with 
<Jpr  p-e  than  Google.  One 
Aly  answer:  Monsanto,  which 
m/e  years  ago  was  deep  in  the 
and  under  attack  from  activists 
idcientists.  Back  then,  the 
m  of  food  biotechnology  and 
sniically  modified  organisms 
■p  question.  Now  the  compa- 
fcooming,  and  the  planting  of 
■t  crops  has  steadily  spread. 
3§s  how  Monsanto  did  it. 
WAGE  034  "Monsanto:  Winning  the 
a  J  war" 


f =ALL  OF  ZOE  CRUZ 

jferime  has  cast  down  one 
Vill  Street's  highest-ranking 
irjn:  Morgan  Stanley  Co-Presi- 
snZoe  Cruz  was  given  walking 
It's  on  Nov.  29.  Cruz  had  sur- 


LOOKING  UP 


•BASED  ON  A  SURVEY  OF  PROJECTED  SALES, 
CAPITAL  SPENDING,  AND  EMPLOYMENT  FOR 
THE  COMING  6  MONTHS 

Data:  Business  Roundtable 

vived  many  upheavals  at  the  New 
York  investment  bank  and  was 
seen  as  the  likely  successor  to 
CEO  John  Mack.  But  revelations  of 
some  $3.7  billion  in  losses  on  her 
watch  proved  to  be  her  downfall. 
Her  co-president,  Bob  Scully,  will 
join  a  new  office  of  the  chairman, 
and  two  new  co-presidents,  Walid 
Chammah  and  James  Gorman, 
were  named. 


E*TRADE'S  RESCUER 

Citadel  Investment  seems  to  have 
found  its  calling:  dumpster  diving. 
Going  where  others  wouldn't  dare, 
the  hedge  fund  on  Nov.  29  agreed 
to  pump  $2.55  billion  into  fast- 
sinking  E*Trade  Financial  in  return 
for  $3  billion  in  mortgage-related 
debt,  high-yield  notes,  and  a  nearly 
20%  equity  stake  in  the  online  bro- 
ker. That  same  day,  ETrade  CEO 
Mitch  Caplan  left.  The  investment 
echoed  how  Citadel  picked  up 
assets  from  two  hedge  funds  that 
imploded  last  summer.  Citadel's 
money  didn't  steady  ETrade,  how- 
ever. Its  shares  resumed  their  slide 
and  are  down  85%  in  2007. 
□  "E*Trade's  bailout  draws  boos" 
businessweek.com/magazine 


WHITHER  THE  FED? 

By  now,  Federal  Reserve  officials 
had  hoped,  the  credit  crunch 
would  be  easing  and  they  could 
stop  cutting  rates.  No  such 
luck— banks  are  more  skittish  than 
ever  about  lending,  even  to  other 
banks.  So  most  traders  expect  the 


Federal  Open  Market  Committee 

to  cut  its  target  rate  for  federal 
funds  on  Dec.  1 1 ,  possibly  even 
by  half  a  point  to  4%.  The  Fed  may 
also  encourage  banks  to  borrow 
directly  from  it  by  making  an  extra- 
big  cut  in  the  discount  rate. 


FORD'S  NO-SALE  SIGN 

Well,  never  mind,  we're  not  sell- 
ing Volvo  after  all.  For  lack  of  a 
suitable  suitor,  Ford  on  Dec.  3 
said  it  won't  unload  its  Swed- 
ish unit  but  instead  will  focus  on 
making  it  more  cost-competitive. 
It'll  also  push  the  brand  upscale 
to  compete  more  evenly  against 
Lexus  and  Mercedes-Benz  while 
guarding  its  rep  for  safety  and 
Scandinavian  design.  Meantime, 
Ford  reversed  a  yearlong  sales 
slide  in  the  U.S.  by  inching  up 
1%  in  November.  GM  slid  1 1%, 
Chrysler  2.1  %,  while  Japanese 
automakers  used  incentives  to 
boost  sales.  Ford  and  GM  are 
trimming  production  estimates  for 
the  first  quarter  because  of  the 
economic  slowdown.  And  GM  is 
bidding  for  a  "significant  stake"  in 
Russian  carmaker  OAO  Avtovaz. 


A  GAME  GIANT  IS  BORN 

This  team  may  have  the  weaponry 
to  beat  the  boss.  Vivendi  said  on 
Dec.  2  it  will  acquire  a  controlling 
stake  in  Activision,  merging  it  with 
Vivendi  Games  in  an  $1 8.9  billion 
deal  to  create  a  fearsome  rival  to 


A  patron  at  a 
New  York  bar 
plays  Activision's 
Guitar  Hero 
video  game 
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the  world's  largest  video  game 
publisher,  Electronic  Arts.  The  new 
venture,  to  be  called  Activision 
Blizzard,  will  bring  under  one  roof 
popular  console  titles  such  as 
Tony  Hawk  and  Guitar  Hero  with 
online  PC  game  World  of  War- 
craft,  which  alone  will  generate 
revenues  of  $1 .1  billion  in  2007. 
Analysts  say  more  deal  magic 
could  soon  beam  out  from  the 
booming  games  industry. 
□  "Activision-Vivendi's  game-changing 
deal"  businessweek.com/magazine 


CERBERUS  WALKS  AGAIN 

Another  deal  that  won't  happen: 
the  sale  of  H&R  Block's  Option 
One  to  Cerberus  Capital  Manage- 
ment, which  agreed  to  buy  it  back 
in  the  innocent  days  of  April.  With 
the  subprime  lending  unit  flooded 
in  red  ink,  the  private  equity  firm 
thought  better,  and  the  two  com- 
panies said  on  Dec.  4  that  they've 
agreed  to  call  it  quits.  Block  will 
shutter  the  mortgage  origination 
unit  and  try  to  sell  the  part  of  the 
business  that  services  loans. 


GREENHOUSE  GAS  PARLEY 

As  it  opened  on  Dec.  3,  the  U.N.'s 
190-nation  climate  change  meet- 
ing altered  the  environment  of 


Bali,  Indonesia.  It  featured  polar- 
bear-costumed  demonstrators, 
marching  denizens  from  sinking 
island  nations,  and  a  dust-up  over 
skyrocketing  greenhouse  gas 
emissions  from  India  and  China. 
The  10,000-strong  confab  aims  to 
sketch  out  a  new  accord  to  slow 
global  warming  in  advance  of  the 
expiration  of  the  Kyoto  agree- 
ment in  201 2.  The  White  House's 
messengers  are  widely  expected 
to  continue  obstructing  binding 
promises  to  cut  emissions. 


WASHINGTON  WADES  IN 

Can  the  Bush  Administration  save 
some  of  the  1 .8  million  subprime 
borrowers  in  danger  of  losing 
their  homes?  The  President  was 
expected  to  unveil  on  Dec.  6  the 
details  of  a  controversial  plan  to 
stave  off  foreclosures.  Treasury 
Secretary  Henry  Paulson  has 
been  working  with  loan  compa- 
nies like  Countrywide,  Citigroup, 
and  Washington  Mutual,  as  well 
as  investors  in  mortgage-backed 
securities,  to  figure  out  which 
homeowners  will  qualify  for  the 
do-over,  which  will  extend  their 
monthly  payments  at  the  initial 
teaser  rate  for  up  to  five  years  on 
loans  due  to  reset  between  Janu- 
ary, 2008,  and  July,  2010.  House 


Democrats,  in  the  meantime,  are 
backing  a  bill  by  Michael  Castle 
(R-Del.)  to  protect  the  companies 
that  make  or  service  mortgage 
loans  from  being  sued.  The  fear? 
A  wave  of  litigation  from  investors 
who  could  lose  out  on  the  deal,  or 
from  unhappy  homeowners  who 
don't  qualify. 


MORTGAGE  MANIA 

Who  in  their  right  mind  would  take 
out  a  subprime  loan  if  they  could 
qualify  for  a  conventional  one? 
Plenty  of  people,  as  it  turns  out. 
A  study  commissioned  by  The 
Wall  Street  Journal  reveals  that 
at  the  peak  of  the  subprime  boom 
in  2005,  55%  of  such  loans  went 
to  borrowers  with  credit  scores 
above  620,  traditionally  the  line 
between  subprime  and  prime. 
Aggressive  marketing  by  lend- 
ers is  partly  to  blame.  But  here's 
the  good  news:  Because  these 
households  are  in  better  shape 
to  withstand  the  double  whammy 
of  falling  home  prices  and  reset 
mortgage  rates,  the  crisis  may  be 
milder  than  some  fear. 
□  wsj.com 


BEFUDDLED  IN  FLORIDA 

In  Florida's  public  schools,  they 
now  spell  risk  "S-l-V."  That's  be- 
cause much  of  a  $1 4  billion  state 
investment  fund  for  schools  and 
local  government  was  invested  in 
structured  investment  vehicles— in 
this  case,  bonds  backed  by 
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ime  mortgages  and  other 
ntures.  BlackRock,  the 
ment  firm  hired  by  Florida 
Is  to  assess  the  value  of 
id,  said  on  Dec.  4  that 
of  the  mortgages  are  so 
ed  that  it  can't  determine 
e,  prompting  Florida  to 
ow  much  municipalities 
ithdraw.  And  Florida  isn't 
In  California,  Orange 
:y  officials  said  that  about 
WlDf  the  $6  billion  in  short- 
Bivestments  the  county 

■  are  also  in  SIVs  that 

m  haky,  and  Montana  has 

■  ler  of  its  $2.25  billion  in 
o  term  assets  in  SIVs. 


M  BOOK'S  FAUX  PAS 

ijman  a  month  after  unveil- 
g    ad  strategy,  Facebook 
■gg  on  its  face.  The  hot 
■:  network's  Beacon  pro- 
aposts  notices  about  peo- 
»jurchases  on  other  sites 
fir  Facebook  pages,  in 
rr  cases  without  their  ap- 
■!.  Activist  group  Moveon. 
Bunched  a  petition  asking 
icoook  to  stop  the  pro- 
ai  and  some  participating 
■isers  such  as  Overstock. 
ftpted  out  for  now.  On 
»J30,  Facebook  said  it  will 
My  the  system  to  require 
■it  approval  by  members 
1  notices.  The  brouhaha 
dr  stop  Hong  Kong  tycoon 
■rshing  from  ponying  up 
■nillion  for  a  0.4%  sliver  of 
lijDOok,  according  to  news 


|S  NEW  AD  AGENCY 

■Group  just  landed  a  new 
«nt— worth  a  cool  $4.5 
1.  On  Dec.  2,  Dell  said 
■se  the  conglomerate  to 
■e  all  its  advertising  tasks 
re  next  three  years,  ditch- 
■e  hundreds  of  agencies 
■wide  that  it  has  used. 
■  will  form  a  new  group 
■ve  the  PC  giant,  which 
ws  about  $1 .5  billion  a 
aon  ads.  Dell  wants  to 


DAMSEL  IN 
DISTRESS 


^&  a. 


FANNIE  MAE 
STOCK  PRICE 


JAN.  5,  '07  DEC.  5 

Data:  Bloomberg  Financial  Markets 


sharpen  and  simplify  its  mar- 
keting, which  has  been  marred 
by  inconsistent  messages. 
B  "Dell:  Confounded  by  costs" 
businessweek.com/magazine 


BRISTOL-MYERS  SHRINKS 

Big  Pharma  keeps  getting 
smaller.  Bristol-Myers  Squibb 
is  the  latest  member  of  the 
club  to  announce  downsizing: 
It  said  on  Dec.  5  that  it  will  cut 
10%  of  its  43,000  employees 
and  close  half  its  plants,  saving 
$1 .5  billion  in  costs.  Abbott 
Labs,  Pfizer,  and  Merck  are 
already  trying  to  slim  down. 


WOOING  WARNER 

Warner  Bros.,  home  to  such 
hits  as  the  Harry  Potter  series, 
has  become  the  prettiest  girl 
at  the  party  as  studios  from 
the  rival  HD  DVD  and  Blu-ray 
camps  try  to  win  it  over.  Stu- 
dios are  eager  to  sell  consum- 
ers on  the  sharper  images  in 
the  new  DVD  technology  to 
offset  slowing  sales  of  existing 
DVDs,  but  Hollywood  is  split 
between  the  HD  DVD  format 
pushed  by  a  Toshiba-led 
group  and  the  Blu-ray  team  in 
which  Sony  is  a  major  player. 
Early  indications  are  that  Sony, 
after  losing  out  to  HD  DVD 
this  summer  when  Paramount 
and  DreamWorks  joined  the 
rival  camp,  may  be  making 
headway. 

I BW I  PAGE  028  "Next-Gen  DVDs: 
Advantage,  Sony" 
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TEMASEK  LOOKS  TO  CHINA 

One  of  the  world  biggest  sover- 
eign investment  funds  is  flexing  its 
muscles  again.  The  Wall  Street 
Journal  reported  on  Dec.  5  that 
Temasek,  the  gigantic  investment 
vehicle  of  Singapore's  govern- 
ment, is  putting  up  a  cool  $1  bil- 
lion as  half  of  a  new  private  equity 
fund  run  by  Goldman  Sachs'  part- 
ner in  China,  Fang  Fenglei.  The 
new  fund  aims  to  acquire  stakes  in 
state-owned  Chinese  companies. 


TREMORS  SHAKE  THE  CITY 

Britain  and  the  U.S.  have  long 
shared  a  special  relationship. 
Unfortunately,  that  bond  appears 
to  extend  to  dodgy  American 
mortgages.  Faced  with  mount- 
ing losses  from  subprime-backed 
investments,  British  banks  are  lay- 
ing off  workers  and  tightening  the 
lending  spigot.  That's  bad  news 
for  the  British  economy,  since  the 
City  has  powered  some  30%  of 
overall  growth  over  the  past  three 
years.  Some  outfits  are  forecasting 
that  growth  will  slow  to  1 .4%  in 
2008,  the  lowest  since  1992. 
El  The  Economist 


PUTIN  SI,  CHAVEZ  NO 

Maybe  Hugo  Chavez  needs  to 
take  lessons  in  strongmanship 
from  Vladimir  Putin.  On  Dec.  2, 
64%  of  Russian  voters  gave  the 
nod  to  their  President's  party  in 
an  election  that  observers  called 
anything  but  free  and  fair.  The 
mystery  now  is  what  Putin  will  do 
with  his  mandate,  since  he  has  to 
step  down  as  President  in  March 
but  clearly  intends  to  retain  power. 
Chavez,  in  contrast,  narrowly  lost 
a  Dec.  2  referendum  on  propos- 
als that  would  have  let  him  remain 
President  of  Venezuela  indefinitely 
and  exercise  even  more  sweeping 
powers  than  he  already  has. 
□  "Russia  election  raises  new 
questions"  and  "Behind  Chavez's  defeat 
in  Venezuela"  businessweek.com/ 
magazine 


STREET  PROBE 

New  York  Attorney  General 
Andrew  Cuomo,  like  his  pre- 
decessor, Eliot  Spitzer,  has  his 
eye  on  the  Street.  This  time  the 
AG  is  looking  at  the  role  invest- 
ment banks  played  in  fueling  the 
explosion  of  subprime  lending.  On 
Dec.  5,  The  Wall  Street  Journal 


reported  that  Cuomo's  office  has 
sent  subpoenas  to  firms  includ- 
ing Merrill  Lynch,  Bear  Stearns, 
and  Deutsche  Bank.  The  Journal 
says  the  subpoenas  seek  info 
about  marketing  mortgage-backed 
securities,  including  the  role  of 
credit-rating  agencies. 


LET  100  B-SCHOOLS  BLOOM 

The  first  MBA  programs  began 
cropping  up  in  China  only  1 6  years 
ago.  Today  there  are  230,  and 
more  are  on  the  way  as  the  govern- 
ment has  set  a  goal  of  boosting 
MBA  enrollment  by  24%  next  year. 
The  December  issue  of  Business- 
Week China  highlights  the  best 
MBA  programs,  based  on  a  survey 
of  253  recruiters  from  companies 
such  as  General  Electric,  Huawei, 
and  Nokia.  Top  honors  go  to  China 
Europe  International  Business 
School,  a  venture  of  the  Shanghai 
municipal  government  and  the 
European  Union.  The  companies 
polled  also  reported  a  marked  in- 
crease in  the  overall  quality  of  new 
grads,  with  34%  rating  the  supply 
of  top  talent  as  "excellent"  or 
"good,"  vs.  1 9%  the  previous  year. 
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WATCH  OUT  FOR  FALLING  PROFITS 

As  corporate  earnings  are  pinched,  prospects  are  dimming  that  companies 
will  keep  hiring— further  wounding  consumers  and  the  economy 


With  recession  risks  on  the  rise,  all  eyes  are  on  U. S.  consumers,  but  the  focus  should  be  on  the  bus 
ness  sector.  Companies'  decisions  about  whether  to  expand  and  hire  in  the  coming  months  will  m 
the  difference  between  an  economy  that  stays  afloat  and  one  that  sinks.  The  latest  signs  aren't  goc 
Domestic  profits  are  fading,  and  not  just  for  sick  financial  companies.  Financing  options  are  more 
limited,  and  demand  for  new  equipment  and  construction  already  look  weaker.  Although  easy  ere 


and  fat  home  prices  have  boosted 
household  spending  in  recent  years, 
the  most  important  fuel  has  been  solid 
growth  in  both  jobs  and  incomes.  If 
businesses  back  away  from  expansion 
plans,  the  burdens  consumers  already 
face— costlier  energy  and  tighter 
credit— will  be  much  harder  to  handle. 

Why  worry?  Corporate  finances  are 
taking  a  turn  for  the  worse.  Until  now, 
companies  have  enjoyed  high  liquidity, 
low  debt,  and  rivers  of  cash  flow— all 
the  key  underpinnings  of  capital 
spending  and  hiring.  Now  profits  are 
evaporating,  credit  is  harder  to  come 
by,  and  productivity  growth  is  not 
providing  the  same  cushion  it  once 
offered  companies  to  absorb  rising 
costs.  With  pricing  power  weak,  profit 
margins  are  getting  squeezed. 

Feeble  third -quarter  profits  were 

EARNINGS:  SOLID  ABROAD. 
SHARPLY  WEAKER  AT  HOME 

PERCENT  CHANGE  FROM  A  YEAR  AGO 


CORPORATE  PROFITS 
•  OVERSEAS  OPERATIONS 
30  —  •  DOMESTIC  NONFINANCIAL 
OPERATIONS 


Data:  Bureau  of  Economic  Analysis,  Global  Insight 


bad  news,  but  the  government's 
economy  wide  earnings  data  are  worse. 
Profits  from  abroad,  up  34.7%  from 
the  previous  year,  are  propping  up  the 
numbers  somewhat,  and  that's  good. 
But  earnings  from  operations  at  home 
are  crucial  to  capital  spending  and  hir- 
ing decisions  in  the  U.S. 

The  growing  weakness  in  domestic 
companies'  bottom  lines,  even  outside 
of  finance,  is  striking  (chart).  Despite 
solid  2.7%  output  growth  at  domestic 
nonfinancial  corporations  over  the 
past  year,  their  earnings  have  fallen 
8.3%,  the  most  since  the  last  recession. 
After  peaking  in  the  third  quarter  of 
2006,  profits  in  this  category,  which 
account  for  half  of  all  earnings,  have 
been  down  from  the  previous  year  in 
each  of  the  last  four  quarters. 

A  big  reason  is  a  squeeze  on  mar- 
gins. The  profit  earned  by  U.S.  -based 
nonfinancial  companies  on  each  unit  of 
output  fell  to  12.80  last  quarter  from  a 
record  14.3^  the  year  before.  Up  to  now, 
tight  labor  markets  created  solid  gains 
in  workers'  income.  But  over  the  past 
three  years,  labor  costs  have  picked 
up  while  nonfinancial  productivity 
has  slowed  to  1.5%  per  quarter— less 
than  half  the  pace  of  the  three  previous 
years.  In  short,  pricing  has  not  kept  up 
with  unit  costs,  lowering  unit  profits. 

Therein  lies  the  danger.  Without  the 
productivity  advances  of  earlier  years, 
companies  may  be  quicker  to  squeeze 
payrolls  to  cut  costs  and  shore  up  their 
bottom  lines.  Productivity  posted  a 


strong  gain  last  quarter,  but  that  p 
won't  last  as  the  economy  slows.  J 
growth  has  already  cooled,  and  the 
government  has  revised  this  year's 
wage  and  salary  income  downward 
suggesting  job  increases  may  be  ev 
weaker  than  the  numbers  now  sho 

The  credit  squeeze  only  compou 
the  problem  of  financing  new  inve;< 
ment.  As  of  October,  more  banks  h  I 
tightened  their  lending  standard: 
for  businesses  than  at  any  time  i 
nearly  five  years.  And  credit  mar 
in  November  showed  new  strai: 
companies  faced  yearend  fundin; 
requirements.  Tougher  loan  con 
and  weak  profits  make  it  harder  ft 
companies  to  justify  capital  outL 

The  latest  soundings  from  the 
porate  sector  are  not  reassuring 
CEOs  in  the  Business  Roundtable's 
quarterly  survey  seem  to  have  taker 
the  market  turmoil  in  stride,  but  th 
overall  outlook  for  sales,  capital 
spending,  and  hiring  remains  near 
a  four-year  low.  Government  data 
show  October  orders  for  capital  go 
excluding  aircraft,  dropped  a  ste 
2%,  nearly  wiping  out  three  montl 
of  gains.  October  outlays  for  busine 
construction  fell  0.5%  after  a  yearo 
increases.  And  in  November  newur 
employment  claims  turned  up  nota 

The  bottom  line:  Fading  prospeel 
for  profits  and  growing  pressure  to 
costs  could  be  the  one  -  two  punc 
sends  consumers— and  the  econ 
down  for  the  count.  1 BW 1 
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.  INVESTMENT: 

ERSEAS  BUYERS  BEWARE 

;s  Mehring/Charts  by  Ray  Vella 

day,  it  seems,  there's  a  new  headline  about  foreigners 
I  big  stakes  in  U.S.  businesses,  especially  in  the  materials 
nancial  industries.  But  investors  take  note:  Lots  of  deals 
lr,  and  the  reported  return  on  foreign  direct  investment 
U.S.  is  less  than  the  return  made  abroad  by  Americans. 


on  Investmen 

orted  2006 

on  foreign  direc 

ent  fell  short 

3arnings 

t 

ent 

t: 

A  RETURN  OF  11.5% 
ON  DIRECT  INVEST- 

^B^L. 

MENT  POSITION 
OF  $2.7  TRILLION 
GENERATED 
$310  BILLION 
OF  INCOME 

A  RETURN  OF  6.9% 
ON  DIRECT  INVEST- 

^T       INCOME  FROM       ^B 

^T           U.S.  DIRECT                ^B| 

W             INVESTMENT                ^ 

r                   ABROAD                              ~ 

/~; 

MENT  POSITION 
OF  $2  TRILLION 
GENERATED 

^H  Hi           / 

$136  BILLION 
OF  INCOME 

PERCENTAGE 
RATE  OF  RETURN 
ON  INVESTMENT 

EOFTHEBEGINNING- 
D-OF-YEAR  VALUE  OF  THE 
INVESTMENT  POSITION. 
EQUIPMENT  AND  INVENTORIES 
UED  AT  CURRENT  COST  OF 
EMENT 


INCOME  FROM 
FOREIGN  DIRECT 
INVESTMENT 
INTO  THE  U.S. 


SIZE< 


[  OF  DIRECT 
INVESTMENT  POSITION 
IN  TRILLIONS  OF  DOLLARS* 


Data:  Bureau  of  Economic  Analysis 


New  Direct  Investment  into  the  U.S.: 

A  weaker  dollar  is  helping  to  attract  more 
foreign  money. 

FOUR-QUARTER  AVERAGE  IN  BILLIONS  OF  DOLLARS 
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Where  the  Money  is  Going: 

U.S.  industries  with  the  most  merger- 
and-acquisition  activity  by  foreigners 
in  2007. 


BILLIONS  OF  DOLLARS 
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'DOLLAR  VALUE  OF  PURCHASES  THROUGH 
NOV.  29,  2007,  COMPARED  TO  FULL  YEAR  2006 
Data:  Thomson  Financial 


LS  GONE  BAD 


-Benz/Chrysler 


Some  big  foreign  acquisitions  of  U.S.  companies  that  didn't  pan  out 


YEAR  VALUE*  WHAT  WENT  WRONG 


8     38.6 


The  goal  of  building  an  integrated  world  auto  giant  was  never  achieved.  The 
company  ended  up  losing  market  share.  Daimler  sold  80%  of  Chrysler  to  Cerberus 
Capital  Management  in  2007  for  just  $7.4  billion. 


Holdings/ 

told  International 


2003     14.5 


Britain's  HSBC  bought  Household  to  enter  the  U.S.  subprime  mortgage  market.  The 
unit,  now  called  HSBC  Finance,  accounted  for  most  of  the  bank's  $10.6  billion  in  2006 
loan  losses.  Last  quarter,  the  unit  put  aside  $3.4  billion  to  cover  poorly  performing  loans. 


/Lucent 


2006     17.5 


Since  the  telecom-equipment  makers  joined  forces,  the  combined  company  has  bled 
lots  of  red  ink,  rolled  out  an  emergency  restructuring  plan,  said  it  will  cut  its  workforce 
20%  by  2009,  and  watched  its  stock  fall  nearly  50%  this  year. 


)ES  VALUE  OF  DEBT  AND  EQUITY;  IN  BILLIONS  OF  DOLLARS 


Data:  Dealogic,  BusinessWeek 
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policy.  Federal  Reserve 
Chairman  Ben  Bernanke 
and  other  Fed  officials 
have  expressed  fresh 
concerns  about  the 
economy,  lifting  expecta- 
tions on  Wall  Street  of  a 
rate  cut.  The  hot  topic 
now  is  how  much  the 
central  bank  will  cut  rates, 
currently  at  4.5%. 

ECONOMIC  GROWTH 
IN  LATIN  AMERICA 

Dec.  1  2,  6  a.m.  EST 
Brazil's  third-quarter  real 
gross  domestic  product 
figures  are  forecast  to  be 
solid.  Argentina  and 
Mexico  are  also  expected 
to  report  good  third- 
quarter  results.  However, 
Mexico  should  start  to  lag 
its  regional  neighbors  due 
to  its  tight  economic  link 
to  the  U.S. 
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Europe's  biggest  resort 
operator  releases  results 
for  financial  year  2007. 
Revenue  growth  is 
sluggish  as  it  renovates  its 
vacation  resorts  in  an 
effort  to  attract  more 
affluent  customers. 


U.S.  RETAIL  SALES 

Dec.  13,8:30  a.m.  EST 
November  sales  are 
expected  to  be  soft,  even 
with  a  decent  start  to  the 
holiday  shopping  season. 
The  report  is  a  key  gauge 
in  determining  the 
likelihood  of  a  U.S. 
economic  recession. 

COSTCO  WHOLESALE 

Dec.  13,  11  a.m.  EST 
The  membership 
warehouse  retailer's 
fiscal  first-quarter  results 
could  get  a  boost  from 
the  better-than-expected 
9%  yearly  jump  in 
October  same-store 
sales.  Its  November  sales 
data  come  out  Dec.  6. 

JAPANESE  BUSINESS 
CONDITIONS 

Dec.  13,  6:50  p.m.  EST 
Economists  will  peruse 
the  Bank  of  Japan's 
fourth-quarter  Tankan 
corporate  survey  to  see 
how  the  economy  is 
holding  up  in  the  face  of  a 
weaker  U.S.  economy 
and  a  tumultuous  global 
market. 

U.S.  FACTORY  OUTPUT 

Dec.  14,  9:15  a.m.  EST 
In  another  sign  of  a  rapidly 
slowing  U.S.  economy, 
November  industrial 
production  is  expected 
barely  to  rise  following  a 
drop  in  October.  IBWI 
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here  is  easy.  Just  hop  on  any  of  the  20  daily  flights  from  San  Francisco.  A  lot  of  smart  people  are  here,  from  sawy 
vintners  to  entrepreneurial  CEOs,  and  there  are  plenty  of  reasons  why.  Access  to  the  federal  government,  connections 
to  technology  giants  like  AOL,  Verizon  Business,  Orbital  Sciences  and  the  world-renowned  Howard  Hughes  Medical  Institij  | 
Janelia  Farm  Research  Campus.  Miles  and  miles  of  high-speed  fiber-optic  technology,  seven  historic  towns  and  some  of 
America's  most  gorgeous  horse  country.  We  know  you  lo|e  San  Francisco.  And  for  similar  reasons,  we  think  you'll  love 

eloudoun.cQrn  or  better  yet,  to  arrange  a  tour  of  Loudoun,  call  1.800.loutl  | 
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IARGING  MORE 

IR  THE  HOUSE  BRAND 


co,  the  $88  billion  British 
eery  giant,  is  tackling  the  U.S. 
rket  by  putting  a  premium  on 
ny  of  its  house  brands.  Con- 
ir  its  kids'  snack  pack,  created 
the  hundreds  of  Fresh  &  Easy 
ghborhood  Market  stores  it 
pening  in  the  next  five  years. 
;  private -label  Smart  Box 


Dve)  is  sold  alongside  Oscar 
yer's  Lunchables  in  its  first  15 
'es,  launched  recently  in  the 
ithwest.  But  Fresh  &  Easy's 
ir  plastic  box— with,  say, 
:kers,  string  cheese,  raisins, 
ots,  and  organic  milk— is 
}Q.  Lunchables,  whose  offer- 
>  include  pizza  and  nachos, 
s  for  $2.10.  "Our  strategy  is 
;t  the  food  talk  for  itself,"  says 
ion  Uwins,  Fresh  &  Easy's 
;f  marketing  officer.  About 
b  of  Fresh  &  Easy's  items  are 
rate  label,  vs.  20%  at  most 
ermarkets.  Researcher  TNS 
ail  Forward  predicts  that  the 
ps— smaller  than  supermar- 
,  bigger  than  convenience 
es— will  have  sales  of  $10  bil- 
by  2015.  Chander  Alagh,  who 
is  a  7-Eleven  in  Los  Angeles, 
5  his  sales  dipped  after  a  Fresh 
asy  opened  nearby  on  Nov.  8, 
just  for  two  weeks.  "They're 
selling  cigarettes,"  he  notes. 
iristopher  Palmeri 


AN  UPTICK 
IN  UNTRUTHS 


Dissembling  is  on  the  rise  in 
business,  according  to  the 
latest  biennial  survey  of  the 
nonprofit  Ethics  Resource 
Center.  Some  25%  of  nearly 
2,000  U.S.  employees  said 
they  had  observed  their  col- 
leagues or  their  companies 
lying  to  customers,  suppli- 
ers, workers,  or  the  public,  up 
from  19%  in  2005.  The  indus- 
tries in  which  people  are  most 
likely  to  bend  the  truth:  hospitality  and  food  (with  34%  of  employees 
observing  falsehoods),  arts,  entertainment,  and  recreation  (also  34%), 
and  wholesalers  (32%).  Why  the  rise  in  prevarication?  Patricia  Harned, 
the  center's  president,  says  that  since  Enron,  businesses  are  focusing 
more  on  compliance  with  the  law  than  on  building  cultures  where  lying 
isn't  tolerated.  Future  polls,  she  says,  will  ask  about  specific  lies— from 
"providing  false  information  to  shareholders  and  the  public"  to  "making 
false  promises  about  the  benefits  of  a  product."  -AiliMcConnon 


DO  NOT 
DISTURB 


PLENTY  OF  ROOM  AT  THE  INN,  CUZ 


Hotels.com  is  all  for  keeping  your  sofa  bed  a  sofa  during  the 
holidays.  And  it  may  get  its  wish.  A  survey  by  the  online  booking 
service,  a  unit  of  Expedia,  shows  that  87%  of  Americans  would 
like  some  relatives— especially  cousins— to  stay  in  hotels  while 
visiting  them  this  holiday  season.  Perhaps  signaling  a  genera- 
tional shift,  40%  of  25 -to- 34 -year -olds  even  preferred  their 
parents  to  sleep  out,  vs.  21%  of  those  45  and  over.  The  same 
survey  asked  1,000  adults  how  much  they  thought  a  night  in 
their  guest  room  was  worth.  The  answer,  on  average:  $149.  (The 
average  daily  U.S.  hotel  rate  is  $93.74,  according  to  Smith  Travel 
Research.)  Women  put  a  higher  value  on  home  accommodations 
than  did  men,  perhaps  reflecting  realities  about  who  changes 
the  sheets  and  cleans  the  bathrooms.  -Fred  A.  Bernstein 
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Check  fraudsters  are  on  a 
tear.  Attempted  fraud  has 
more  than  doubled  since 
2003,  to  $12.2  billion  last 
year,  according  to  a  study 
by  the  American  Bank- 
ers Assn.  Actual  losses 
were  up  43%,  to  $969 
million.  Technology  is 
an  enabler,  says  Jane  Yao, 
who  oversaw  the  survey. 
"Without  the  Internet, 
some  of  these  crimes  would  not  be  possible."  While  forged  signatures 
and  dumpster  diving  for  unshredded  checks  are  still  common,  Yao  says, 
criminal  rings  have  taken  up  "phishing" —sending  e-mails  disguised 
as  bank  correspondence  to  get  customers'  account  information.  And 
advances  in  laser  printing  are  spurring  a  rise  in  counterfeit  checks, 
which  now  account  for  28%  of  losses.  Meanwhile,  bankers  are  citing  a 
new  scheme  in  which  victims  are  sent  a  large  check  and  asked  to  wire 
some  of  it  back  as  cash  to  the  scamster  as  a  "fee."  When  the  check— a 
supposed  lottery  winning,  say,  or  advance  commission  for  home -office 
work— bounces,  the  consumer  is  liable  for  any  amount  he  has  drawn 
against  it.  The  ABA  and  the  U.S.  Postal  Service  have  launched  Fake- 
Checks. org  to  educate  people  about  such  ploys.  -MaraDer  Hovanesian 


LOW-CARBON  CARS 


French  carmaker  PSA  Peuge 
Citroen  builds  the  cleanest  c  | 
sold  in  Europe,  according  to  j 
cent  study  by  an  ecology  gro  1 
the  European  Federation  for 
Transport  &  Environment.  I 
ury-car  kingpins  Daimler  an 
BMW  were  at  the  bottom  of 
list,  which  ranked  14  automc 
according  to  the  carbon  diox 
their  models  emitted.  Gener 
Motors  came  in  at  No.  6;  For 
at  No.  7.  The  European  Unioi 
wants  carmakers  to  reduce  t; 
emissions  to  a  l20g/km  on  a 
age  by  2015,  a  level  the  Germ 
carmakers  insist  is  unrealisti 
-GailEdmondson 


EUROPE'S  CLEAM 
MACHINES* 


C02 
EMISSIOI 

1 .  Peugeot 

142g/kr  ^ 

2.  Fiat 

144g/krl 

3.  Renault 

147g/knl 

4.  Toyota 

153g/kr| 

5.  Honda 

154g/krT 

*For  automakers  selling  more  than 
200,000  vehicles  in  Europe  in  2006. 
Data:  European  Federation  for  Transpo 
Environment 

THESE  BOOKS  WRITE  THEMSELVES 


Chances  are  you've  never  heard  of  him,  but 
Philip  M.  Parker  is  the  author  or  editor  of 
300,000  books.  More  precisely,  software 
he  created  wrote  the  books  -  almost  every 
word -automatically.  Parker,  47,  a  market- 
ing professor  at  INSEAD,  a  business  school 
based  in  France,  recently  won  a  U.S.  patent 
for  his  invention,  so  anyone  else  aspiring  to 
write  300 -page  nonfiction  books  in  under 
30  minutes  has  to  find  another  way. 

Parker  sells  his  volumes  in  digital  or 
print -on -demand  form  via  outlets  such  as 
Amazon.com  and  Ingram  Book  Group.  "He 
may  be  the  most  prolific  author  in  history," 
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says  Amazon's  Kurt  Beidler.  The  books  t 
to  be  ultraspecific.  Take  The  2007-2012 
Outlook  for  Rollerball  Pens  in  Greater  Ch  '£ 
($495)  or  the  $14.95  volume  of  crosswor 
puzzles  in  Zarma,  spoken  in  southwest  1 
ger.  "It's  the  ultimate  expression  of  the 
tail,"  says  Parker,  referring  to  the  idea  tr 
in  the  Internet  era,  even  items  with  limi 
appeal  can  find  a  market.  Parker,  whose 
software  searches  databases  for  the  con 
of  his  formulaic  genres,  won't  say  how 
many  books  he  has  sold.  But  he  vows  th 
is  just  the  start  These  days,  his  compuft 
creating  video  games.  -Steve  Hamm 


ife  destinations  than  you  expect 


is  an  outstanding  airline  travelling  the  world!  Turkish  Airlines 
lg  to  more  than  150  destinations  with  its  young  fleet  of  over 
rcraft.  Offering  you  a  higher  quality  of  service  and  more 
rable  flight  experience  than  you  expect.  Turkish  Airlines 
tries  you  beyond  your  expectations. 


om  I  +90  212  kkU  0  849 


TURKISH   AIRLINES 


NOTHING  TAKEN  AWAY.  NOTHING  ADDE 
MAYBE  IT  WAS  PERFECT  TO  BEGIN!" 


Hi 


am 


What  you're  getting  in  a  bottle  of  Nadurra  is  whisky  that  has  been  distilled  as  it 
has  been  for  many,  many  years,  filled  into  first-fill  American  oak  casks,  matured 
for  16  years,  and  then  taken  from  the  cask  and  put  straight  into  the  bottle  with  no 
dilution  and  no  chill  filtering.  There's  absolutely  nothing  that  gets  in  the  way  of 
the  natural  character  of  the  whisky. 


Because  Nadurra  is  non-chill  filtered  and  because  it's  natural  strength,  it's  nice  just  to  smell  it  and 
have  a  little  taste  of  it  as  it  is.  But  1  would  recommend  the  addition  of  a  small  amount  of  water  to 


pick  up  much  more  of  the  overall  flavor  of  the  whisky.  About  1  part  water  to  3  parts  Nadurra  would 
be  the  way  that  I  would  enjoy  it.  But  of  course,  it's  up  to  each  individual.  Whatever  your  preference, 
1  hope  you  enjoy  drinking  The  Glenlivet  Nadurra  16  Year  Old  as  much  as  I  did  making  it. 


—  Jim  Cryle, 

The  Glenlivet  Master  Distiller 
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ARTIN 
ELDSTEIN 
"EDANGER 
WAD 


Harvard  economist  Martin 
Feldstein,  who  was  chairman  of 
the  Council  of  Economic  Ad- 
visers under  President  Reagan 
and  on  the  short  list  to  succeed 
Alan  Greenspan  at  the  Fed,  is 
worried  that  the  economy  will 
r  into  recession.  He  believes  the  Fed  will  lower  rates  on 
11  by  at  least  25  basis  points,  and  he  strongly  advocates 
ler  cuts  into  2008.  Beyond  that,  Feldstein,  who  is  also 
dent  and  chief  executive  of  the  National  Bureau  of  Eco  - 
ic  Research,  would  like  to  see  a  temporary  tax  cut  put  in 
!  now  that  would  be  triggered  by  economic  conditions 
year.  He  also  says  he  is  not  worried  about  the  droop - 
ollar  and  contends  that  it  needs  to  fall  further  to  make 
rica  competitive  in  world  markets  again  and  shrink  the 
deficit.  We  talked  on  Dec.  4  in  anticipation  of  the  Fed 
hat  almost  everybody  on  Wall  Street  is  expecting. 


MARIA  BARTIROMO 

When  you  were  at  the  renowned  Jackson  Hole  [Wyo.] 
economic  conference  at  the  end  of  August,  there  was 
talk  that  you  were  pushing  for  a  100  basis -point  cut  in 
interest  rates.  Is  that  true? 

MARTIN  FELDSTEIN 

That  was  exactly  what  I  said.  I  gave  a  talk  there  in  which  I 
said  I  thought  the  economy  was  much  weaker  than  many 
people  recognized  and  the  Federal  Reserve  should  bring  its 
rate  down  from  what  was  then  5!/4%,  over  time,  by  a  full  100 
basis  points. 

Did  you  get  a  lot  of  pushback? 

A  number  of  people  were  skeptical.  And  subsequently  in  the 
discussions  at  the  Federal  Open  Market  Committee,  a  num- 
ber of  the  members  resisted  bringing  rates  down  that  much. 
But  it  looks  like  on  Dec.  11  [at  the  FOMC  meeting]  they're  at 
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least  going  to  complete  that  100  basis- 
point  reduction. 

So  you're  expecting  a  25-basis  point 
cut  on  Dec.  11? 

I  would  say  at  least  25  basis  points,  and 

I  think  that  going  forward  [the  Fed]  has 

to  continue  to  cut  unless  the  economy 

produces  some  signs  of  a  real  economic  turnaround. 

How  likely  is  that? 

Right  now,  I  don't  see  it.  There  are  few  positive  indications. 
Consumer  confidence  is  weak.  Surveys  show  overall  business 
activity  is  hovering  just  on  the  border  between  increasing  and 
decreasing,  and,  obviously,  housing  continues  to  deteriorate. 

So  you  expect  the  cycle  of  rate  cuts  to  continue? 

I  think  it'll  continue  into  2008.  And  I  think  it  will  help. 
Lower  rates  are  not  going  to  turn  around  the  price  of  oil,  and 
they're  not  going  to  deal  with  the  credit  crunch  directly,  but 
they  will  stimulate  spending  in  the  economy  by  reducing 
the  cost  of  borrowing.  Lower  interest  rates  will  mean  that 
adjustable -rate  mortgages  will  come  down  for  some  people, 
and  that'll  free  up  more  spending  power.  Lower  interest 
rates  can  help.  I'm  just  not  sure  they  can  help  enough.  So  the 
time  has  come  to  think  about  some  kind  of  fiscal  stimulus. 

In  what  form? 

The  thing  I've  been  thinking  most  about  is  a  temporary 
personal  tax  cut  to  be  enacted  now  but  triggered  by  what 
happens  to  the  economy  in  2008.  It  could  be  an  across-the- 
board  percentage  cut;  it  could  be  a  flat  amount  per  taxpayer. 
That's  sort  of  secondary  in  my  thinking.  The  key  thing  is 
to  enact  it  now  and  trigger  it  based  on  something  like  what 
happens  to  employment  next  year. 

With  all  the  talk,  though,  from  the  Democratic  side 
about  raising  taxes,  do  you  think  your  plan  can  fly? 

They  are  talking  about  letting  the  Bush  tax  cuts  lapse,  and 
that  would  be  a  tax  increase .  And  I  think  that  would  have  an 
adverse  effect,  not  only  when  it  happened,  but  even  in  an- 
ticipation as  people  realize  that  their  aftertax  incomes  would 
be  coming  down.  But  what  I  have  in  mind  is  something  that 
I  don't  see  the  Democrats  opposing  because  it  would  be  a 
temporary  reduction  aimed  at  stimulating  the  economy. 

I  talked  with  Republican  Presidential  candidate  Ron 
Paul  last  week,  and  he  likened  the  economy  to  a  drug 
addict  who  needs  that  fix  of  lower  interest  rates  from  the 
Fed.  Is  there  a  point  at  which  it  would  be  more  beneficial 
in  the  long  run  to  tough  our  way  through  a  recession  ? 
I  don't  think  we  need  a  recession  at  this  point.  You  know, 
there  are  times  when  inflation  rates  are  very  high,  the  way 
they  were  in  the  early  1980s,  when  a  recession  was  inevi- 
table if  we  were  going  to  bring  down  what  were  double -digit 
inflation  rates.  But  that's  not  the  situation  now.  So  I  think 
policy,  both  monetary  and  fiscal,  should  be  trying  to  avoid  a 
recession  at  the  current  time. 


TVE  BEEN  THINKING  ABOUT  A  TEMPORARY  PERSON 
TAX  CUT  TO  BE  ENACTED  NOW  BUT  TRIGGERED 


BY  WHAT  HAPPENS  TO  THE  ECONOMY  IN  2008' 


What  has  been  driving  the  dollar  down?  Do  you  won 
about  the  possibility  of  a  sharper  decline? 

The  dollar  has  to  continue  to  fall  to  shrink  our  very  large 
trade  deficit.  People  say  the  dollar  is  weak.  No,  the  dollar 
overly  strong.  The  dollar  is  causing  us  to  have  a  nearly  $ 
billion  trade  deficit.  So  it  has  to  come  down  in  order  to 
U.S.  products  more  competitive  in  global  markets  and  mi 
attractive  to  buyers  here  at  home. 

Do  you  believe  that  the  budget  deficit  needs  to  be  cut 

Right  now  the  budget  deficit  is  really  quite  small.  I'm  a 
budget  deficit  hawk  from  the  old  days,  but  we're  looking . 
budget  deficit  just  a  little  more  than  l%  of  GDP. 

Would  you  be  doing  anything  different  from  Fed  Ch 
man  Ben  Bernanke  as  he  confronts  the  credit  crisis? 

I  would  have  been  clearer  a  couple  of  weeks  ago  that  inter^ 
rates  have  to  come  down.  And  I  would  be  signaling  a  willi 
ness  to  continue  to  lower  rates  in  2008,  unless  the  econoi. 
starts  to  strengthen.  But  remember,  he  is  the  chairman;  h 
is  not  the  entire  central  bank.  And  he  has  to  bring  along  h 
colleagues,  some  of  whom  disagree  with  that  view. 

How  is  Treasury  Secretary  Hank  Paulson  doing? 

I'm  not  a  fan  of  the  proposals  to  freeze  interest  rates  on 
adjustable -rate  mortgages,  which  Secretary  Paulson  now 
supports.  There's  a  fundamental  problem,  which  is  the 
lenders  now  are  no  longer  banks  holding  plain -vanilla  mc 
gages.  Those  mortgages  have  been  sliced  up  in  many  way! 
syndicated,  and  the  holders  are  all  around  the  world.  Are 
they  going  to  be  willing  to  continue  to  buy  U.S.  corporate  ty 
bonds,  U.S.  mortgages,  and  mortgage-backed  securitiesl 
the  government  can  come  along  and  change  the  interest  r. 
because  it  thinks  that  would  be  good  for  American  borrov 
ers?  I  don't  think  so.  So  I  would  worry  about  what  it  does 
America's  creditworthiness  in  global  markets. 

How  would  you  ease  the  pain  of  the  subprime  mess  ? 

I  don't  think  there's  much  we  can  do  for  the  subprime  bor 
rowers.  I  think  we  can  focus  on  preventing  subprime  prob 
lems  from  dragging  down  the  rest  of  the  economy. 

Have  we've  seen  the  bottom  in  housing? 

No.  It  looks  like  that's  a  story  that's  continuing  to  unfold. 

Will  we  see  a  recession? 

At  this  point ,  there 's  at  least  an  even  chance  that  unless  ! 
policy  is  changed,  we  will  see  a  recession  begin  in  2008.  IB 

Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 
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costs  under 
control 

Increase  productivity  and  reduce  operating  costs  with  Nokia  Eseries 
VoIP  telephony.  Eliminate  costly  fixed-line  bills  and  infrastructure,  and 
gain  seamless  IP/PBX  connectivity  with  Wi-Fi  and  SIP  enabling— not  to 
mention  the  benefits  of  mobile  email,  the  web,  and  a  host  of  productivity 
features.  Revolutionize  your  business  communications  today. 
www.nokJaforbusiness.com/amer/NokiaEseries 

For  more  information  call:  877.997.9199 
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Work  together.  Smarter. 


027  Oil:  Angry  Americans 
023  Dueling  DVD  Standards 
030  A  Long  Wait  for  a  Wii 
032  Credit  Card  Woes  Loom 


Wall  Street  bigwigs  and  top  corp 

are  scurrying  to  the  Mideast  petro  states  to  curry 

favor  and  pitch  megadeals 


By  Stanley  Reed,  Emily  Thornton,  and 
Eamon  Javers 

When  Morgan  Stanley  Chief  Executive 
John  J.  Mack  took  his  board  of  directors 
to  Dubai  last  March,  an  unusual  visitor 
stopped  in  to  pay  his  respects:  Sheik 
Mohammed  bin  Rashid  Al  Maktoum, 
Dubai's  ruler.  Mack  had  planned  to 
visit  the  emir  in  his  palace,  but  the 
ruler  informed  bank  officials  that  he 
preferred  to  meet  at  Morgan's  Dubai 
offices,  just  a  short  walk  from  his  own 
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office.  Within  20  minutes,  a  conference 
room  was  cleared  and  the  furniture 
moved  into  a  semicircle,  the  time- 
honored  arrangement  for  a  majlis,  or 
royal  council.  The  sheik,  clad  in  a  tra- 
ditional white  robe,  was  accompanied 
by  a  retinue  that  included  three  of  his 
sons.  While  one  man  wafted  incense, 
the  sheik  entertained  questions  and 
held  forth  in  English  for  more  than  an 
hour  about  his  vision  for  Dubai. 
It  was  just  another  moment  in  the 


great  Mideast  money  dance.  The  reifce: 
gion,  after  all,  is  swimming  in  trillic  >. 
of  petrodollars,  which  are  now  func 
a  slew  of  megadeals.  In  November, 
instance,  the  state -owned  Abu  Dhi 
Investment  Authority  bought  a  $7.! 
billion  stake  in  ailing  Citigroup,  ant 
in  September,  Abu  Dhabi  investmei 
fund  Mubadala  Development  paid 
$1.35  billion  for  7.5%  of  private  eq- 
uity heavyweight  The  Carlyle  Grou 
"You're  starting  to  see  as  many  pov 


I*^r 


;rs  here  as  you  see  in  financial 
like  London  or  New  York,"  says 
1  Lahham,  a  top  Dubai-based 
itment  banker  for  Lehman  Broth - 
They're  sounding  out  moneymen 
erything  from  taking  minority 
is  in  their  companies  to  co  -  in  - 
tig  in  distressed  mortgage  assets. 
will  see  many  familiar  faces  in 
alls  here,"  says  Farouk  A.  Bastaki, 
iecutive  at  the  Kuwait  Investment 
ority,  which  manages  an  estimat- 


ed $250  billion  of  the  emirate's  wealth. 

Sheik  Mo,  as  expats  like  to  call  the 
fit ,  5 8  -year -  old  ruler  of  Dubai ,  keeps 
a  gallery  of  those  faces  on  his  Web  site 
for  all  to  see  (and  while  you're  there, 
check  out  his  love  poetry).  There's  a 
snap  of  the  sheik  with  Mack,  two  with 
Lloyd  Blankfein  of  Goldman  Sachs 
(who  visited  in  February  and  June), 
another  of  General  Electric  CEO  Jeffrey 
Immelt,  and  a  video  of  his  chat  with 
Stephen  Green  of  HSBC.  The  sheik  has 
been  known  to  squire  chief  executives 
around  town;  he  once  got  behind  the 
wheel  of  a  white  BMW  stretch  limo  to 
show  Viacom  boss  Sumner  Redstone 
one  of  Dubai's  sprawling  construction 
sites.  He  likes  to  pick  up  intelligence  on 
the  global  economy  from  his  visitors 
as  they  seek  his  blessing  on  initiatives 
in  the  region— though  he  doesn't  cut 
many  deals  himself,  preferring  instead 
to  steer  foreigners  to  the  right  locals. 

CONFABS  AND  CAMEL  RIDES 
Just  about  all  the  big  names  are  try- 
ing to  leave  their  footprints  in  the 
sand.  Three  months  after  Morgan's 
board  had  its  Dubai  meeting,  Gold- 
man did  the  same.  And  on  Dec.  10, 
Carlyle  co-founder  David  Rubenstein, 
Texas  Pacific  Group 
founder  David  Bon- 
der man,  Ripple - 
wood  Holdings 
CEO  Tim  Collins, 
and  other  private 
equity  grandees  will 
attend  a  conference 
called  SuperReturn 
in  Dubai.  As  part  of 
the  confab,  they'll 
retire  to  the  Bab  Al 
Shams  resort  in  the 
desert  for  camel 
rides  on  the  red  sand 
dunes,  mezzes  such  as  tabouleh  and 
babaghanoush,  and  a  performance  by  a 
Lebanese  belly  dancer. 

While  it  helps  to  be  a  corporate 
titan,  there  are  other  ways  to  get  in  the 
door.  Bankers  earn  points  by  going  to 
black  -  tie  shindigs  thrown  by  Omar  bin 
Sulaiman,  who  oversees  Dubai's  new 
110-acre  financial  district.  Members 
of  the  royal  family  also  host  majlises  at 
their  homes,  for  both  locals  and  for- 
eigners, where  the  head  of  the  house- 
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hold  sits  in  a  large  room  lined  with 
cushions,  offering  dates,  coffee,  and 
tea  and  listening  to  visitors'  concerns. 

All  the  traffic  in  and  out  of  Dubai, 
Abu  Dhabi,  Kuwait,  and  Doha  has 
spawned  a  cottage  industry  of  door 
openers.  Former  Texas  Senator  Phil 
Gramm,  now  a  rainmaker  for  UBS,  has 
made  calls  on  Arab  financiers  such  as 
Dubai  International  Capital  Chairman 
Sameer  Al  Ansari.  Britain's  former 
ambassador  to  the  United  Arab  Emir- 
ates, Anthony  Harris,  who  has  lived  in 
the  Gulf  for  42  years  and  speaks  Arabic, 
assists  roughly  a  dozen  companies  (in- 
cluding The  McGraw-Hill  Companies, 
which  owns  BusinessWeek)  in  reach- 
ing the  right  people.  Former  Defense 
Secretary  William  Cohen,  now  CEO  of 
consultancy  The  Cohen  Group,  trum- 
pets his  expertise  in  the  region  on  his 
Web  site  and  has  been  to  Dubai  twice 
this  year.  "Certainly  one  of  the  growth 
trends  in  the  region  is  in  middlemen," 
says  Richard  Klein,  a  former  State 
Dept.  official  and  now  head  of  Middle 
East  business  at  Kissinger  McLarty 
Associates,  a  consultancy  headed  by 
Nixon -era  Secretary  of  State  Henry 
Kissinger.  Klein  makes  perhaps  a  dozen 
trips  to  the  Gulf  each  year  for  clients 
such  as  Universal 
Studios,  up  from 
three  or  four  just  a 
few  years  ago. 

To  see  this  parade 
in  its  full  splendor, 
plop  down  in  one 
of  the  plush  black 
armchairs  in  the 
lobby  of  the  Emir- 
ates Towers.  The 
51-story  hotel  and 
office  complex  is 
owned  by  Sheik  Mo, 
who  keeps  an  office 
there.  It  stands  across  the  street  from 
the  granite  and  marble  Dubai  Inter- 
national Financial  Center  and  has 
become  a  sort  of  combined  bedroom, 
boardroom,  and  barroom  for  visiting 
bigwigs.  In  the  soaring  atrium,  wait- 
resses pour  coffee  for  a  crowd  ranging 
from  Arab  businessmen  in  white  robes 
and  checkered  kaffiyehs  to  Western 
businesswomen  in  short  skirts.  On  the 
top  floor,  the  Vu  bar  offers  nightcaps 
and  sweeping  vistas  of  the  pulsing 
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The  biggest  names  among  those  making  pilgrimages  to  the  Middle  East  get  an  audience  with 
Dubai's  ruler,  Sheik  Mohammed  bin  Rashid  Al  Maktoum: 


effrey  Imm 


William  C8^^_^ 


Jeffrey  lrr> 

CEO,  General    : 
Electric 

Met  with  the 
sheik:  January 

Lid  yd  Blc 
CEO,  Goldman 
Sachs 

Met  with  the 
sheik:  February,, 
June 

John  Mack 

CEO,  Morgan 
Stanley  , 

Met  with  the 
sheik:  March 

William  L 

Former  Defense 
Secretary     . 

Met  with  the 
sheik:  March 


city,  clouded  only  by  thick  smoke  from 
Cuban  cigars. 

Those  smokefests  have  resulted  in  a 
pile  of  deals.  Mergers  and  acquisitions 
in  the  region  have  soared  from  $2.7 
billion  in  2004  to  nearly  $100  billion 
this  year,  HSBC  reports,  and  with  the 
economic  trouble  in  the  U.S.,  Middle 
Easterners  smell  a  great  chance  to  buy 
U.S.  assets  cheap.  The  current  sub- 
prime  crisis  "is  creating  an  opportunity 
to  pick  up  a  stake  in  a  wounded  eagle," 
says  Mohamed  Metwally,  managing  di- 
rector for  investment  banking  at  HSBC 
in  Dubai. 

JOB  CREATION 

The  constant  stream  of  visitors  has 
made  many  locals  more  choosy  about 
the  meetings  they  take.  One  Gulf 
financier  told  his  secretary  he  was  in- 


'Five  years  ago  you  could  walk  into  Dubai 
with  a  four-page  business  plan  and  walk 
out  with  $400  million.  Those  days  are  over' 


clined  not  to  meet  former  Defense  Sec- 
retary Cohen  because  he  wanted  rising 
political  stars,  not  faded  ones.  Cohen 
declined  to  comment  for  this  article. 
And  a  Western  banker  in  the  Gulf  says 
that  the  region's  big  sovereign  wealth 
funds  aren't  interested  in  $100  million 
deals.  "For  several  hundred  million  and 
up  you  have  a  chance,"  he  says. 

Decision-makers  in  the  Gulf  are  also 
a  lot  more  savvy  than  in  the  past.  Dur- 
ing the  1970s  oil  boom,  the  Gulf  states 
and  Saudi  Arabia  spent  tens  of  billions 
of  dollars  on  arms  purchases  that  did 
little  to  benefit  their  people,  and  some 
$5  billion  in  Kuwaiti  state  funds  went 
missing  in  Spain  in  the  early  1990s. 
These  days,  projects  aren't  likely  to 
get  far  unless  they  offer  the  prospect 
of  local  job  creation  and  knowledge 
transfer,  says  Klein  of  the  Kissinger 
Group. "Four  or  five 
years  ago  you  could 
walk  into  Dubai  with 
a  four-page  business 
plan  and  walk  out  with 
$400  million,"  he  says. 
"Those  days  are  over." 


It's  not  just  about  finance.  Drive 
from  Dubai  to  Abu  Dhabi  along  the 
Sheik  Zayed  Road,  a  six-lane  highwA  1 
that  winds  80  miles  along  the  coasfrtji 
line  and  through  the  barren  desert, 
and  you'll  see  the  logos  of  all  kinds  c  i 
American  companies:  Chrysler,  GE£ 
Hewlett-Packard,  and  more.  They']  , 
all  in  the  region  looking  to  sell  their  1: 1 
wares,  not  to  pick  up  financing  for 
deals.  Microsoft  co-founder  Bill  Ga  fr 
met  with  Saudi  King  Abdullah  a  yea  i; 
ago,  and  the  company's  internatiow  i| 
chief,  Jean -Philippe  Courtois,  just   , 
returned  from  a  three -day,  three -ci 
tour  of  Saudi  Arabia  on  the  corporat 
jet.  Cisco  Systems'  sales  in  the  regid 
have  nearly  doubled  annually  since 
2005,  and  CEO  John  Chambers  visit  t 
about  four  times  a  year.  After  Rus- 
sia, India,  and  China,  says  Mark  De 
Simone,  vice-president  for  the  regk 
at  Cisco,  "the  Middle  East  is  the  nex 
big  wave."  ibwi 

-  With  Jay  Greene  in  Seattle,  Peter  Bur 
rowsinSanMateo,Calif.,  andMaraDi 
Hovanesian,  TomLoxury,  and  Jessica 
Silver  -  Greenberg  in  New  York 
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OLITICAL  PUMP 

lericans  have  found  something  they  agree  on. 
ey're  fed  up  with  U.S.  dependence  on  foreign  oil 


ohn  Carey 

lublican  pollster  William  D.  Mc- 
irff  has  tracked  plenty  of  issues 
r  the  years.  But  even  he  has  been 
wised  at  how  quickly  a  new  concern 
recently  gone  "from  not  on  the 
ir  screen  to  being  an  American 
sensus."  The  worry?  It's  foreign  oil 
endence.  Adds  Democratic  pollster 
k  S.  Mellman:  "There's  a  strong 
ing  that  we  are  sending  billions  to 
pie  who  don't  like  us  in  exchange 
ril,  damaging  national  security." 
his  growing  concern  cuts  across 
\.y  and  regional  lines— and  Ameri- 

are  livid  about  Washington's 
[ire  to  do  anything  about  it.  "People 

ght  they  voted  for  change  in  2006, 
they  haven't  seen  it,"  says  Mcln- 
f.  Throw  in  increasing  worry  about 
bal  warming,  and  it's  clear  that  a 
rificant  political  shift  has  occurred. 
Iready  business  is  feeling  the  heat, 
first  to  get  burned:  U.S.  automak- 
Congress  has  struck  a  deal  to  raise 
required  corporate  average  fuel 
aomy  (CAFE)  from  27.5  mpg  for 


cars  and  22.4  mpg  for  light  trucks  to 
35  mpg  by  2020,  a  shift  the  Big  Three 
had  fended  off  for  20  years.  "If  anyone 
had  said  a  year  ago  that  we  would  have 
a  35  mpg  standard,  no  one  would  have 
believed  it,"  says  one  auto  lobbyist. 

What  happened  was  that  Congress 
heeded  the  new  message  before  the 
auto  companies  did.  The  change  also 
gained  momentum  with  oil  near  $100 
per  barrel  and  with  prominent  admi- 
rals and  generals  insisting  that  cuts  in 
oil  imports  are  vital  to  national  securi- 
ty. And  environmentalists  launched  an 
ad  campaign  warning  lawmakers  that 
not  backing  higher  mileage  standards 
could  cost  them  the  next  election. 

That's  why  longtime  opponents  of 
major  CAFE  increases,  such  as  Senators 
Byron  L.  Dorgan  (D-N.D.),  Barbara  A. 
Mikulski(D-Md.),  and  Ted  Stevens 
(R-Alaska),  signed  on.  "I  don't  want  to 
support  al  Qaeda  by  buying  more  gaso  - 
line  than  I  have  to,"  explains  Mikulski. 

By  November,  the  Big  Three's  top 
backer,  Representative  John  D.  Dingell 
(D-Mich.),  was  left  holding  a  losing 
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The  heat  from  hand.  "The  indus  - 

voters  has  t      wag  awarg  that  fl 

pushed  Congress  ... 

to  act  on  vehicle  sluft  was  occurring 

mileage  standards  but  was  shocked  by 

the  pace  and  degree 
of  change,"  concedes  David  McCurdy, 
president  of  the  Alliance  of  Automobile 
Manufacturers.  Dingell  failed  to  lower 
the  35  mpg  target  or  to  take  away  the 
Environmental  Protection  Agency's 
authority  to  further  regulate  fuel 
economy  with  emissions  curbs.  "The 
situation  has  changed,  and  Congress 
is  responding  to  that,"  says  Dingell. 
"This  is  the  very  best  deal  that  could  be 
worked  out." 

Congress  is  now  trying  to  hitch  other 
policies  to  the  fuel  economy  deal,  such 
as  requiring  more  "green"  electricity  or 
taking  away  Big  Oil's  tax  breaks,  so  it's 
not  yet  clear  when  the  mileage  standard 
will  pass.  But  the  new  political  reality 
has  wider  implications.  Weaning  the 
U.S.  from  imported  energy  and  tackling 
global  warming  requires  other  drastic 
steps.  "It's  not  just  about  CAFE,"  says 
Peter  Molinaro,  vice-president  for  gov- 
ernment affairs  at  Dow  Chemical.  "It's 
convenient  to  pin  it  on  the  auto  guys, 
but  we  have  to  do  a  lot  more." 

That  should  be  a  wake  -up  call  to 
others,  argues  Philip  Clapp,  deputy 
managing  director  of  the  Pew  Environ- 
ment Group.  "The  auto  companies 
tried  to  just  say  'no,'  but  they  com- 
pletely miscalculated  the  political 
shift,"  he  says.  Industries  and  lawmak- 
ers who  oppose  broader  global  warm- 
ing legislation,  he  warns,  risk  the  same 
sort  of  defeat,  ibwi 
-With  David  Welch 


LINKS 

Who  wants  fuel -efficient  vehicles? 
Well,  who  doesn't? 


Automakers  argue  that  stiffer  fuel 
economy  standards  would  crush 
sales  of  their  top-selling  vehicles  in 
the  U.S.— pickup  trucks.  Yet  a 
recent  survey  of  truck  drivers  by 
pollster  Mellman  Group  found  they 
"overwhelmingly  support  requiring 
the  auto  industry  to  increase  fuel 
efficiency."  The  support  spans  party 
lines  and  encompasses  country 
folk  and  city  dwellers. 
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NEXT-GEN  DVDs: 
ADVANTAGE,  SONY 

Sony-led  backers  of  Blu-ray  seem  to  have  pulled  ahead 
of  rivals  in  the  race  for  a  single  high-def  DVD  standard 


By  Ronald  Grover  and  Cliff  Edwards 
It's  a  fight  with  more  plot  twists  and 
intrigue  than  a  Hollywood  thriller.  For 
two  years  now,  rival  camps  have  been 
battling  over  which  new  DVD  format 
will  prevail:  Blu-ray,  which  is  backed 
by  Sony  and  a  consortium  of  170  other 
companies,  or  HD  DVD,  which  is  being 
championed  by  Toshiba,  Microsoft, 
and  others.  Both  technologies  prom- 
ise crisper  video  that  looks  better 
on  the  new  generation  of  flat  -panel, 
high -definition  TVs.  And  the  win- 
ner stands  to  control  a  lucrative  new 
market  worth  billions.  Each  side  has 
been  competing  to  win  the  backing  of 
the  major  movie  studios.  Only  Warner 
Bros.,  which  currently  uses  both  for- 
mats, is  still  playing  hard  to  get. 

Now,  with  the  Jan.  7  International 
Consumer  Electronics  Show  fast  ap- 
proaching, Sony  and  Toshiba  are  keen 


Dueling  DVD  Standards 

A  primer  on  the  two  competing  technologies 
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Sony,  Panasonic, 

Sanyo,  Microsoft, 
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both  cheaper. 

Beefed-up  anti- 
piracy  security. 

"Warner  currently  supp 

)rts  both  formats 

"As  of  Nov.  23,  2007 

Data:  BusinessWeek,  i 

WD  Release  Report 

to  announce  they  have  won  over  Holly- 
wood's last  holdout.  In  the  meantime, 
they  are  falling  over  themselves  to 
woo  Warner.  While  either  side  could 
prevail,  the  Sony  group  has  suddenly 
emerged  as  the  front-runner. 

Why?  Because  despite  a  setback  this 
summer  when  the  HD  DVD  companies 
signed  up  Paramount  Pictures  and 
DreamWorks  Animation,  the  Blu-ray 
forces  have  still  lined  up  more  studios 
than  the  HD  DVD  side  (table).  Plus  this 
year,  the  Sony  team  has  sold  more  than 
twice  as  many  discs.  "The  rumor  is  that 
Warner  is  coming  aboard  soon,"  says 
Michael  Burns,  vice-chairman  of  stu- 
dio Lionsgate,  which  makes  its  movies 
available  on  the  Sony-backed  format. 
"That  will  make  it  awfully  tough  for 
HD  DVD  to  stay  in  this  game."  (Sony 
declined  to  comment,  and  Toshiba  only 
would  say  it  is  "in  regular  contact  with 
the  studios") 

From  the  beginning, 
the  two  camps'  over- 
arching strategy  has 
been  the  same:  getting 
access  to  as  many 
movies  as  possible.  It 
isn't  hard  to  see  why. 
Consumers  will  buy 
the  new  technology 
only  if  they  believe 
most  of  the  films  they 
want  will  be  available. 
Right  now  the  Blu- 
ray  team  has  enough 
studios  onboard— 
among  them  Disney, 
Fox,  and,  of  course, 
Sony— to  account  for 
about  49%  of  current 
DVD  market  share. 
Warner  is  a  prolific 
film  factory,  releasing 


as  many  as  30  pictures  a  year,  inclucip 
ing  those  produced  by  sister  studio 
New  Line  Cinema.  Persuading  it  to  >  1 
sign  an  exclusive  deal  would  give  tho'  I* 
Sony  crowd  about  70%  of  DVD  mark  6 
share.  That  could  prompt  the  other  11 
studios  to  abandon  HD  DVD. 

On  the  other  hand,  if  Toshiba  wenr 
to  win  Warner's  hand,  the  two  forces  > 
would  divide  the  market  between  thl* » 
That  could  create  mass  consumer  co  I  * 
fusion  and  potentially  strangle  a  nev<  e 
technology  that  the  studios  hope  wiK  it 
give  a  lift  to  flagging  DVD  sales.  That* » 
exactly  why  Warner  has  long  pushed*  % 
for  a  single  format. 

WOOING  WARNER 

The  battle  has  heated  up  since  HD 
DVD  got  Paramount  and  Dream Wor 
Animation.  Both  sides  have  been  be; 
ing  a  path  to  Warner's  Burbank  (Cali 
doorstep.  Yoshihide  Fujii,  the  head  0  ■  t 
Toshiba's  HD  DVD  business  in  Japar.  1 
has  made  three  trips  to  the  U.S.  since  s 
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ummer,  say  those  with  knowledge 
le  situation.  And  while  Andrew 
se,  Sony's  chief  marketing  officer, 
peen  pressing  the  Blu  -  ray  case ,  the 
|es  are  sufficiently  high  that  Sony 
Howard  Stringer  has  been  making 
onal  appeals  to  Richard  Parsons 
Jeffrey  Bewkes,  the  two  top  execu- 
5  at  Warner  parent  Time  Warner. 
i>shiba  is  pressing  the  case  that  be- 
fe  its  technology  is  cheaper,  it  will 
je  quickly  become  a  mass -market 
luct.  According  to  the  DVD  Release 
)rt,  an  industry  newsletter,  the 
;ested  retail  price  of  an  HD  DVD 
1.74,  nearly  $2  less  than  Blu-ray's 
Jested  price.  (Retailers  tradition- 
cut  the  price  to  less  than  $29.) 
liba  also  has  been  cutting  the  price 
s  players,  slashing  its  entry- level 
nine  to  $299  earlier  this  year, 
was  price  that  prompted  Dream - 
ks  Animation  and  Paramount  to 
w  in  their  lot  with  HD  DVD  earlier 
summer.  (Like  Warner,  Para- 


mount had  previously  backed  both 
formats.)  "The  game-changer  for  us 
was  the  hardware  costs  dramatically 
coming  down  to  where  it  could  sue  - 
ceed  broadly  for  the  consumer,"  says 
DreamWorks  Animation  CEO  Jeffrey 
Katzenberg.  "In  addition,  the  software 
manufacturing  costs  in  the  future 
would  be  significantly  lower  than 
Blu-ray."  Of  course,  it  didn't  hurt  that 
Toshiba  agreed  to  pay  Paramount  and 
DreamWorks  Animation  a  combined 
$150  million  in  incentives,  including 
money  to  license  DreamWorks'  Shrek 
character  for  marketing  purposes. 

The  Blu-ray  faction  insists  there  is 
no  burning  reason  for  it  to  match  HD 
DVD's  prices.  "We  think  Warner  will 


Consumers  will  buy  the  new  technology 
only  if  they  believe  mojst  of  the  films  they 
want  will  be  available ' 


respond  to  the  fact  that  our  greater 
number  of  titles  gives  us  a  greater 
likelihood  of  being  the  single  standard," 
says  Andy  Parsons,  who  leads  the  Blu- 
ray  lobbying  effort.  But  another  execu- 
tive backing  Blu-ray,  who  didn't  want 
to  be  identified,  expects  the  imminent 
arrival  of  a  sub-$300  Blu-ray  machine. 

What's  more,  Hollywood  insiders 
say  the  $150  million  that  the  Toshiba 
group  showered  on  Paramount  and 
DreamWorks  Animation  radically 
changed  the  game.  These  people  sug- 
gest the  Blu-ray  team  is  so  determined 
to  win  that  it  will  throw  hundreds 
of  millions  of  dollars  of  marketing 
support  behind  Blu-ray  equipment  if 
Warner  gets  on  board. 

Warner  isn't  talking,  but  people 
close  to  the  situation  say  the  studio  is 
waiting  to  see  which  group  sells  more 
of  the  new-fangled  DVD  players  this 
holiday  season.  "Warner  wants  one  of 
the  two  sides  to  make  a  commitment  to 
getting  this  format  into  as  many  hands 
as  possible,"  says  a  studio  executive 
with  knowledge  of  its  thinking. 

So  far  Toshiba  has  eked  out  a  lead. 
According  to  industry  tracker  Adams 
Media  Research,  by  the  end  of  this  year 
as  many  as  578,000  U.S.  households 
will  own  HD  DVD  players,  compared 
with  370,000  that  have  Blu-ray 
players.  Adams  also  estimates  there 
are  300,000  more  HD  DVD  players 
in  circulation  inside  Microsoft  Xbox 
game  consoles.  But  that  still  pales  in 
comparison  to  the  estimated  4  million 
Blu-ray-equipped  Sony  PlayStation  3 
consoles  sold  in  the  U.S. 

The  Blu-ray  side  has  another 
advantage.  Disney  caters  to  families, 
who  buy  lots  of  older  films  for  their 
kids.  That  could  help  the  format  build 
critical  mass.  "The  Blu-ray  customer  is 
more  likely  to  build  a  new  library,"  says 
market  researcher  Richard  Doherty. 
"Studios  live  for  [that]." 

That  leaves  one  question.  If  the  Sony 
camp  wins  Warner,  will  the  other  stu- 
dios ditch  HD  DVD  ?  They're  not  saying. 
But  Dreamworks 
Animation  and  Para- 
mount only  signed  on 
with  the  Toshiba  side 
for  18  months.  So  then 
they  could  take  the 
money  and  run.  ibwi 
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A  LONG,  LONG  WAIT 
FOR  A  Wii 

Nintendo  says  the  shortage  is  costing  it  big  time,  but 
some  analysts  say  it's  all  part  of  the  buzz  machine 


By  Cliff  Edwards 

Every  year  at  this  time,  four  words 
strike  fear  into  a  parent's  heart:  "Lim- 
ited supplies.  No  rainchecks."  In  a  sea- 
sonal rite  as  traditional  as  turkey  and 
mincemeat  pie,  the  must -have  gadget 
or  toy  of  the  year  invariably  seems  to  be 
the  hardest  to  find  despite — or  perhaps 
because  of— weeks  of  media  and  mar- 
keting hype  leading  up  to  the  holidays. 

This  season  the  gizmo  giving  gift 
buyers  headaches  is  the  Nintendo  Wii, 
the  $250  game  console  that  features 
a  groundbreaking  wireless  motion - 
sensing  controller.  Over  Thanksgiving 


weekend,  online  retailer  Amazon.com 
reported  that  its  British  site  sold  out 
its  entire  stock  of  Wii  consoles  in  just 
10  minutes.  Each  morning  dozens 
of  people  line  up  outside  the  Nintendo 
World  Store  in  Manhattan  hoping  that 
a  new  shipment  has  arrived  overnight. 
Some  of  the  elusive  game  consoles  are 


Frustrated  consumers  may  be  turning 
to  rivals.  For  the  first  time,  PlayStation3 
outsold  the  Wii  in  Japan  last  month 


going  for  triple  the  suggested  retail 
price  online. 

What  gives  ?  Some  think  it's  an  0 
marketing  ploy  called  intentional 
scarcity,  in  which  a  company  purpc 
keeps  its  hot  product  in  short  supp! 
to  build  buzz.  In  years  past,  stam 
pedes  and  fistfights  have  broken  ou  | 
customers  hunted  for  Tickle  Me  Eli 
and  Cabbage  Patch  Kids  dolls.  Or  is 
current  Wii  craze  simply  bad  plann: 
on  Nintendo's  part? 

The  truth  may  lie  somewhere  in  1 
tween.  Despite  selling  some  13  mill: 
consoles  worldwide  since  its  launcl 
a  year  ago  and  boosting  production 
pacity  three  times  this  year,  to  1.8  n 
lion  units  a  month,  Nintendo  has  b 
reluctant  to  employ  a  second  or  thh 
contract  manufacturer  to  get  it  out  .1  ± 
the  supply  jam.  "In  my  mind,  not  hff  2 
ing  more  manufact 
ers  under  contract  I  % 
build  the  Wii  is  a 
ness  mistake,  but  c 
Nintendo  may  not  I  j 
all  that  upset  about  tj 
says  ABI  Research 
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al-home  analyst  Mike  Wolf, 
tendo  of  America  President  Reg- 
ls-Aimes  begs  to  differ.  The  corn- 
has  had  a  tough  time  forecasting 
!md,  he  says,  and  it's  paying  a  price, 
lad  of  shipping  all  of  its  consoles 
l»at,  Nintendo  is  paying  more  to 
Ireight  tens  of  thousands  of  them 
rid  the  world  and  shipping  over- 
<:  to  retailers  instead  of  first  taking 


them  to  distribution  centers.  He  is 
also  well  aware  that  bare  shelves  could 
result  in  a  "missed  opportunity"  for  the 
$8.2  billion  Kyoto  -based  company  as 
shoppers  turn  to  rival  devices.  For  the 
first  time,  Sony's  PlayStation  3  outsold 
the  Wii  in  Japan  last  month.  "A  short- 
age just  doesn't  benefit  us,"  he  says. 

The  growing  popularity  of  on- 
line shopping  has  created  a  booming 


Lucky  shopper:        secondary  market 
Nintendo  has  in  which  individuals 

upped  production  fit  from  shortages 

to  1.8  million  units      ,  . 

a  month  by  snapping  up  sup- 

ply and  reselling  at  a 
premium.  A  search  of  eBay's  U.S.  site 
pulls  up  thousands  of  listings  for  new 
Wii  consoles,  with  bidding  well  above 
the  suggested  retail  price.  Nintendo 
isn't  pocketing  any  of  that  extra  cash, 
but  it's  collecting  a  dividend  in  the  form 
of  free  hype.  That  has  allowed  the  com- 
pany to  hold  fast  on  the  price  even  as 
Sony  and  Microsoft,  maker  of  the  Xbox, 
have  started  discounting  their  newest 
machines  to  spur  demand. 

So  it  looks  as  if  there's  little  incen- 
tive for  Nintendo  to  crank  up  produc- 
tion. "You  can  extend  the  technology 
cycle  of  the  product  by  sitting  just 
below  the  demand  curve  and  creating 
a  sense  of  excitement.  It's  something 
they've  done  very  cleverly  in  the  past 
year,"  says  Laurence  Knight,  a  partner 
at  marketing  innovation  consultant 
Fletcher  Knight.  The  risk  is  that  con- 
sumers may  be  turned  off  if  they  begin 
to  feel  manipulated,  i  BW I 
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THE  SUBPRIME  MESS, 
NOW  IN  PLASTIC? 

If  card  issuers  hike  rates  and  cut  credit  limits, 
consumers— and  the  economy— could  take  a  hit 


By  Peter  Coy 

When  the  housing  bust  hurt  consumer 
spending  this  year,  plastic  came  to 
the  rescue.  Stung  by  unwise  mortgage 
lending,  banks  stepped  up  credit  -  card 
marketing,  convinced  that  plastic  was 
a  lower-risk,  higher-margin  business. 
Increased  card  borrowing  helped  con- 
sumer spending  rise  at  a  surprisingly 
fast  2.7%  pace  in  the  third  quarter. 

But  this  contribution  to  economic 
growth  may  not  last.  There  are  early 
signs  that  card  issuers  may  need  to  cut 
back  on  their  free -lending  ways  after 
the  holiday  shopping  season.  Delin- 
quency rates  on  cards  have  spiked  in 
markets  such  as  Detroit  and  Las  Vegas, 
where  housing  prices  have  fallen 
the  most,  according  to  Equifax  and 
Moody's  Econorny.com— a  warning  to 
card  lenders  that  they  aren't  insu- 
lated from  the  housing  bust.  Buyers  of 
card-backed  securities  -  the  industry's 


prime  source 
of  capital— are 
suddenly  de- 
manding higher 
returns.  In  a 
possible  hint  of 
things  to  come, 
Discover  Finan- 
cial Services 
announced  on 
Dec.  3  a  $442 
million  write- 
down on  its 
Goldfish  credit- 
card  business  in 
Britain. 

For  now, 
mailboxes  are 
still  stuffed 
with  card  offers. 
Nationally  the 
delinquency 
rate  on  credit  cards  remains  low,  and 
banks  that  issue  cards  to  subprime 
borrowers  were  still  "going  guns  blaz- 
ing" through  the  third  quarter,  says 
Andrew  Davidson,  vice-president 
for  competitive  tracking  services  at 
market  researcher  Sy novate,  a  unit  of 
London-based  marketer  Aegis. 

But  things  can  shift  quickly,  since 
card  issuers  have  quite  a  bit  of  freedom 
to  raise  rates  or  cut  credit  limits  on 
existing  accounts.  On  Dec.  4  execu- 
tives from  Discover  and  Capital  One, 
two  of  the  largest  issuers,  went  before 
a  Senate  subcommittee  and  defended 
their  right  to  raise  rates  for  a  variety  of 
reasons,  including  a  change  in  eco- 
nomic and  financial  market  condi- 
tions—even if  the  borrowers  haven't 
missed  a  single  payment. 

Under  pressure  from  regulators  and 
consumer  advocates,  major  card  issuers 
are  moving  toward  giving  customers 


more  notice  before  a  rate  change.  B- 
realistically  the  main  thing  holding 
issuers  back  from  tightening  credit 
the  fear  of  losing  a  customer.  If  all  i; 
suers  tighten,  that  would  cease  to  b 
impediment.  Dennis  Moroney,  a  sei 
analyst  at  TowerGroup,  a  research  f 
owned  by  MasterCard  Worldwide, : 
issuers  aren't  cracking  down  during 
holiday  shopping  season  but  may  w 
do  so  selectively,  mainly  in  the  sub- 
prime  sector,  in  January  and  Februa 


WORRISOME  SIMILARITIES 

Market  turmoil  could  make  it  more  I 
pensive  and  difficult  for  issuers  to  ftf 
their  operations.  So  far,  credit-card.' 
companies  have  found  ready  buyers 
their  securities,  which  are  backed  b 
flow  of  payments  from  cardholders, 
investors  are  demanding  higher  yiel 
Until  August,  yields  on  three-year, 
fixed-rate,  AAA-rated  credit-cards 
curities  were  a  tiny  bit  below  its  ben: 
mark,  the  three -year  interest -rate  s  < 
rate.  But  in  August  they  shot  up  to  00 
percentage  points  above  the  swap  ra; 
After  retreating  briefly,  the  spread  ru 
again  in  late  November,  to  its  highes 
level  yet  —  0.45  percentage  points. 

These  credit -card  securities  arer 
structured  like  the  mortgage -backa 
securities  that  blew  up  recently,  bui 
there  are  enough  similarities  to  be 
worrisome.  Already- skittish  inves-* 
tors  could  require  even  higher  yieldi 
default  rates  unexpectedly  jump. 
Combine  that  with  issuers'  flexibilil 
to  quickly  change  terms  and  credit 
could  tighten  abruptly — especially 
the  most  vulnerable  customers.  1  BIB 
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|ost  every  crime 
|/  has  some  type  of 
inology  related  to  it." 

1  Chip  Johnson 

Carolina  Law  Enforcement  Division 


Even  the  cleverest  online  criminals  leave  clues  behind  on  their  computers, 
but  it  takes  a  powerful  storage  solution  to  allow  for  the  deep-evidence 
searches  required  to  find  them.  Investigators  at  the  South  Carolina 
Computer  Crime  Center  have  found  that  solution  with  a  Hitachi  high-end 
modular  storage  system  that  helps  slash  search  times  from  days  to  mere 
hours.  See  for  yourself  how  Hitachi's  new  computer  bloodhound  is  helping 
track' down  cyber  criminals  nationwide. 


Watch  the  documentary  film  series  at  hitachi.com/truestories 
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MONSANTO: 


WINNING 
THE  GROUND 
WAR 


By  Brian  Hindo 

Illustrations 

by  Biddy  Maroney 


How  the  company  turned 
the  tide  in  the  battle  over 
genetically  modified  crops 


035 


When  Hugh  Grant  took  the  top  job  at  Monsanto  in  May,  2003, 
the  company's  nickname  in  some  quarters  was  "Mutanto."  A 
growing  chorus  of  critics  warned  that  Monsanto's  genetical- 
ly modified  plant  seeds  would  wipe  out  the  monarch  butter- 
fly, give  people  virulent  new  allergies,  and  reduce  the  planet's 
agricultural  diversity.  Author  Jeremy  Rifkin  predicted  that 


genetically  modified  organisms 
(GMOs)  would  turn  out  to  be  "the 
single  greatest  failure  in  the  his- 
tory of  capitalism."  Paul  McCartney 
urged  the  world  to  "say  no  to  GMO." 
Prince  Charles  wrote  an  editorial  ar- 
guing that  genetic  engineering  takes 
"mankind  into  realms  that  belong  to 
God  and  to  God  alone ." 

During  the  12  months  preceding 
Grant's  elevation,  Monsanto's  stock 
price  fell  nearly  50%  to  $8  a  share.  In 
2002,  the  prior  fiscal  year,  the  com- 
pany lost  $1.7  billion.  "We  were  pret  - 
ty  financially  fragile,"  recalls  Grant, 
49,  who  speaks  with  the  lilt  of  his 
native  Scotland. 

Fewer  than  five  years  later,  Mon- 


santo is  thriving.  The  St.  Louis 
company's  net  income  leaped  44% 
last  year,  to  $993  million,  on  $8.5 
billion  in  revenue.  Monsanto  shares, 
which  closed  at  $104.81  on  Dec.  5, 
have  risen  more  than  1,000%  during 
Grant's  tenure.  At  58.6,  the  compa- 
ny's price  -  to  -  earnings  ratio  is  about 
two  points  higher  than  Google's. 
These  numbers  reflect  a  broader 
story:  that  Monsanto  has  quietly 
turned  the  tide  in  the  war  over  ge- 
netically modified  foods. 

While  a  vocal  band  of  opponents 
is  still  protesting  biotech  crops, 
a  growing  multitude  of  farmers 
around  the  world  is  planting  them. 
The  reason  is  no  mystery:  Monsanto 

DECEMBER  17,2007  I  BUSINESSWEEK 


seeds  contain  genes  that  kill  bugs  and  tolerate  weed-killing 
pesticides.  So  they  are  much  easier  and  cheaper  to  grow  than 
traditional  seeds.  More  than  half  the  crops  grown  in  the  U.S., 
including  nearly  all  the  soybeans  and  70%  of  the  corn ,  are  ge  - 
netically  modified.  Just  five  years  ago,  China,  India,  and  Brazil 
planted  virtually  no  genetically  engineered  crops.  Now  Brazil 
can  barely  build  roads  fast  enough  to  get  all  of  its  biotech  soy- 
beans from  the  fertile  interior  Mato  Grosso  state  out  to  ports. 
Farmers  in  China  and  India,  meanwhile,  planted  more  than  17 
million  acres  of  biotech  crops  last  year.  These  three  countries 
are  now  three  of  the  six  largest  GMO-planting  nations  in  the 
world,  as  measured  by  area  planted.  At  a  time  when  organic 
food  is  more  popular  than  ever,  about  7%  of  the  world's  entire 
farmland  acreage  is  now  planted  with  genetically  modified 
crops— the  ultimate  anti-organic  food.  "When  you're  more 
than  1  billion  acres  planted,"  says  Grant, 
"I  think  the  conversation  moves  from 
'what  if'  to  'what  is.' " 

The  battle  over  genetically  modified 
food  is  being  won  not  in  scientific  jour- 
nals but  on  the  ground.  Global  demand 
for  food  and  fuel  have  made  farmers 
ever  eager  to  squeeze  more  yield  from 


111 
an  acre  of  dirt.  And  the  undeniable  fact  is  that  during  p. 
12  years  since  the  first  biotech  seeds  were  planted,  the  1 
dire  predictions  of  Monsanto 's  opponents  have  so  far  fii^i 
to  come  true.  That's  prompted  some  swaggering  at  com] 
headquarters.  In  interviews  with  BusinessWeek,  Mons 
executives  variously  described  the  safety  objections  o) 
versaries  as  "scare  tactics,"  "Chicken  Little "  theatrics,  "i 
chief,"  and  "misinformation." 

Managers  at  the  company  display  a  near -religious  con  r, 
tion  about  the  GMO  cause.  In  the  days  when  fear  of  so-c; 
Frankenfoods  was  at  its  peak,  Grant  and  his  team  made  a  i 
decision  to  stand  firm.  They  insisted  on  holding  research 
development  spending  to  10%  of  sales.  Grant  also  ma. 
crucial  strategic  decision  to  pare  down  the  products  N 
santo  sold.  No  longer  would  Monsanto  sell  seeds  for  pro<  k 


WHEN  FEAR  OF  "FRANKENFOODS"  WAS  AT  ITS  PEAI 


MONSANTO  DECIDED  TO  STAND  FIRM,  HOLDING 
INVESTMENT  IN  GENETIC  ENGINEERING  STEADY 
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ined  directly  for  the  dinner  plate.  Instead  Grant  focused 
usively  on  seeds  for  agribusiness,  ones  that  produced 
1  goods  as  animal  feed,  ethanol,  and  corn  syrup.  That  has 
ied  deflate  the  opposition. 

it  if  the  fears  of  GMO  opponents  ever  do  come  true,  Mon- 
o  will  take  a  far  bigger  fall  than  any  of  its  more  diversified 
Is.  Today,  Monsanto  gets  60%  of  its  revenue  frombiotech 
Is,  in  contrast  to  about  20%  at  Syngenta,  for  example,  and 
than  10%  at  diverse  chemicals  company  Dow.  The  com- 
a's confident  leaders  are  essentially  making  an  enormous 
edged  bet  on  their  technology. 

Tiile  Monsanto  executives  don't  believe  they  are  gam- 
g,  there  are  still  plenty  of  doubters.  In  August,  Kroger 
ime  the  latest  U.S.  grocery  chain  to  stop  selling  milk  with 
vlO  bovine  growth  hormone  that  increases  production, 
rjh  Monsanto  first  started  selling  in  1994.  All  summer, 
vists  in  France  trampled  fields  of  biotech  crops.  Hostil- 
oward  GMO  foods  continues  to  be  widespread  in  Africa 
parts  of  Asia  and  Western  Europe.  This  type  of  persistent 
osition  is  one  reason  why  the  investment  research  firm 
west  Strategic  Value  Advisors,  which  gives  companies  a 
s  of  credit  rating  based  on  their  strategic  risk  profile ,  as  - 
s  Monsanto  a  "CCC"  grade— its  lowest  possible  mark, 
msanto  is  basically  saying  that  its  products  are  very  well 
dated  and  therefore  safe,"  says  Heather  Langsner,  director 
search  for  Innovest.  "It's  a  lot  more  murky  than  that." 

JSPICIOUS  BEGINNINGS 

Wall  Street,  however,  such  skeptics  are  hard  to  find.  Mon- 

0  is  minting  money,  its  business  vision  is  clear,  and  shares 
hi  a  tear.  But  that  was  far  from  the  case  in  2000,  when  the 
st  chapter  in  the  106 -year-old  company's  history  began, 
t's  the  year  Monsanto,  then  a  large  chemicals  conglomer- 
vith  a  relatively  small  agriculture  division,  was  bought  by 
rmacia  &  Upjohn.  During  the  acquisition,  some  analysts 
ed  the  biotech  business  at  less  than  zero. 

barmacia  certainly  did  not  have  much  interest  in  the  future 
metically  modified  seeds.  It  snatched  up  Monsanto  for  the 

1  compound  that  would  eventually  become  Celebrex.  In 
2,  Pharmacia  spun  off  Monsanto  as  an  independent  com- 
jy  focused  totally  on  agriculture.  But  the  move  came  at  the 
[ht  of  the  GMO  debate  and  at  a  time  when  farmers  in  Latin 

rica,  a  key  market,  were  having  one  of  their  worst  years 

Moreover,  Roundup,  Monsanto's  chemical  herbicide  and 

tie  time  the  source  of  65%  of  its  sales,  had  just  come  off 

■nt.  By  the  end  of  2002,  total  sales  had  dropped  14%,  and 

rating  income  fell  by  half.  Then-CEO  Hendrik  A.  Verfaillie 

shown  the  door  in  December. 

erfaillie's  successor,  Grant,  came  up  through  Monsanto's 
ts  as  a  salesman.  In  contrast  to  previous  CEOs,  who  had 
more  aloof,  say  analysts  and  Monsanto  managers,  he 
sented  a  friendlier  face  to  the  outside  world.  While  chief 
rating  officer,  Grant  was  the  go-to  company  spokesman 
1  2000  PBS  Frontline  special  titled  "Harvest  of  Fear," 

h  described  the  debate  about  GMOs. 
fhen  Grant  took  the  helm,  there  was  bad  news  in  every 
ction.  Despite  billions  of  dollars  of  investment  over  two 
^des,  Monsanto's  genetically  engineered  seed  business 


Although  most  Monsanto  crops  are  not  directly  consumed 
by  humans,  there  are  plenty  of  ways  for  people  to  ingest 
them  indirectly.  If  you  have  been  to  a  grocery  store  lately, 
odds  are  you've  eaten  genetically  modified  food. 

Data:  International  Service  for  the  Acquisition  of  Agri-biotech  Applications,  Grocery 
Manufacturers  Assn.,  National  Cottonseed  Products  Assn.,  Hawaii  Papaya  Industry 
Assn.,  BusinessWeek 


TORTILLA  CHIPS 

Most  of  the  genetically  modified  corn 
grown  in  the  U.S.  gets  made  into  animal 
feed  or  ethanol.  The  rest  is  processed 
into  food  industry  staples  such  as  corn 
syrup  or  cornstarch  as  well  as  some 
types  of  yellow  corn  tortilla  chips. 


SALAD  DRESSING 

Monsanto  breeds  a  soybean  seed  that 
yields  oil  that  is  used  as  a  substitute  for 
trans-fat  oils  at  KFC  and  other  trans- 
fat-free  fast-food  joints.  Soy  also  goes 
into  lecithin,  a  stabilizing  agent  found  in 
salad  dressing. 


MARGARINE 

The  bulk  of  biotech  cotton  feeds  the  tex- 
tile industry.  But  cotton  by-products  do 
end  up  in  the  food  chain  as  cottonseed 
oil,  which  can  be  used  to  make  mayon- 
naise or  margarine,  for  instance,  or  to  fry 
potato  chips. 


CANOLAOIL 

Unless  it's  specifically  labeled  organic, 
grocery  store  canola  oil  has  a  good 
chance  of  being  a  GM  product.  The  bulk 
of  the  biotech  canola— an  important  crop 
for  Canadian  farmers— is  used  to  make 
animal  feed. 


SQUASH 

Monsanto's  vegetable  seed  company, 
Seminis,  doesn't  market  biotech  veg- 
gies—with the  exception  of  a  virus- 
resistant  squash.  By  the  company's  most 
recent  tally,  about  10%  of  the  U.S.  squash 
crop  consists  of  the  Monsanto  squash. 


PAPAYA 

An  estimated  80%  of  Hawaii's  papayas 
are  genetically  engineered  to  resist  the 
ring-spot  virus.  The  technology,  which 
was  developed  with  help  from  Monsanto, 
is  publicly  licensed  and  sold  to  farmers 
through  a  not-for-profit  group. 
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still  hadn't  earned  a  penny.  All  of  these 
challenges  seemed  particularly  daunting  to 
the  newly  independent  company  because 
"no  parent  [was]  going  to  bail  you  out,"  re- 
calls Carl  Casale,  executive  vice-president 
for  strategy  and  operations.  There  was  "no 
other  division  you  could  rely  on." 

To  create  a  sense  of  urgency,  Grant  relo- 
cated the  members  of  the  leadership  team, 
who  had  been  scattered  across  the  compa- 
ny's campus,  to  the  same  floor  of  the  "A" 
building  as  his  office.  They  all  reported  di- 
rectly to  Grant,  who  was  by  then  the  presi- 
dent, CEO,  and  chairman  of  the  board.  And 
Grant  turned  the  group's  traditional  8  a.m. 
Monday  meeting  from  a  casual  session  into 
an  intense  three -hour  operational  review. 
Managers  came  away  from  each  meeting 
with  a  to-do  list  in  hand.  Grant  says  that 
his  goal  at  the  time  was  "building  a  team 
that  was  completely,  no -kidding  account- 
able." He  also  ditched  the  traditional  an- 
nual strategic  planning  meeting — "death  by 
PowerPoints,"  Grant  says  — and  replace 
it  with  off  site,  half- day  strategy  reviews 
every  six  weeks. 

At  these  sessions,  over  a  period  of  months, 
Grant  and  Co.  implemented  a  new  strategy 
for  Monsanto.  Grant's  plan  revolved  around 
three  big  decisions.  The  first  was  to  cut  costs 
aggressively  in  the  herbicide  business.  The 
second  was  to  maintain  Monsanto's  over- 
all investment  in  biotechnology.  And  the 
third— the  most  important  one,  in  retro- 
spect—was to  focus  that  investment  largely 
on  just  four  commodity  crops:  corn,  soy- 
beans, cotton,  and  canola. 

All  of  these  crops  are  harvested  mostly  for 
industrial  uses,  going  from  the  farmer  to  a  processing  plant 
where  they  become  animal  feed  or  biodiesel  fuel.  The  con- 
sumer never  directly  encounters  them  at  the  store.  Diners,  in 
fact ,  would  spit  out  Monsanto  corn,  which,  unlike  sweet  corn, 
is  inedible  off  the  cob.  Grant's  decision  caught  many  of  Mon- 
santo's scientists  off  guard:  Several  research  programs  aimed 
at  producing  things  people  eat  were  axed  over  the  course  of 
the  year,  among  them  biotech  wheat,  an  extra  -  durable  toma  - 
to,  blight -resistant  potatoes,  and  bananas  bred  with  an  in- 
nate defense  against  virus.  He  acknowledges  the  pain:  "The 
science  was  brilliant,"  Grant  says.  "The  technology  we  had  in 
wheat  was  probably  amongst  our  best." 

IN  THE  U.S.,  ABOUT  60%  TO  70%  OF  ALL 


BIOTECH  HARVEST 

About  7%  of  the  world's  acreage  is  now 
planted  with  genetically  engineered 
seeds.  The  majority  is  in  the  U.S.,  but  in 
the  past  few  years  Brazil,  India,  and  China 
have  leaped  into  the  top  ranks. 
KEY: 


MILLIONS  OF  HECTARES 
PLANTED,  2006' 


PERCENT  INCREASE, 
2002-2006 


CROPS  PLANTED 


COUNTRIES  WITH: 

■  10  MILLION-PLUS  HECTARES  PLANTED 

■  ,1-10  MILLION  HECTARES  PLANTED 
1  AND  UNDER  MILLION  HECTARES  PLANTED 

iNPj    MINIMAL  OR  NO  GMO  PLANTING  IN  2002 


•ONE  HECTARE  =  ROUGHLY  2.5  ACRES 


Data:  Internationa!  Service  for  the  Acquisition  of  Agn-biotech 
Applications.  Most  recent  available  data. 


'FORMULATED  FOODS-PROCESSED  FOODWITH 
MORE  THAN  ONE  INGREDIENT-CONTAIN  GMOs 


Now,  Monsanto  GMOs  still  enter  the  human  food  supp « 
but  only  indirectly,  in  the  form  of  processed  grain  prodiii  ib 
such  as  cornstarch,  corn  syrup,  or  cooking  oil.  In  fact,  inn  II 
U.S.,  about  60%  to  70%  of  all  "formulated  foods"-j|  n 
cessed  food  with  more  than  one  ingredient— contain  GM/  ia 
according  to  the  Grocery  Manufacturers  Assn.  That  me^i  d 
essentially,  if  you  see  it  in  a  box  or  a  can  at  a  U.  S.  grocery  sfct  i. 
there's  a  strong  likelihood  that  it  has  at  least  a  small  quan  i 
of  biotech  ingredients.  The  lone  table  -ready  GMO  food  M  k 
santo  sells  is  virus -resistant  squash,  a  product  it  inherite-  i 
2005  with  its  acquisition  of  vegetable  seed  company  Semi  ^ 
The  company  says  it  has  no  plans  at  the  moment  to  make  rr 
GMO  veggies. 

In  recounting  this  chapter  of  I 
company's  history,  Monsanto  exe>  jis 
fives  emphasize  that  they  were 
vesting  in  the  part  of  the  market  t! 
thought  would  grow;  they  deny  bow 
to  activist  pressure.  But  managers  w 
clearly  mindful  of  consumer  fears.  ] 
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ich  at  Washington  University  in  St.  Louis  just  a  week  be- 
his  December,  2002,  departure,  Verfaillie  acknowledged 
t  the  company  had  underestimated  the  effectiveness  of  the 
>osition  groups  like  Greenpeace.  David  Stark,  who  directs 
5al  industry  partnerships  for  Monsanto,  recalls  that  some 
d  industry  executives  wouldn't  schedule  a  meeting  with 
1.  "They  didn't  even  want  to  be  seen  talking  with  me,"  he 
^.  "I  felt  like  I  was  contagious."  Last  year,  by  contrast,  Stark 
ike  at  a  food  conference  in  Britain,  an  anti-GMO  bastion, 
ur  or  five  years  ago,  I  probably  would  not  have  been  in- 
td,"  says  Stark. 

0  Monsanto  basically  became  a  business-to-business 
inology  company,  producing  raw  materials  to  supply  the 
ustrial  food  giants.  This  move  is  one  of  the  key  reasons 
sumer  opposition  to  biotech  seeds  has  died  down.  It's 
ch  easier,  after  all,  to  get  the  average  grocery  shopper  riled 
ibout  a  mutant  tomato  than  an  herbicide  -  tolerant  soybean 
11  never  see.  The  GMO  debate  "is  clearly  not  as  high  up  on 
radar  screen,"  says  Gregory  Jaffe,  a  lawyer  at  the  Center 
Science  in  the  Public  Interest,  an  advocacy  group  that  has 


been  critical  of  Monsanto.  "There  haven't  been  a  lot  of  new 
things  to  fight."  Some  activists,  in  fact,  consider  Monsanto's 
retreat  from  consumer  biotech  a  significant  victory. 

SOFTENING  ITS  STANCE 

Even  if  ordinary  food  buyers  lost  interest  in  the  issue,  of 
course,  Monsanto's  critics  did  not  forget  about  it.  But  the 
company  has  tried  to  soften  the  opposition  by  taking  a  less 
defensive  stance  toward  critics.  Where  the  company  had  once 
protected  its  internal  research  papers  like  state  secrets,  it 
began  publishing  some  of  them  in  ref  ereed  scientific  journals. 
"What  you  see  with  Hugh,  I  think,  is  a  more  conciliatory  tone 
toward  the  opponents  of  GMOs ,"  says  Robert  Koort,  a  Gold- 
man Sachs  analyst  who  has  followed  Monsanto  since  the  late 
1990s.  "It  wasn't  so  much,  'The  science  is  right,  and  we're 
going  to  just  shove  it  through.' " 

Grant's  stance  took  shape,  he  says,  when  he  was  still  COO. 
An  executive  from  Royal  Dutch  Shell  spoke  to  a  handful  of 
Monsanto  executives  about  his  experience  on  the  receiving 
end  of  heated  criticism  from  Greenpeace  over  the  fate  of  a 
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decommissioned  offshore  oil  rig.  Shell  ended  up  following 
Greenpeace's  advice  about  how  to  deconstruct  the  rig.  The 
Shell  executive  "talked  about  societal  shift,"  says  Grant.  The 
message  was  clear:  "  'Trust  me'  doesn't  work  anymore." 

The  change  hasn't  gone  unnoticed.  At  academic  conferences 
in  the  early  '90s,  "Anyone  who  talked  about  risks  would  get  re- 
ally hostile  questions... from  industry  people,"  says  Allison  A. 
Snow,  a  botanist  at  Ohio  State  University  who  has  sparred  with 
other  biotech  companies  over  her  research,  which  shows  that 
transgenic  plants  can  spread  in  the  wild  and  end  up  promoting 
the  growth  of  stronger  weeds.  These  days,  she  says,  Monsanto 
and  other  companies  in  the  industry  are  much  "more  respect  - 
ful  and  interested  in  what  we  are  doing." 

These  types  of  conciliatory  words  were  once  rarely  uttered 
by  company  critics.  Over  the  years,  Monsanto  has  been  in- 
volved in  a  series  of  controversies  that  have  given  it  a  hard- 
nosed  reputation.  In  2005,  for  instance,  the  Justice  Dept.  fined 
the  company  $1.5  million  for  bribing  an  Indonesian  official  (the 
company  says  the  bribes  were  contrary  to  corporate  policy). 
The  company  has  a  long  history  of  suing  farmers  for  unauthor- 
ized use  of  its  seeds,  a  strategy  that  has  prompted  adversaries 
to  label  it  a  corporate  bully. 

But  the  initial  wave  of  seeds  has  not  yet  created  any  im- 


munological or  ecological  disasters,  and  that  has  assut 
some  skeptics.  Margaret  Mellon,  of  the  Union  of  Concei 
Scientists,  like  many  of  her  peers,  has  come  to  the  conclu 
that  currently  available  GMO  seeds  are  probably  safe  to 
But  she  points  out  that  researchers  often  spot  risks  for 
tential  allergies  and  for  environmental  contamination, 
argues  that  seeds  must  receive  more  rigorous  testing.  "Tl 
are  many  things  about  the  technology  that  are  reassuri 
says  Mellon. "  [But]  we  don't  really  have  a  good  way  of  tes 
whether  there  are  going  to  be  human  allergies." 

PRODUCTIVITY  PERSUADES 

As  the  debate  quiets  down,  demand  for  genetically  modi 
crops  has  exploded.  The  economic  emergence  of  China 
India  lifted  income  levels  for  billions,  who,  like  their  wealt 
middle -class  counterparts  in  the  West,  are  now  eating  n 
several  times  a  day.  That  has  driven  a  surge  in  demand  for  i 
mal  feed.  Although  Monsanto  seeds  cost  several  dollars  n 
per  bag  than  conventional  ones,  farmers  buy  them  beca 
they  are  much  easier  to  cultivate .  Monsanto 's  latest  corn  si 
for  instance,  has  three  special  genetic  traits:  pesticide  to 
the  European  corn  borer,  a  caterpillar  that  eats  through 
top  of  a  stalk;  pesticide  to  kill  the  rootworm,  a  beetle  t 


ONE  LITTLE  SEED, 
EIGHT  SPECIAL  GENES 

Monsanto  plans  a  super  corn  seed  to  ward  off  weeds  and  bugs 


By  Brian  Hindo 

If  a  seed  is  a  little  package  of  life,  then 
the  genes  inside  it  are  life's  instruction 
manual.  Monsanto's  expertise  is  rewriting 
those  instructions  to  make  fully  grown 
plants  do  unexpected  things,  like  survive 
a  bath  in  herbicide  and  kill  root-eating 
beetles.  The  company's  most  ambitious 
project  yet,  a  partnership  with  rival  Dow 
AgroSciences,  aims  to  create  a  corn 
seed  with  eight  specially  tailored  genetic 
traits,  surpassing  Monsanto's  three-trait 
corn  available  now. 

Due  out  in  2010,  the  so-called  Smart- 
Stax  seed  will  contain  six  genes  that 
ward  off  bugs  and  two  genes  that  help 
plants  ward  off  pesticides.  The  goal  is  an 
all-in-one  seed  for  farmers  to  fight  the 
twin  plagues  of  insects  and  weeds.  The 
company  expects  a  blockbuster,  project- 
ing that  SmartStax  eventually  could  be 
planted  on  100  million  acres  worldwide. 
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The  key  scientific  challenge  is  not 
simply  getting  eight  foreign  genes  into 
a  plant  cell.  It's  getting  this  genetic 
cut-and-paste  job  to  produce  a  healthy 
functioning  plant.  That  doesn't  re 
quire  theoretical  genius  so  much 
as  hours  of  painstaking  labor. 

When  scientists  want  to 
create  a  seed  with  a  particular 
trait— say,  a  toxin  that  kills 
caterpillars— they'll  place  a  corn 
embryo  in  a  petri  dish.  On  it, 
they'll  pour  a  solution  of  agro- 
bacterium,  a  soil  bacteria  that  acts 
as  a  natural  genetic  ferry.  The  agrobac- 
terium  carries  the  gene  for  the  toxin  into 
the  cells  of  the  corn  embryo. 

There's  no  guarantee  this  genetic 
transfer  will  work.  Some  cells  sprout 
into  plantlets,  but  others  grow  without 
the  right  properties.  "It's  random,"  says 
Eric  Sachs,  Monsanto's  global  head  for 


'. 
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scientific  affairs.  So  a  research 
er  performs  the  maneuver 
many  times  and  identifies  the 
cells  that  work.  Those  few  are  i 
cultivated  in  temperature-  and 
light-controlled  chambers. 

Once  the  corn  plants  with  th 
right  traits  are  created  through 
this  process,  they're  bred 
together.  To  make  the  eight-tra 
seed,  four  separate  lines  of  corn,  each 
with  two  of  the  desired  genetic  traits 
inside,  are  crossed. 
The  joint  venturers  are  hoping  that 
SmartStax  will  allow  farmers  to 
plant  more  gene-modified  crops. 
Right  now,  the  worry  is  that 
bugs  will  develop  resistance 
to  the  pesticide  in  the  corn.  So 
the  Environmental  Protection 
Agency  requires  farmers  to  sow 
20%  of  their  plots  with  regular 
corn.  That  ensures  some  normal 
pests  survive.  Otherwise  a  breed  of 
hard-to-kill  superbugs  would  evolve.  But 
Monsanto  argues  that  SmartStax's  mul- 
tiple bug-killers  are  so  effective  that  no 
bugs  will  be  able  to  develop  resistance. 
So  it  asked  the  EPA  to  reduce  the  refuge 
requirement  to  5%.  But  entomologists 
have  concerns  about  the  proposal,  and 
approval  isn't  a  sure  thing. 
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the  roots  of  a  cornstalk;  and  resistance  to  Roundup  weed 
r.  Afarmer  spends,  on  average,  up  to  $36  more  per  acre  for 
isanto's  three-trait  corn  seed.  But  the  company  says  he 
save  twice  that  on  chemical  insecticides  and  herbicide. 
iese  types  of  productivity  improvements  are  a  big  reason 
lers  in  Brazil  seem  to  have  fallen  in  love  with  Monsanto  soy- 
is.  It's  quite  a  reversal:  During 
ident  Luiz  Inacio  Lula  da  Silva's 
2  run  for  office,  his  agriculture 
:y  adviser  told  reporters,  "We 
t  to  establish  a  reputation  as 
-free.  We  get  premium  prices 

our  competitors— the  U.S. 

Argentina  — don't  because 
•  plant  GM."  At  the  time,  how- 
,  biotech  soy  seeds  were  already 
ig  spirited  across  the  border 
1  Argentina  into  southern  Bra- 
ssage exploded,  and  the  gov- 
nent,  which  had  no  policy  on 
b  seeds,  had  no  choice  but  to 
lize  them  because  the  country 
going  to  lose  its  biotech -free 
js  in  any  event.  "The  amount 

M]  crops  being  planted  was 
igthat  they  couldn't  stop  GM's 
nsion,"  says  Marcelo  Duarte, 
executive  director  of  Aprosoja, 
f  growers'  association  in  Mato 
sso.  "It  wasn't  really  even  a 
ice."  Monsanto  said  that  it  was 
it  about  the  smuggling,  which 
insiders  piracy.  But  the  com- 
/  also  began  taking  legislators 

fact-finding  trips"  to  learn  more  about  GMO  products, 
David  Fleischer,  a  professor  in  Brasilia.  By  2005,  Brazil's 
ilature  opened  the  country  to  GMO  adoption, 
onsanto  has  remained  an  effective  lobbyist  in  Brazil.  This 
uary,  Greenpeace  fought  a  proposal  that  would  allow 
GM  technologies  to  be  approved  by  a  simple  majority  of 
il's  biotech  advisory  board,  rather  than  two -thirds.  After 
ig  battle  to  be  heard  by  high-ranking  officials,  activists 
an  audience  with  the  powerful  Casa  Civil,  or  Executive 
:e.  Gabriela  Vuolo,  who  heads  Greenpeace's  GMO  cam- 
n  in  Brazil,  says  Greenpeacers  "almost  literally"  crossed 
e  hallway  with  Monsanto  reps  who,  minutes  before,  had 
r  own  meeting  with  the  same  officials.  Vuolo  says  the 
ting  was  marred  by  the  sensation  that  the  pro  -  GM  camp 
there  first ,"  and  that  they  seemed  to  have  swayed  Execu- 
Office  officials  in  favor  of  easing  restrictions  on  GM.  The 
Biosecurity  Law  passed  with  President  Lula's  approval 
lext  month. 

)day,  Monsanto  executives  consider  universal  adoption  of 
)  seeds  simply  a  matter  of  time .  Even  in  hostile  climes  like 
nany,  France,  and  Portugal,  Monsanto  seeds  have  started 
!  planted  after  a  moratorium  on  GMO  plantings  was  lifted 
le  EU  in  2004.  As  for  the  organic  movement,  it  is  "not 
g  to  replace  how  the  vast  majority  of  food  and  produce 
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is  grown,"  says  Monsanto  strategist  Casale.  "Quite  frankly,  it 
can't.  There  are  not  enough  cities  to  tear  down  to  bring  the 
extra  land  into  production  that  we  would  need  to  farm  with 
those  practices  to  feed  this  country  and  this  planet." 

Today,  more  than  90%  of  the  genetically  modified  seeds  in 
the  world  are  sold  either  by  Monsanto  or  by  competitors  that 
license  Monsanto  genes  in  their 
own  seeds.  And  Monsanto  has 
no  intention  of  giving  up  its  lead. 
Around  the  world,  3 , 0  0  0  company 
research  scientists  are  coming  out 
with  the  next  generation  of  geneti- 
cally modified  seeds.  Much  of  the 
fruits  of  their  labor  was  on  dis- 
play at  the  annual  Farm  Progress 
Show,  held  in  August  in  Decatur, 
111.  Squared  off  by  a  barbed -wire 
fence,  Monsanto  showed  off  what 
it  auspiciously  called  its  "Golden 
Acre  " — a  panoply  of  experimental 
crops,  from  soybeans  that  produce 
omega-3  fatty  acids  to  drought- 
tolerant  corn.  It  was  the  company's 
research  pipeline  in  plant  form. 

In  a  speech  during  the  show,  chief 
technologist  Robb  Fraley  described 
the  coming  "step  change  in  yield." 
In  1970,  the  average  corn  harvest 
yielded  70  bushels  an  acre.  In  2006 
the  average  yield  was  150  bushels 
an  acre.  And  by  2030,  Fraley  pre- 
dicts, yields  will  push  300  bushels 
an  acre.  Monsanto  is  now  working 
on  a  super-seed  that  will  have  eight 
specific  biological  traits  baked  into  it,  set  to  hit  the  market  in 
2010.  Although  the  debate  over  genetically  modified  foods  still 
has  plenty  of  years  to  run,  Grant  is  confident  this  little  grain 
will  be  his  best  weapon  in  it.  "Once  farmers  see  this  stuff,"  he 
says,  "they  don't  want  to  go  back."  1 BW 1 
— With  Joshua  Schneyer  in  Rio  de  Janeiro 
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GMO  and  Hunger 

Friends  of  the  Earth  International,  an  environmental 
organization,  released  a  report  in  January  titled  "Who 
Benefits  from  GM  Crops?"  In  a  critique  of  GMOs,  FOEI 
argues  that,  despite  promises  from  the  biotech  industry, 
"GM  crops  have  done  nothing  to  tackle  hunger." 

Burden  of  Proof 

In  a  Sept.  24  research  note,  analyst  Mark  Gulley  of  Soleil- 
Gulley  &  Associates  argues  that  "given  1 2  years  of  ag 
biotech  cultivation. ..we  think  the  burden  of  proof  is 
beginning  to  shift  to  the  critics."  Gulley,  who  rates 
Monsanto  shares  a  buy,  contends  GM  crops  support 
renewable  fuel  production.  "Think  of  U.S.  corn  fields  as  a 
giant  solar  energy  collection  device,"  he  writes. 
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By  Robert  Pondiscio 

The  writer's  experience  teaching  in 
the  South  Bronx  ended  bitterly 
—but  it  led  him  to  his  true  calling 

1 

1    I 
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After  five  years 
of  instructing 
fifth-graders, 
Pondiscio 
"hit  a  wall" 
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My  second  career  was  unraveling  in  front  of  me.  It  was  in  June,  at 
the  end  of  a  long,  difficult  year  teaching  34  fifth -graders  at  a  strug- 
gling South  Bronx  elementary  school.  I  sat  in  my  principal's  office, 
seething  as  the  mother  of  a  student  turned  a  routine  disciplinary 
meeting  into  a  referendum  on  my  teaching  and  classroom  manage- 
ment. "You  don't  care  about  my  son!  This  is  just  a  job  to  you,"  she 
yelled  at  me.  Then,  the  unkindest  cut  of  all:  "You're  just  in  this  for 
the  money!"  |  Five  years  earlier,  at  age  39, 1  had  taken  an  80%  pay 


cut,  leaving  my  job  as  Business  Week's 
communications  director  to  join  the 
NYC  Teaching  Fellows,  a  program 
aimed  at  filling  some  of  New  York 's 
hardest  -  to  -  staff  schools  with  earnest , 
mid- career  switchers  like  me.  I  had 
never  really  thought  about  teach- 
ing as  a  second  career.  But  a  series  of 
unrelated  events  had  nudged  me  down 
the  path.  As  a  longtime  board  mem- 
ber of  East  Side  House  Settlement,  a 
nonprofit  social -services  agency  in  the 
South  Bronx,  I  had  seen  how  education 
could  transform  lives.  I  had  written 
several  books  for  kids  about  the  In- 
ternet and  technology.  And  like  many 
New  Yorkers,  I'd  spent  a  lot  of  time 
thinking  about  ways  to  give  back  in  the 
months  following  September  11. 

Still,  I  wasn't  considering  chucking 
my  PalmPilot  for  lesson  plans  until 
I  was  seduced  by  a  series  of  subway 
ads.  "You  remember  your  first  grade 
teacher's  name,"  the  one  for  Teach- 
ing Fellows  read.  "Who  will  remember 
yours  ?"  My  bank  account  fattened  by 
the  dot  -  com  boom ,  I  figured  I  could 
afford  a  few  years  in  the  blackboard 
jungle.  After  getting  the  blessing  of 
my  wife,  who  was  about  to  become  the 
main  breadwinner,  I  leaped. 

After  training  to  become  legally  cer- 
tified to  teach  -  six  weeks  of  training 
on  the  basics  of  lesson  planning  and 
classroom  management  - 1  took  the 
helm  of  a  fifth -grade  summer- school 


class.  A  month  after  the  class  ended, 
I  was  placed  at  P.S.  277. 1  had  few 
romantic  notions  about  teaching.  Still, 
the  reality  was  daunting.  Not  one  in 
five  of  my  school's  students  could  read 
at  grade  level,  so  I  rolled  up  my  sleeves 
and  got  to  work.  I  established  myself 
as  a  no-nonsense,  high- expectations 
teacher.  My  class  was  structured;  rules 
and  consequences  enforced.  "I  don't 
make  any  excuses,"  I  told  my  students 
often,  "and  I  don't  take  any."  I  gave  lots 
of  homework  and  pushed  my  students 
hard.  "Mr.  P.  don't  play"  was  the  word 
in  my  class.  Parents  loved  me. 

Although  I  had  budgeted  for  two 
years  in  the  South  Bronx,  the  chalk 
dust  got  into  my  blood.  Yet  somehow, 
in  year  five,  I  hit  a  wall.  Over  the  course 
of  the  school  year,  several  students 
were  transferred  out  of  my  room— one 
whose  parents  complained  I  gave 
too  much  homework,  another  whose 
father  didn't  like  that  I  enforced  the 
school's  uniform  policy.  Then  came  the 
confrontation  in  the  principal's  office. 
Frustrated  and  increasingly  bitter,  I  re- 
alized I  was  becoming  exactly  the  kind 
of  teacher  I  had  signed  up  to  replace . 
I  had  no  desire  to  go  back  to  corporate 
life,  but  this  couldn't  go  on.  I  simply  no 
longer  felt  effective. 

I  was  especially  frustrated  for  my 
highest  -  achieving  students.  I  have 
nothing  but  admiration  for  high- 
minded  education  reformers,  teachers, 
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d  administrators  who  want  to  make 
re  every  child  goes  to  a  great  school, 
t  one  of  the  unintended  conse  - 
jences  of  the  accountability  move - 
;nt  in  schools  is  that  virtually  all  of  a 
tcher's  time  and  attention  goes  to  the 
vest -performing  students.  We  lie  to 
rselves  that  we're  educating  high- 
rforming  kids  because  they  test  at 
above  grade  level  on  dumbed -down 
ite  tests.  In  reality  we're  neglect - 
\  our  brightest  low- income  kids 
tually  as  a  matter  of  policy,  all  but 
aranteeing  their  future  struggles  in 
liege  and  the  workplace. 
N'ot  ready  to  give  up  on  giving  back, 
ame  up  with  a  plan:  I  would  merge 
5  public  -  relations  work  that  had 
stained  me  for  years  with  my  passion 
•  urban  education.  There  were  plenty 
education  nonprofits,  charitable 
indations,  and  think  tanks  working 
end  the  achievement  gap.  Surely  one 
them  could  use  a  little  media  savvy. 
For  the  first  time  in  20  years,  I  hit  the 
cks.  Job -hunting  and  networking 
re  like  dating,  a  mix  of  exhilara- 
n  and  humiliation.  Organizations 
-anted  to  work  for  didn't  want  me. 
e  ones  that  wanted  me  weren't  a  fit. 
ptember  was  coming.  I  wasn't  quite 
nicking,  but  I  could  feel  the  nervous 
srgy  emanating  from  my  wife,  who 
d  patiently  indulged  my  second  ca- 
;r.  Not  only  hadn't  I  saved  a  nickel  as 
sacher,  but  my  daughter's  private  - 
lool  tuition  exceeded  the  take-home 
I  from  my  $43,000  annual  salary, 
employment  was  not  an  option, 
n  August  the  phone  rang.  It  was  the 
>ther  of  one  of  my  former  students, 
ta  years  earlier  I  had  encouraged 
gela  Davila  to  have  her  daughter 
Iber  apply  to  Prep  for  Prep,  a  New 
rk  nonprofit  founded  in  1978  that 
ks  out  the  highest -achieving  kids 
;chools  like  mine,  gives  them  14 
inths  of  "academic  boot  camp,"  then 
ps  place  them  in  the  some  of  the 
intry's  best  private  schools.  Amber 


:'l  realized  I  had  dramatically  changed  the  life 
fjf  at  least  one  terrific  kid.  It  was  the  single 
reatest  moment  in  my  professional  life." 
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Former  student 
Amber  Davila's 
success  revived 
the  author's 
confidence 


had  made  it  into  Prep, 
and  now  Angela  was 
calling  with  the  news 
that  she  had  won  a 
full  scholarship  to 
Manhattan's  Trevor  Day  School.  As  if 
she  could  read  my  mind,  she  was  telling 
me  to  not  give  up,  to  remember  that  I 
could  make  a  difference.  I  realized  I  had 
dramatically  changed  the  life  of  at  least 
one  terrific  kid.  It  was  the  single  great- 
est moment  in  my  professional  life. 

The  call  hit  me  like  a  hammer:  I 
needed  to  go  into  the  business  of 
creating  more  Ambers.  The  second  act 
of  my  second  career  began  to  emerge 
almost  unbidden.  I  stopped  looking  for 
a  job  and  started  focusing  on  the  high- 
achieving,  low-income  children  I  felt 
I  had  failed  as  a  teacher. 

An  idea  I  had  put  away  to  launch  an 
after  -  school  program  for  bright ,  inner  - 
city  kids  someday  suddenly  moved  to 
the  front  burner. 
If  the  job  I  wanted 
didn't  exist,  I 
would  create  it. 
Another  sign 
from  the  gods: 
The  Jack  Kent 


Cooke  Foundation  issued  a  report 
called  Achievement  Trap  affirming  that 
as  a  nation  we  are  doing  a  poor  job  with 
our  most  promising  low-income  kids. 
A  book  proposal  and  op  -  eds  about  the 
issue  began  to  emerge  on  my  laptop  as 
if  by  their  own  volition.  I  was  on  fire. 
Who  needed  a  job?  I  had  a  mission. 

A  few  weeks  later,  an  automated 
alert  I  had  set  up  months  earlier  on 
idealist.org,  a  Web  site  for  job- seek- 
ers in  the  nonprofit  world,  sent  a  job 
notice  to  my  inbox.  Prep  for  Prep, 
the  organization  that  had  accepted 
Amber— the  very  organization  on 
which  I  had  started  to  model  my 
nascent  after-school  program— was 
looking  to  hire  its  first  communica- 
tions director.  I've  never  sold  myself 
harder  in  my  life. 

Prep  offered  me  the  job  and  is  letting 
me  be  both  an  employee  and  a  client, 
tapping  into  its  Smart  Connections 
consulting  arm  to  try  to  get  my  after- 
school  program  off  the  ground.  The 
book  project  bubbles  along  as  well. 
My  feelings  of  frustration  have  been 
replaced  by  a  sense  that  if  teaching  was 
a  false  start,  education  was  not.  I  have 
found  a  niche  and  a  need.  1  bw  1 
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Since  1986,  the  Fidelity  Balanced  Fund  has  helped  investors  through 
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•  Has  offered  lower  volatility2  than  the  S&P  500®  with  its  targeted  60/40  mix  of 
equity  and  tbonds 

•  Morningstar's  overall  5-star  rating  for  the  period  ending  9/30/07' 

•  Beat  99%  of  (4  out  of  234  funds)  Lipper  Balanced  Fund  peers  over  the  last 
10  years  as  of  9/30/073 


*  Average  annual  total  returns  are  historical  and  include  changes  in  share  price,  reinvestment  of  dividends,  and  capital  gains,  if  any. 

1  As  of  9/30/07  the  1 0-year  average  annual  total  return  for  the  S&P  500"  was  6.57%.  It  is  not  possible  to  invest  directly  in  an  index. 

2  Volatility  as  measured  by  Beta,  a  fund's  sensitivity  to  market  movements  as  represented  by  the  benchmark  index. 

3  The  funds  are  ranked  based  on  total  return  within  a  universe  of  funds  with  similar  investment  objectives.  Rankings  include  the  reinv 
of  dividends  and  capital  gains  but  exclude  the  effect  of  the  fund's  sales  load,  if  applicable.  Lipper  Inc.  is  a  nationally  recognized  org 
that  ranks  the  performance  of  mutual  funds. 

4  Fidelity  Balanced  Fund  was  rated  against  891  (3yr),  671  (5yr)  and  379  (10yr)  funds  and  received  five  stars  for  all  time  periods.  For  ea 
with  at  least  a  3-year  history, 

Morningstar  calculates  a  Momingstar  Rating™  based  on  a  Morningstar  Risk-Adjusted  Return  measure  that  accounts  for  variation  in 
monthly  performance  (including  the  effects  of  sales  charges,  loads,  and  redemption  fees),  placing  more  emphasis  on  downward  va 
and  rewarding  consistent  performance.  The  top  10%  of  the  funds  in  an  investment  category  receive  5  stars,  22.5%  receive  4  stars,  [ 
receive  3  stars,  the  next  22.5%  receive  2  stars,  and  the  bottom  10%  receive  1  star. 
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AVERAGE  ANNUAL  TOTAL  RETURNS' 

As  of  9/30/07 


Fidelity  Balanced  Fund  (FBALX) 


(Expense  Ratio:  0.64%) 


16.40% 


15.82% 


9.81% 
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HEAVY  LIFTING 


AT  THE  FOOD  BANK 

By  Nanette  Byrnes 

The  nonprofit  world  can  be  rewarding- 
and  demanding.  Just  ask  Carol  Tienken 


When  Carol  Tienken  left  an  18-year 
marketing  career  at  Polaroid  to  become 
chief  operating  officer  of  the  Greater 
Boston  Food  Bank  eight  years  ago,  it 
didn't  take  long  for  unread  newspapers 
to  begin  stacking  up  next  to  her  desk. 
At  Polaroid  she  arrived  early  and  read 
The  Boston  Globe  before  plunging  into 
work.  But  despite  clocking  in  at  the 
Food  Bank's  Roxbury  (Mass.)  offices  at 
7:30  a.m.,  the  work  always  seems  piled 
high.  "People  think  it's  like  bankers' 
hours,"  says  50-year-old  Tienken.  "But 
I  work  really  hard  at  the  Food  Bank.  If 
you  don't  do  it,  it's  not  likely  someone 
else  is  going  to  pick  it  up." 

Unread  newspapers  were  just  one 
sign  things  were  going  to  be  different 
in  her  new  not  -  for  -  profit  job.  When 
struggling  Polaroid  offered  Tienken 
a  buyout,  she  saw  it  as  a  chance  to 
do  something  altogether  new,  with 
greater  meaning.  But  she  quickly 
found  that  even  the  basics  of  how  she 
worked— right  down  to  her  vocabu- 
lary—needed to  be  rethought.  Her 
business  skills  have  proved  invaluable 
to  the  Food  Bank,  which  distributes 
nearly  29  million  pounds  of  food  annu- 
ally to  hundreds  of  local  hunger -relief 
agencies.  It  has  doubled  in  size  since 
her  arrival.  But  she  has  had  to  become 
highly  adaptable  to  change  in  a  job  she 
describes  as  "trying  to  create  every- 
thing for  the  first  time." 

From  overhauling  the  information - 
technology  system  only  months  into 
the  job  to  her  current  role  overseeing 
the  construction  of  a  new  96,000- 
square-foot  warehouse,  the  work  has 
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never  been  dull.  A  few  weeks  ago,  clad 
in  refrigerator  gloves,  heels,  and  a  busi- 
ness suit,  Tienken  spent  the  morning 
on  the  back  of  a  delivery  truck  unload- 
ing some  of  the  38,000  frozen  turkeys 
the  Food  Bank  would  distribute  for  the 
Thanksgiving  holiday.  "You  need  to  be 
flexible,"  says  Catherine  D'Amato,  the 
Food  Bank's  chief  executive  and  Tien- 
ken's  boss.  "It's  not  a  perfect  world." 

Even  so,  more  businesspeople  are 
considering  the  jump  to  a  second 
career  in  the  not-for-profit  sector. 
Some,  like  Tienken,  take  a  midcareer 
chance.  For  others,  it's  the  feel-good 
capper  to  a  long  career  in  the  money- 
making  game.  Even  younger  busi- 
ness school  grads  are  looking  at  the 
nonprofit  world  as  a  place  where  they 
can  focus  on  a  "double  bottom  line," 
one  financial,  the  other  social  impact. 
They  are  all  much  needed.  With  donors 
increasingly  looking  for  a  clear  strate- 
gic plan  and  a  measurement  of  return 
on  dollars  given,  business  skills  are 
in  high  demand  at  nonprofits.  Bridge - 
span  Group,  a  Boston  consulting  firm, 
estimates  that  nonprofits  will  have  to 
find  640,000  new  senior  leaders  over 
the  next  10  years.  That  means  "new 
pools  of  talent  need  to  be  tapped,"  says 
Thomas  Tierney,  Bridgespan's  chair- 
man and  co-founder.  "You're  not  going 
to  fill  that  gap  by 
promoting  from 
within." 

Forabusi- 
nessperson 
looking  to  help 
meet  that  need, 


one  of  the  biggest  challenges  can 
be  simply  finding  the  opportunity. 
Nonprofits  can't  afford  headhunters, 
and  few  positions  are  posted  outside  1 
not-for-profit  circles.  Tienken's  in 
was  the  Polaroid  Foundation,  which  1 
supports  community,  cultural,  and 
educational  groups  in  the  places  whe 
it  operates,  including  Boston.  She  ha( 
served  there  voluntarily  for  five  years 
getting  to  know  D'Amato  and  other  , 
local  players.  D'Amato's  big  skills  wei 
food  banking  (moving  food  from  one 
place  to  another)  and  fund-raising.  SI 
needed  someone  who  could  scruti-  | 
nize  expenses  closely  and  manage  the 
organization's  growth. 

At  first,  Tienken  feared  she  had 
made  a  huge  mistake.  "I'm  turning  01 


Tienken's  business  skills  have  come  in  hand\ 
So  has  her  willingness  to  pitch  in  when  a 
truck  full  of  frozen  turkeys  needs  unloading 
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Rights  in  the  morning,  I'm  check- 
jhe  refrigerator  temperature.  I'm 
Icing  I  didn't  go  to  college  and  grad 
|ol  for  this,"  she  recalls.  "I  had  a  lot 
■tf ncern  whether  I  had  the  fortitude 
Ick  it  out."  Hanging  out  with  the 
i  in  the  warehouse  several  hours  a 
(fielped  her  learn  the  ins  and  outs 
ie  operation  and  connect  with  the 
Bon  that  drives  everyone  at  the 

I  Bank.  Tienken  warmed  to  what 
felly  seemed  a  foreign,  highly  emo- 
pl  culture.  "People  always  give  you 

I I  here,"  she  says.  "In  the  corporate 
id,  you  don't  come  within  six  feet 
lople  without  worrying  about 
Ition." 

lider  Tienken,  operations  are  man- 
b by  metrics.  Since  she  arrived  in 
1,  food  distributed  annually  has 
|led,  to  28.8  million  pounds  last 
4  million  of  that  perishable  pro  - 
a  category  they  were  just  getting 
hen  she  came  along.  Tienken 
er  team  evaluate  how  well  they're 
ng  their  clients— soup  kitchens 


and  food  pantries— not  only  by  volume 
but  also  with  measures  such  as  the 
food's  nutritional  content.  They  assess 
staff  performance  by  such  yardsticks 
as  how  well  they're  meeting  fund-rais - 
ing  goals.  The  broad  impact  of  their 
work  is  clear.  Through  intermediaries, 
the  Food  Bank  helps  get  food  to  83,000 
people  each  week. 

UNIQUE  OPPORTUNITIES 

Tienken  has  done  things  at  the  Food 
Bank  she  never  would  have  had  a 
chance  to  try  at  Polaroid.  She  spent  her 
first  autumn  overseeing  the  installation 
of  a  new  $60,000  information  system, 
though  she  had  zero  technological 
background.  Her  early  overhaul  of  the 
way  customers  collect  edibles  from  the 
Food  Bank  was  also  ambitious  and  far 
from  smooth.  Tienken  stopped  opening 
up  the  warehouse  to  supermarket -style 
shopping  and  began  to  require  clients 
to  fax  (or  later,  e-mail)  their  orders 
from  a  list  of  what  was  available  at  the 
warehouse,  then  come  pick  them  up. 


Her  goal  was  to  be  fair  and  help  keep 
better  track  of  inventory.  But  custom- 
ers complained  she  was  making  it 
harder  for  them  to  get  food.  "They  kept 
accusing  me  of  being  corporate,  think- 
ing that  was  an  insult,"  says  Tienken, 
"and  I'd  say,  'Thank  you.' " 

Tienken  didn't  dismiss  their 
complaints,  though.  She  now  seeks 
out  input  ahead  of  time,  including 
submitting  changes  she's  considering 
to  a  subcommittee  of  customers.  "  She 
had  to  learn  you  can't  impose  change 
without  talking  to  a  lot  of  people  about 
it,  and  you  can't  talk  to  everyone  like 
this  is  the  business  world,"  says  Beth 
Chambers,  director  of  community 
services  for  Greater  Boston  Catholic 
Charities,  a  big  client.  Now  clients, 
such  as  Pat  Adams,  director  of  Wey- 
mouth Food  Pantry,  love  the  system. 
Adams,  who  estimates  it  has  cut  the 
pantry's  weekly  shopping  from  four 
hours  to  less  than  one,  says,  "the  dif- 
ference is  night  and  day  twice  over." 
Challenges  continue.  Today  the  Food 
Bank  is  suffering,  as 
others  are,  from  a 
decline  in  federally 
supplied  food  prod- 
ucts and  a  rise  in  food 
companies'  efficiency 
(and  thus  declining  excess).  Tienken's 
team  has  successfully  lobbied  the 
Massachusetts  legislature  for  greater 
aid  based  on  the  number  of  people  they 
are  serving,  but  more  help  is  needed. 
Staff  members  continue  to  scour  the 
country  for  food,  and  lobby  Washing- 
ton for  help,  too. 

Tienken  admits  to  missing  some 
ihings  about  the  for-profit  realm, 
including  its  well-established  systems. 
But  what's  most  likely  to  lure  her  back 
is  money.  When  she  started  at  the  Food 
Bank,  she  took  a  30%  pay  cut.  Now  she 
figures  she's  making  about  half  what 
she  would  in  the  private  sector.  "How 
do  I  manage  this  so  I'm  not  working 
until  I'm  75?"  she  worries.  For  now, 
she's  still  putting  in  60 -hour  work- 
weeks, skipping  tennis  matches,  and 
doing  her  Christmas  shopping  online 
to  save  time,  in  exchange  for  another 
kind  of  payoff.  "At  Polaroid,  it  was 
cameras  and  film.  Nobody  was  going  to 
die  or  go  hungry,"  she  says.  "This  busi- 
ness does  make  a  difference."  IBWI 
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New  job,  new 
culture:  "People 
always  give  you 
a  hug  here,"  says 
Tienken 
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HELPING  BOOMERS 
GIVE  THEIR  BEST 


As  millions  of  people  in  their  50s  and  60s  exit  the  corporate  world, 
many  will  search  for  "encore  careers"  in  the  public  and  nonprofit 
sectors.  This  could  result  in  the  biggest  transformation  in  the  U.S. 
workforce  since  women  began  pouring  into  it  some  30  years  ago, 
says  Mark  Freedman,  author  of  Encore:  Finding  Work  That  Mat- 
ters in  the  Second  Half  of  Life  (Public  Affairs,  $24.95).  I  Freedman, 
founder  of  San  Francisco  think  tank  Civic  Ventures,  discussed 
the  trend  with  BusinessWeek  contributor  Toddi  Gutner. 


How  do  you  define  an  encore  career? 

It's  when  someone  can  earn  income, 
find  new  meaning,  and  use  accumu- 
lated experience  in  ways  that  have  a 
positive  impact  on  society.  At  the  same 
time,  encore  careers  fill  a  set  of  talent 
shortages  that  threaten  to  compro- 
mise our  education  and  health -care 
systems.  They  represent  the  best  use 
of  the  accumulated  experience  of  the 
baby-boomer  population. 

Why  do  you  use  the  term  only  in  the 
context  of  give-back  jobs? 

We  know  from  surveys  that  a 
significant  percentage  of  boomers 
is  already  thinking  about  working  in 
an  area  of  the  social  sector.  Our 
challenge  is  to  take  all  of  those  people 
and  get  them  jobs. 

Despite  boomers'  claims  of  wanting 
to  help  society,  is  it  possible  most 
would  rather  retire  to  a  life  of  travel 
and  golf? 

Baby  boomers  could  be  blowing  a  lot 
of  hot  air.  I  think  whether  they  retreat 
into  another  round  of  selfishness  or 
can  respond  to  JFK's  challenge-to  ask 
not  what  the  country  can  do  for  me 
but  what  I  can  do  for  the  country- will 
have  to  do  with  whether  we  as  a  society 
call  them  up  to  a  higher  purpose.  We 
need  to  create  the  on -ramps  to  work 
that  matters  and  embrace  the  talent. 
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Does  their  romanticism  blind  them 
to  the  trade-offs? 

There  is  definitely  a  lack  of  realism 
over  what  it  means  to  do  this  work. 
That's  why,  if  you  think  you  might  be 
interested  in  a  give  -back  career  for 
your  encore,  you  should  get  as  much 
experience  as  possible  before  making 
the  leap.  Boomers  will  do  these  jobs 
if  they  fed  they  are  making  a  genuine 
impact  or  if  their  time  isn't  wasted  and 


their  experience  is  put  to  good  use.  If '! 
these  things  aren't  there,  it  becomes  '| 
a  question  of  grinding  it  out  in  a  non-  j 
profit  for  less  profit  versus  working 
for  a  corporation.  I  don't  think  many  j| 
people  will  make  that  choice  unless 
they  are  masochistic. 

What  policy  changes  need  to  be 
made  to  promote  encore  careers?  | 

We  need  to  remove  all  barriers  and  di.  | 
incentives  that  keep  people  from  pur  \ 
suing  work  later  in  life.  Those  policie: 
are  vestiges  of  the  past,  when  we  triei 
topushpeople  out  of  the  workforce . 
Allowing  workers  over  65  to  get  the 
health  coverage  through  Medicare 
would  cut  employers'  costs  and  creat 
an  incentive  for  hiring  them.  We  coul 
also  allow  these  workers  to  opt  out  of 
Social  Security  payroll  deductions. 
We  need  to  duplicate  programs  tha', 
are  already  out  there.  One 
example :  Troops  to  Teachers,  1 ! 
where  you  train  retiring  Army  |r 
personnel  to  be  teachers.  It  ad 
dresses  two  problems  at  once: 
helping  people  who  have  serve  I 
their  country  and  solving  the  1 
teacher  shortage.  We  also  havr: 
to  build  new  programs  where 
there  are  no  models.  We  could  : 
offer  a  reverse  G.I.  Bill  that 
sends  older  workers  to  school 
to  get  retrained  and  back  into  i 
the  workforce  quickly.  Finally,  1. 
we  could  create  a  gap  year  to 
provide  boomers  with  "Encon 
Fellowships,"  similar  to  the    j  g 
internships  and  fellowships 
college  grads  get  when  they 
start  to  try  on  professions. 

Will  boomers  take  direction 
from  bosses  their  kids'  ages 

They  will  if  the  learning  proces*  1 :  < 
is  a  two-way  street.  Many  of  tt  ■ 
people  I  interviewed  said  the  greatest  li  •, 
benefit  of  doing  this  kind  of  work  is  thi 
interaction  they  have  with  young  peo- '' 
pie  who  are  idealistic,  energetic,  and  I 
passionate  about  the  same  issues  they  ' 
are.  They  all  appreciated  the  chance  I 
to  see  that  goals  they  hold  so  dear  an 
being  carried  on.  If  the  young  manager 
can  appreciate  what  the  older  gener; 
tion  has  to  offer,  the  boomers  will  be 
willing  to  give  up  control.  1 BW 1 


inally,  guaranteed 
|icome  that 
»aves  you  in  the 
river's  seat. 


roducing  Fidelity  Growth  and  Guaranteed  Income! 

tyou  need  in  retirement  is  income.  And  we  can  helpyou  create  a  guaranteed2  income 
im  that  will  last  and  also  has  potential  to  grow.  Fidelity  Growth  and  Guaranteed 

ie  is  a  deferred  variable  annuity  that  enables  you  to  receive  regular  payments  that 
can  depend  on  -  without  high  fees5,  and  you  still  have  access4  to  your  money.  It's 
ne  that  will  not  go  down  even  if  the  market  does,  and  can  increase  if  the  market 

up5.  It's  like  cruise  control  for  retirement. 

1  800  588  21 56  or  your  own  advisor. 
jlity.com/guaranteedincome 
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smart 


move 

Fidelity 


_ 


re  investing,  consider  the  investment  objectives,  risks,  charges  and  expenses  of  the  annuity  and  its  investment 

ins.  Call  or  write  to  Fidelity  or  visit  Fidelity.com  for  a  free  prospectus  containing  this  information.  Read  it  carefully. 

:ipal  value  and  investment  returns  of  a  variable  annuity  will  fluctuate  and  you  may  have  a  gain  or  loss  when  money 

thdrawn. 

ance  products  are  issued  by  Fidelity  Investments  Life  Insurance  Company  (FILI).  FILI  is  licensed  in  all  states  except  New  York. 

',  insurance  products  are  issued  by  Empire  Fidelity  Investments  Life  Insurance  Company9,  New  York,  N.Y.  Products  may  not  be 

ible  in  all  states.  The  contract's  financial  guarantees  are  solely  the  responsibility  of  the  issuing  insurance  company. 

ty  Growth  and  Guaranteed  Income  is  Policy  Form  No.  DVA-GWB-2007,  et  al.  Growth  and  Guaranteed  Income  is  Policy  Form  No.  EDVA- 
-2007,  et  al.  Fidelity  Brokerage  Services,  Member  NYSE,  SIPC,  and  Fidelity  Insurance  Agency,  Inc.,  are  the  distributors. 
Y.,  Growth  and  Guaranteed  lncomeSM.  2  Guarantees  are  subject  to  the  claims-paying  ability  of  the  issuing  insurance 
pany.  3  According  to  Morningstar/VARDS'5,  Fidelity  Growth  and  Guaranteed  Income's  (FGGI's)  annual  annuity  charge  of  1.25%  for 
lives  is  approximately  40%  lower  than  the  industry  average  annual  annuity  charge  of  2.05%  for  deferred  variable  annuities  offering 
inteed  withdrawal  benefits  for  life  as  of  5/31/07.  FGGI  does  not  have  a  guaranteed  minimum  death  benefit  whereas  the  industry 
ge  annuity  may.  4  Excesss  withdrawals  may  significantly  reduce  the  GWB  Amount,  and,  if  taken  during  the  first  5  contract  years, may 
ibject  to  a  2%  Surrender  Fee.    s  Up  to  age  85. 
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GOOD  WORKS 


How  to  Get  a  Seat  on  a  Nonprofit  Board 
In  Your  Community 


Whether  or  not  you're  mulling 
a  full-time  move  to  the  phil- 
anthropic world,  a  volunteer 
seat  on  a  nonprofit  board  can 
be  a  worthwhile  endeavor.  Such 
appointments  are  a  de  facto 
prerequisite  for  corporate  board 
hopefuls  and  can  create  power- 
ful networking  opportunities 
along  with  the  chance  to  do 
good  works  in  your  community. 
Here  are  a  few  tips  for  snagging 
a  nonprofit  board  seat. 

1     Start  smali.  Don't  set  your 
initial  sights  on  a  board  seat 
for  a  new  billion -dollar  hospital 
project  or  the  city's  largest  per- 
forming-arts organization.  Pick 
a  group  that's  already  close  to 
your  heart— say,  the  children's 
symphony  orchestra  where 
your  daughter  plays  viola.  It's 
essential  that  you  care  about  the 
cause  because  you'll  be  expected 
to  make  a  significant  financial 


contribution  and  engage  your 
friends  and  corporate  colleagues 
in  your  fund-raising  efforts. 

Create  a  resume  that  plays 
up  your  on-  and  off-the-job 
strengths.  If  you  served  as  band 
Mom  for  your  child's  drum- 
and-bugle  corps  on  its  six-state 
tour,  you've  got  something 
to  offer  the  typical  nonprofit 
board.  Boards  are  looking  for 
nuts-and-bolts  folks  to  take  on 
treasurer,  membership-liaison, 
and  database -management 
roles,  and  movers  and  shakers  to 
rev  up  marketing,  donor  culti- 
vation, and  publicity  efforts. 

Post  a  profile  at  boardnet- 
usa.org  to  let  local  boards 
know  you're  available.  Tell 
co-workers  and  friends  you're 
hunting  for  a  nonprofit  board 
seat,  and  one  will  find  you 
sooner  than  you  may  expect. 


WEB  RESOURCES 


GETTING  INTO  GIVING  BACK 


About.com 

Boardnetusa.org 
Boardsource.org 

Compasspoint.org 

Graziadio  School  of  Busi- 
ness &  Management  at 
Pepperdine  University 

ldealist.org 


Go  to  nonprofit.about.com/od/volunteers/ 
bb/serveboard.htm  for  questions  prospective 
board  members  should  ask  themselves 

Site  for  professionals  looking  to  join  nonprofit 
boards  and  boards  seeking  members 

Resource  for  nonprofit  governance  best 
practices— worthwhile  reading  before 
you  jump  in 

The  newsletter  Board  Cafe  is  full  of  tips  for 
nonprofit  board  members  and  wannabes 

Go  to  gbr.pepperdine.edu/993/boards.html 
to  read  a  reality-check  article  called  "To  Join 
or  Not  to  Join...'?" 

A  Web  site  for  all  things  philanthropic  and 
community-minded 


ADJUSTING 


Patience,  Patience 


Moving  from  a  speedy,  customer-focused 
for-profit  enterprise  to  a  philanthropic 
organization  can  be  eye -opening.  Expect  to 
encounter  these  realities  when  you  decamp 
for  a  not-for-profit: 

Culture  shock.  The  pace  of  not-for-profit 
decision -making  can  drive  a  corporate  refugee 
to  distraction.  You  may  think  a  grassroots  com- 
munity group  is  akin  to  a  startup.  But  people 
aren't  typically  hired  into  nonprofits  for  their 
business  savvy  or  ability  to  execute  on  a  dime. 
Once  the  culture  shock  wears  off,  you  may  push  t 
for  culture  change.  That  process  can  be  slow. 

Politics.  Some  say  the  politics  in  philan- 
thropy are  worse  than  in  corporate  life  because 
resources  are  so  constrained.  Be  ready  to  set  a 
tone  for  up -front  communication,  to  adjudicate 
a  simmering  feud  or  two,  or  even  to  make  some 
personnel  changes. 

A  do-it-yourself  mindset.  If  you  have  the  top 
job,  you  may  make  the  trade-off  and  do  your 
own  stapling  or  reserve  your  own  hotel  room 
rather  than  pay  an  additional  staff  salary.  But 
don't  say  you  weren't  warned. 
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Whoever  said  you  have  to  wait  tor  your 
"or  to  break  to  get  an  LG? 
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Chances  are  your  old  refrigerator  is  doing,  a  perfectly  good  job  ot  keeping  your  milk  cold,  but  is  it  doing 
anything  more  exciting  than  that?  LG  introduces  a  new  French  Door  refrigerator  with  auto-closing  doors, 
the  tallest  water  dispenser  available,  :a«i  intelligent  control  center  and  a  host  of  other  innovations  that 
will  make  this  your  dream  refrigerator.  .Until  now,;  there  was  no  such  thing.  LGUSA.COM 
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GENENTECH'S 


GAMBLE 


By  Ariene  Weintraub         Behind  the  biotech  pioneer's  quest 

Illustrations  By  Paul  Dallas 

to  conquer  autoimmune  disease 


In  the  12  years  since  Arthur  D.  Levinson  took  over  as  CEO  of 
Genentech,  the  company  has  released  seven  new  drugs,  in- 
cluding three  multibillion-dollar  cancer  treatments.  But  Wall 
Street  types  are  still  breathing  down  Levinson's  neck,  nagging 
him  to  come  up  with  the  next  big  idea.  On  Dec.  4,  the  pressure 
intensified  when  advisers  to  the  U.  S.  Food  &  Drug  Administra  - 
tion  voted  against  approving  Genentech's  colon  cancer  drug, 
Avastin,  for  breast  cancer.  The  company's  stock  plunged  10%. 
The  need  to  innovate  has  led  other  pharmaceutical  CEOs  to 
hire  consultants  and  craft  new  management  strategies  in  a 
desperate  effort  to  come  up  with  more  blockbusters.  This  ap- 
proach irks  the  57-year-old  ex-biochemist.  "I'm  sick  of  the 
word  'innovation,' "  he  said  earlier  this  year. 

As  the  drug  industry  grapples  with  patent  expirations  and  a 
chronic  lack  of  exciting  drugs  in  the  pipeline ,  Levinson  faces  a 
unique  challenge -living  up  to  his  own  track  record.  Genen- 
tech gave  birth  to  the  biotech  industry  in  1976,  exploiting  a 
new  technique  to  produce  protein-based  drugs  from  cloned 
genes.  Levinson  started  out  as  a  cancer  researcher  at  the  com- 
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pany  in  1980  and  moved  quickly  up  the  lad- 
der by  espousing  a  radical  set  of  management 
principles:  Stay  focused  on  the  science.  Tune 
out  Wall  Street's  insistence  on  short-term 
profits.  And  leap  at  new  drug  opportunities 
"that  other  people  think  stink." 

For  a  time,  his  maverick  approach  pro- 
duced an  impressive  winning  streak.  Soon 
after  he  took  over  as  CEO,  he  briefly  amped  up 
Genentech's  research  spending  to  50%  of  the 
company's  sales— more  than  twice  what  most 
drug  companies  spend  on  R&D.  The  resulting 
stream  of  hit  drugs  pushed  Genentech's  sales 
up  from  $1  billion  to  $9  billion  since  1999, 
and  the  company  swung  from  a  $1  billion  loss 
that  year  to  profits  of  $2  billion  in  2006.  Ge- 
nentech's market  cap  soared  past  $75  billion, 
surpassing  the  valuations  of  Amgen,  Bristol- 
Myers  Squibb,  and  Schering-Plough. 

This  year,  however,  Genentech  has  lost 
much  of  its  luster.  Even  before  the  Avastin 
disappointment,  Genentech's  revenue  growth 
had  been  slowing  down,  to  22%  last  quarter 
from  43%  in  the  first  quarter.  Genentech's  shares  have  fallen 
26%  off  their  one-year  high.  "We're  seeing  a  massive  decel- 
eration of  products  that  are  relatively  mature,"  gripes  Eric 
Schmidt,  an  analyst  for  investment  bank  Cowen  &  Co.  who 
recently  sent  a  note  to  clients  calling  the  biotech  "uninspir- 
ing" and  "lackluster." 

Levinson  doesn't  get  ruffled  by  such  criticism.  Sitting  in 
his  office  overlooking  Genentech's  fast  -  expanding  campus  in 
South  San  Francisco  this  past  August,  the  CEO  turned  pen- 
sive :  "I  ask  myself:  Have  we  just  been  lucky,  or  do  we  have  the 
foundation  to  continue  this  streak?  I  think  it's  the  latter." 

INSIGHTS  OF  AN  OUTSIDER 

To  prove  it,  Levinson  is  taking  on  one  of  the  most  treacher- 
ous areas  of  medicine.  He's  targeting  diseases  that  arise  when 
the  immune  system  becomes  deranged,  attacking  the  very 
tissues  and  organs  it's  supposed  to  protect.  These  so-called 
autoimmune  diseases  include  multiple  sclerosis,  rheumatoid 
arthritis,  lupus,  and  more  than  80  other  ailments  for  which 
there  are  few  effective  or  lasting  treatments.  Together,  they 
afflict  some  23.5  million  Americans  and  are  so  disruptive  for 
victims  that  they  cost  the  U.S.  health-care  system  $100  bil- 
lion a  year — nearly  double  the  economic  burden  of  cancer. 

Tackling  autoimmune  disease  is  an  enormous  opportunity 
for  Genentech  -  and  the  biggest  gamble  it  has  ever  taken .  The 
field  is  littered  with  failures,  Levinson  notes,  such  as  drugs 
that  don't  work  for  huge  swaths  of  patients  or  that  cause  side 


ONCE  GENENTECH  FOCUSED  ON  IMMUNOLOGY, 
IT  WENT  FULL-THROTTLE,  DEPLOYING  HUNDREDS 
OF  RESEARCHERS  TO  PURSU ;  NEW  DRUGS 


effects  worse  than  the  diseases  themselves.  What's  n 
competition  in  autoimmune  research  is  growing  mon 
tense.  Companies  ranging  from  Amgen  to  Novartis  are  v 
for  leadership  positions,  with  some  charting  early  succe 
in  rheumatoid  arthritis.  A  number  of  Genentech's  first  fc 
into  this  area  have  fared  poorly,  in  part  because  there  ai 
many  new  contenders. 

Much  of  the  challenge  stems  from  the  fact  that  sciem 
have  barely  begun  to  understand  the  cascade  of  biol 
cal  miscues  that  trigger  the  illnesses.  And  even  though  1 
companies  currently  rack  up  some  $  1 0  billion  a  year  in  sal 
autoimmune  treatments,  the  need  for  better  drugs  couldn 
more  urgent.  In  lupus,  for  example,  the  immune  system 
bushes  the  organs,  turning  the  liver,  kidneys,  or  skin  to  m 
In  multiple  sclerosis,  it  assaults  the  nerves  in  the  brain 
spine.  In  rheumatoid  arthritis,  it  destroys  the  joints.  W 
these  afflictions  rarely  kill,  they  rob  their  victims  of  everytl 
that  makes  life  worth  living:  mobility,  independence,  dig] 
"I  really  wished  I  could  die,"  says  rheumatoid  arthritis  pat 
Nancy  Kowalski,  66,  a  sign-language  interpreter  in  Rockv 
Md. ,  who  tried  many  different  drugs.  The  medicines  darru 
her  spine,  left  her  exhausted,  and  didn't  reduce  the  extr> 
swelling  in  her  hands,  shoulders,  and  feet.  The  pain  wa 
intense  she  couldn't  work,  and  her  hands  grew  so  gna 
that  her  granddaughter  had  to  help  with  simple  tasks  like 
screwing  the  cap  on  her  toothpaste.  "I  couldn't  function: 
Genentech's  efforts  to  help  patients  like  Kowalski  be 
with  the  insights  of  a  pharmaceut 
outsider.  British  physician  Jonat 
Edwards  had  been  watching  the  cc 
pany's  cancer  drug  Rituxan  from 
early  days  of  its  development  thro 
its  1997  approval  to  treat  non-Ho 
kins  lymphoma.  He  had  a  theory  t 
the  drug's  method  of  annihilat 
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cancer-causing  cells  might  also  ease  the  agony 
of  rheumatoid  arthritis.  Edwards,  a  professor  at 
University  College  of  London,  spent  two  years 
trying  to  grab  the  attention  of  scientists  who  were 
involved  in  developing  Rituxan.  First  he  called 
Idee  (now  Biogen  Idee),  which  discovered  the 
drug  and  later  partnered  with  Genentech  to  co- 
develop  and  market  it.  Then  he  phoned  Swiss 
Pharmaceutical  giant  Roche,  a  third  partner  in 
Rituxan's  birth.  (Roche  owns  more  than  55%  of 
Genentech's  shares.) 

Edwards'  calls  went  unreturned,  so  he  waited 
until  Rituxan  hit  the  market,  bought  it  himself, 
and  began  testing  it  in  five  of  his  own  patients  in 
1998.  All  five  felt  better.  In  late  2000  he  presented 
the  results  of  his  trial  at  a  conference  in  Philadel- 
phia. Genentech  scientists  brought  the  news  to 
Dr.  Susan  Desmond-Hellmann,  the  company's 
chief  of  development.  She  recalls  being  shocked 
at  "how  against  the  dogma  it  was"  for  a  cancer 
drug  to  beat  back  an  autoimmune  disease.  "It  was 
my  personal  'aha!'  moment." 

When  Hellmann  and  her  colleagues  alerted 
11  rinson  to  the  Rituxan  news,  the  CEO  got  so  revved  up  that 

I  ;ook  Edwards'  report  to  a  meeting  of  Genentech's  board  of 
!i  sctors.  He  urged  them  to  support  a  full  research  program 
ce  Rituxan  in  autoimmune  disease.  Other  CEOs  might  have 
fo  ked  at  hitching  an  ambitious  plan  to  such  a  minuscule 
at  dy.  But  Levinson,  whose  background  includes  a  PhD  in  bio  - 

■mistry  from  Princeton,  doesn't  think  like  a  typical  CEO. 
i  lile  studying  the  research  report  by  Edwards,  Levinson's 
oi  i  went  straight  to  the  "p-value"— the  probability  that  the 
hi  ients  improved  by  pure  chance  and  not  because  of  Rituxan. 
al  :his  case,  that  probability  was  less  than  1  in  1,000.  "The 
in  y  way  you  get  that  good  a  p-value  with  that  small  number 

II  patients  is  if  a  drug  works  really  well,"  Levinson  says. 

The  board  had  every  reason  to  trust  Levinson.  The  parade 

lit  cancer  drugs,  which  by  then  was 
\\  11  under  way,  stemmed  from  his 
ft  tial  heavy  investment  in  R&D,  says 
ij  she  CEO  and  former  Genentech 

ird  member  Franz  B.  Humer.  Roche 
b  >  been  a  majority  owner  since  1990 
u  [  has  let  Genentech  operate  as  an 

lependent  company.  Roche  has  the 
ion  of  developing  and  marketing 

nentech's  drugs  overseas  and,  in- 

»d,  derives  nearly  half  its  sales  from 

>se  products.  As  for  Levinson's  deep 

re  into  immunology,  says  Humer, 

7e  will  follow  Art's  principle  to  go 

ere  science  takes  us." 

Senentech  had  only  dabbled  in  im- 

mology  before  it  discovered  the 

Iden  powers  of  Rituxan.  With  the 

ird's  blessing,  Levinson  launched  a 

)gram  to  study  the  drug  as  a  possible 

atment  for  rheumatoid  arthritis, 


IN  DEPTH 


MS,  and  lupus.  And  Genentech  deployed  a  third  of  its  1,000 
researchers  to  pursue  new  drugs  to  fight  autoimmune  disease. 
Pinning  down  Rituxan's  role  required  Genentech  scientists 
to  rethink  everything  they  knew  about  how  the  body's  defense 
mechanisms  go  astray.  The  immune  system  is  a  vast  network 
of  cells  that  normally  work  together  to  distinguish  "self"  from 
"other,"  meaning  invaders  like  bacteria.  But  in  diseases  such 
as  MS,  the  body's  own  cells  are  treated  as  intruders.  Conven- 
tional wisdom  attributes  this  to  a  malfunction  of  front-line 
defenders  known  as  T  cells,  which  most  autoimmune  drugs 
target.  But  Rituxan  works  by  killing  accomplices  called  B 
cells — a  fact  that  gave  Genentech  a  whole  new  perspective . 

CREAM  OF  THE  CROP 

The  scientists  were  aware  that  messing  with  the  immune 
system  is  an  inherently  risky  undertaking.  A  treatment  that 
cracks  down  too  hard  on  the  body 's  natural  defenses  can  leave 
patients  vulnerable  to  infections.  In  fact,  many  drugs  meant 
to  treat  autoimmune  diseases  fail  to  win  approval  from  the 
Food  &  Drug  Administration  because  the  side-effect  risks 
outweigh  the  benefits.  This  is  not  like  cancer,  where  patients 
suffer  through  toxic  drug  therapies  because  the  alternative  is 
death.  Autoimmune  diseases  strike  patients  in  their  prime, 
and  drug  cocktails  designed  to  ease  the  symptoms  will  be 
taken  for  decades.  So  patients  are  on  high  alert  about  pos- 
sible side  effects,  and  so  is  the  FDA.  "That's  a  dynamic  that's 
always  in  your  face  in  immunology,"  says  Levinson. 

Under  Levinson,  Genentech's  culture  has  defied  the  in- 
dustry norm.  Its  scientific  journey  has  been  guided  by  ex- 
ecutives who  more  closely  resemble  the  staff  of  an  academic 
medical  center.  Hellmann  was  once  an  oncologist.  Research 
chief  Richard  Scheller  taught  biology  at  Stanford  University 
for  16  years  — an  unconventional  resume  for  such  a  high- 
ranking  position.  For  entry-level  scientists,  getting  a  job  at 
Genentech  is  like  being  admitted  to  an  Ivy  League  graduate 
program.  The  company  favors  scientists  who  have  published 
papers  in  medical  journals,  and  candidates  must  explain  their 
work  in  hour-long  presentations  be- 
fore a  five-person  hiring  committee. 
"We  don't  just  want  someone  who 
will  do  a  good  job,"  Scheller  says.  "We 
want  someone  who  could  win  the 
Nobel  Prize." 

Levinson  himself  is  still  in  the  thick 
of  scientific  decision-making.  When 
newly  hired  researchers  defend  their 
early-stage  research  in  meetings,  he 
often  drops  in  to  pepper  them  with 
questions.  It's  rare  for  pharmaceuti- 
cal CEOs  to  get  so  deeply  involved  in 
research  that  isn't  anywhere  close  to 
yielding  marketable  products,  Schell- 
er says .  Adds  Vishva  Dixit ,  vice  -  presi- 
dent for  discovery 
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Rituxan  relieved 
the  agony  of 
rheumatoid 
arthritis  for 
Nancy  Kowalski 


research,  "He'll 
send  us  e-mails  at 
2  a.m.  about  some 
journal  article,  and 
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CEO  Levinson 
quickly  saw 
the  potential  of 
Rituxan-and  the 
board  trusted  him 


he'll  say:  'Have  you  read  this  paper? 
Look  at  figure  5,  panel  E.'  He's  the  CEO, 
and  he's  sitting  at  night,  pondering  sci- 
ence. That's  an  awfully  powerful  mes- 
sage to  the  rank  and  file." 

In  2003,  Levinson  and  his  crew  got 
an  early,  painful  glimpse  of  how  big  a 
challenge  they  may  be  facing  in  auto- 
immune disease.  The  company  re- 
leased a  drug  called  Raptiva  to  treat  the 
autoimmune  skin  disease  psoriasis.  It 
worked  well  enough,  but  some  patients 
suffered  flare-ups  when  they  stopped 
taking  the  drug.  Genentech  didn't  know 
why  and  hadn't  kept  track  of  patients 
in  clinical  trials  after  they  went  off  the 
medication.  The  problem  made  it  dif- 
ficult to  compete  with  Amgen,  Johnson 
&  Johnson,  and  Abbott  Laboratories,  all 
of  which  subsequently  introduced  pso  - 
riasis  treatments  that  proved  superior. 
Genentech's  scientists  later  observed 
that  Raptiva  worked  best  in  treating 
psoriasis  that  strikes  the  hands  and  feet,  but  it  was  too  late— 
doctors  had  already  deemed  Raptiva  an  inferior  choice. 

As  they  watched  Raptiva  struggle  to  gain  traction  in  a  com- 
petitive market,  Genentech's  scientists  vowed  to  change  how 
they  studied  other  drug  candidates  for  autoimmune  disease. 
Now  they  carefully  track  patients  after  they  leave  clinical  tri- 
als. And  they've  begun  looking  for  clues  that  will  help  them 
"personalize"  new  drugs  to  groups  of  patients  that  are  most 
likely  to  respond,  Hellmann  says— in  essence,  applying  what 
they  learned  with  Raptiva  earlier  in  the  development  process. 

SURPRISING  SCANS 

To  better  match  patients  with  drugs,  Levinson  took  the  odd 
step  of  hiring  away  five  autoimmune  specialists  from  a  single 
lab  at  the  University  of  Minnesota  last  year.  They  are  experts 
in  searching  for  "biomarkers,"  molecular  signals  that  reveal 
the  unique  makeup  of  each  patient's  disease .  While  the  pool  of 
patients  for  each  personalized  drug  is  small,  such  treatments 
can  be  lucrative.  For  example,  only  30%  of  breast  cancer  pa- 
tients carry  the  markers  that  qualify  them  for  Genentech's 
drug  Herceptin,  yet  the  treatment  is  worth  $1  billion  a  year. 
But  autoimmune  diseases  are  more  challenging,  says  rheu- 
matologist  Timothy  W.  Behrens,  who  was  the  lead  biomarker 
expert  scouted  from  the  University  of  Minnesota.  Lupus,  for 
one,  "can  involve  skin,  brain,  lungs,  heart,  kidneys,"  he  says. 
"Every  lupus  patient  I've  ever  treated  is  unique." 

The  economics  of  a  personalized  approach  are  fragile. 
Suppose  a  new  lupus  drug  works  for  only  20%  of  patients 
with  that  condition.  Can  Genentech  use  the  small  patient 
pool  to  justify  charging  sky-high  prices?  The  answer  should 
be  yes,  insists  Levinson.  But  Genentech  has  come  under  fire 
in  Congress  for  overpricing  its  drugs.  By  nature  a  private  per- 
son, Levinson  loathes  lobbying,  yet  he  recently  made  several 
trips  to  Washington  to  lecture  lawmakers  on  the  high  costs 
of  developing  biotech  drugs.  He  worries  that  Congress  may 
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make  "stupid  decisions"  to  cap  drug  prices  "based  o 
incorrect  understanding  of  the  economics  of  the  indus 

Identifying  biomarkers  might  also  help  Genentech  sc 
out  patients  who  are  susceptible  to  side  effects.  In  Febn 
2005,  while  Genentech  was  still  developing  Rituxan  for 
its  partner,  Biogen,  released  its  own  heralded  MS  drug,  T 
bri.  It  looked  like  a  surefire  success— right  up  the  point  v 
patients  started  to  die.  The  culprit  was  a  rare  brain  virus 
may  have  been  able  to  infect  patients  because  their  imn 
systems  were  weakened  by  Tysabri.  "It  was  so  unexped 
recalls  Dr.  Michael  Panzara,  chief  medical  officer  of  Biog 
neurology  business.  "We  think  we're  so  smart  about  ai. 
immune  disease.  Then  something  like  this  happens  anc 
have  to  rethink  everything."  Genentech  promptly  redesig 
its  Rituxan  trials,  building  in  extra  patient  checkups  in  he 
that  physicians  would  spot  dangerous  side  effects  fast.  () 
gen  is  on  the  block  and  is  expected  to  fetch  more  than  $20 
lion,  largely  because  of  its  stakes  in  Tysabri  and  Rituxan. ) 

It  is  still  early  days  for  Rituxan  in  autoimmune  disease, 
there  have  been  some  important  milestones.  On  a  Saturdf 
the  summer  of  2006,  the  MS  research  team  gathered  in  a  c 
ference  room  to  review  early  results  of  a  key  Rituxan  trial 
they  studied  MRI  scans  of  patients '  brains ,  they  were  ama 
to  discover  that  the  signs  of  the  nerve -ravaging  disease 
dropped  by  9 1% ."  I  can  forever  remember  sitting  in  this  re 
and  watching  a  story  unfold  that  we  really  hadn  't  seen  befc 
recalls  Craig  Smith,  a  medical  director  at  Genentech. 

Rituxan  was  approved  to  treat  rheumatoid  arthritis  in  F 
ruary,  2006,  and  has  captured  10%  of  the  market.  For  patie> 
such  as  Nancy  Kowalski,  the  sign  language  interpreter, 
drug  has  been  a  lifesaver.  She  got  her  first  infusion  in  Mai 
2007.  While  the  needle  was  still  in  her  arm  she  glanced  at 
hands  and  couldn't  believe  what  she  was  seeing.  "The  swi 
ing  was  going  down."  Kowalski  has  gone  back  to  work. 

Genentech  will  announce  key  Rituxan  data  in  lupus  i 
MS  next  year,  and  it's  working  on  some  completely  new  < 
proaches  to  autoimmune  disease.  The  mandate,  as  alwa 
is  to  consider  ideas  others  might  overlook.  "There's  this  t 
mendous  herd  instinct  out  there,"  Levinson  says.  "That 
great  opportunity,  because  often  the  crowd  is  wrong."  1 BW 
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More  Clicks 


At  the  Bricks 


How  retail  stores  are  scrambling  to  catch  up  with 
shoppers  empowered  by  the  Web 


By  Nanette  Byrnes 

A  couple  of  years  ago,  Erik  B.  Nord- 
strom, store  president  for  his  family's 
retailing  empire,  noticed  something 
disturbing.  Customers  were  no  longer 
wowed  when  his  staff  offered  to  call 
other  stores  and  find  that  out  -  of  - 
stock  size  6  black  cocktail  dress. 
Instead,  "they  looked  at  us  like  we 
were  crazy,"  he  says.  "  'Why  don't  you 
just  go  on  your  computer  and  find  it  ? ' 
they'd  ask."  Suddenly,  the  department 
store's  vaunted  reputation  for  cus- 
tomer service,  nurtured  for  more  than 
a  century,  looked  dangerously  dated. 
And  as  far  as  Erik  Nordstrom  was  con- 
cerned, the  Web  was  to  blame. 

The  Internet  hasn't  destroyed  brick - 
and-mortar  retailing,  as  many  once 
feared.  But  has  it  ever  changed  con- 
sumer behavior.  Across  the  U.S.,  stores 
are  playing  catch -up  with  shoppers 
habituated  not  only  to  the  speed  and 
convenience  of  purchasing  online  but 
also  to  the  control  it  gives  them.  The 
Web  provides  shopping  when  you  like, 
where  you  like,  with  access  to  gobs  of 
research-from  a  product's  attributes 
to  where  it's  cheapest.  No  real -world 
store  can  replicate  all  that. 


But  increasingly  retailers  are  trying 
to  give  customers  more  control  over 
the  shopping  experience.  That  often 
means  bringing  Web -style  technology 
into  the  store.  AMR  Research  estimates 
retailers  will  spend  $766  million  this 
year,  up  14%  from  2006,  on  things  like 
cash  registers  that  locate  inventory. 
Bloom  supermarkets,  which  are  owned 
by  Food  Lion,  have  poured  money  into 
a  sophisticated  system  that  allows 
shoppers  to  pick  up  a  scanner  and  gro- 
cery bag  at  the  front  of  the  store ,  keep 
track  of  the  bill  as  they  shop,  down- 
load the  scanner  at  the  self-service 
checkout,  and  pay.  Voila— the  weekly 
food  run  with  fewer  hassles,  in  Internet 
time.  Retailers  know,  of  course,  that 
gadgetry  will  take  them  only  so  far. 
So  they're  trying  to  replicate  the  best 
things  about  the  Web  but  in  a  more 
personal  way.  That's  why  Best  Buy  is 
retraining  its  sales  employees  so  they 
know  more  about  their  products  than 
their  Google-happy  customers. 

Whatever  the  approach— high  tech 
or  low— retailers  know  it's  crunch 
time.  Services  are  popping  up  that 
allow  consumers  to  use  their  smart  - 
phones  to  learn  what  other  retailers 


are  charging  for  a  given  item,  which 
means  competing  on  price  is  no  long* 
enough.  Meanwhile,  industry  watch-  - 
ers  are  citing  declining  foot  traffic  as 
evidence  that  shopping,  the  other 
great  American  pastime,  may  be  losirp  1 
ground  to  Web -based  entertainment  t; 
"Five  years  from  now,"  asks  Barnes  &  I 
Noble  Chairman  Leonard  Riggio,  "to  1 
what  extent  will  people  see  buying  a 
gift  at  retail  as  essential?" 

| 

FORGET  FEDEX 

Over  the  past  few  years,  most  big  re- 
tailers have  built  thriving  online  store: 
And  increasingly  they're  using  them 
to  coax  shoppers  to  their  brick-and- 
mortar  outlets.  Many  now  allow  onlin 
shoppers  to  pick  up  purchases  at  their  1 
local  store.  It's  a  smart  move.  Impa- 
tient consumers  need  not  wait  for  the  ' 
FedEx  guy.  More  important,  getting 
people  to  show  up  gives  retailers  an 
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>rtunity  to  sell  them  more  stuff, 
ircuit  City  Stores  has  been  par- 
tly aggressive  on  this  front.  The 
:ronics  retailer  promises  that 
le  purchases  will  be  available  for 
up  in  24  minutes.  If  the  item  isn't 
y,  shoppers  get  a  $24  gift  card.  Cir- 


cuit City  reports  that  50%  of  its  online 
orders  are  now  picked  up  in  stores.  And 
staff  make  a  point  of  pushing  acces- 
sories: Do  you  want  a  carrying  case  for 
that  camera,  sir?  Ben  Tan,  a  computer 
programmer  from  Brooklyn,  N.Y., 
recently  ordered  a  $40  Sony  AM/FM 


A  Nordstrom  store 
in  Costa  Mesa, 
Calif.  The  retailer 
is  testing  perfume 
kiosks 


radio  online  for  his 
wife.  "She  wanted  it 
sooner  than  later," 
he  says.  So  he  went 
to  the  store.  In  the 
spring,  a  similar  program  at  Wal-Mart 
drove  a  20%  increase  in  the  number 
of  customers  who  spent  an  extra  $60 
during  pickup. 

Today's  consumer  doesn't  always 
have  the  patience  for  traipsing  around 
a  store  looking  for  the  perfect  cash- 
mere scarf  or  obscure  French  novel. 
So  Barnes  &  Noble  and  other  retailers 
are  installing  kiosks  that  allow  people 
to  search  inventory,  locate  merchan- 
dise, and  order  out-of-stock  items. 
Consumers  also  want  to  know  about 
special  sales  and  trunk  shows,  and  re- 
tailers have  become  increasingly  adept 
at  figuring  out  who  is  most  likely  to 
show  up  and  alerting  them  by  e  -  mail. 
Veteran  Nordstrom  personal  shopper 
Nader  Shafii  now  keeps  5,000  custom- 
ers in  a  database  and  routinely  blasts 
come-onsto500  of  them.  Shafii  says 
he's  selling  37%  more  merchandise 
as  a  result.  Now  Nordstrom  is  experi- 
menting with  text  -messaging  the  cell 
phones  of  younger  customers. 

Few  retailers  are  attempting  to  give 
customers  more  control  than  grocer 
Bloom.  Visitors  to  shopbloom.com  can 
key  in  a  shopping  list  and  get  a  printout 
of  the  aisles  they  need  to  hit.  That 
can  be  risky,  because  when  shoppers 
know  what  they  want  and  where  to 
find  it,  they  may  be  less  likely  to  buy  on 
impulse.  Echoing  the  Internet's  user- 
generated  craze,  Bloom  also  lets  people 
"build  your  own  six-pack"  of  imported 
brews.  Throwing  away  decades  of  habit 


IE  INFORMED  CONSUMER    I    Wholesale  changes  in  the  way  we  shop 


)9%  62%  39%  61%  9% 


search  products 
ine  before  going 
a  store  to  make  a 
rchase 


Have  looked  at  least 
once  at  an  online 
peer  review  before 
making  a  purchase 


Compared  a  prod- 
uct's feature  and 
price  across  retail 
outlets  online  before 
buying 


Want  to  be  able  to 
scan  bar  codes  and 
access  information 
on  other  stores' 
prices 


Used  a  cell  phone 
to  text-message  a 
friend  or  relation 
about  a  product 
while  shopping 


tecenture,  Deloitte,  WSL  Strategic  Retail,  IBM 
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and  convention  hasn't  been  easy, 
says  Bloom  marketing  director  Robin 
Johnson:  "It's  a  paradigm  shift." 

Another  retailing  convert  is 
Melissa  Balas,  who  helps  oversee 
customer  service  at  a  Best  Buy  store  in 
Durham,  N.C.  For  years,  Balas's  em- 
ployer didn't  put  as  much  emphasis  on 
getting  its  sales  staff  acquainted  with 
what  it  was  selling.  That  won't  fly  any- 
more. Few  products  are  more  zealously 
researched  online  than  digital  gadgets; 
numerous  sites  are  dedicated  to  that 
very  purpose.  Balas  says  her  people 
were  having  a  hard  time  keeping  up 
with  increasingly  savvy  customers. 

In  October,  Best  Buy  overhauled  its 
entire  sales  force.  Now  30%  of  store 
staff  have  been  redeployed  from  spe- 
cific departments  to  roam  the  entire 
floor.  They're  supposed  to  know  the 
whole  store  and  how  gadgets  work 
together:  which  printer  to  choose  for  a 
certain  laptop,  the  best  memory  card 
for  a  digital  camera,  how  a  gaming 
platform  works  with  a  given  TV.  To  get 
her  employees  up  to  speed,  Balas  has 
them  meet  with  manufacturers'  reps 
for  a  rundown  of  their  products,  attend 
storewide  and  department  training 
programs,  and,  when  customers  are 


scarce,  play  with  the 
products.  Reps  are 
in  the  store  as  often 
as  every  other  week 
giving  demonstrations 
and  group  instructions 
on  features  and  im- 
provements. "I  would 
say  we  are  always 
training,"  says  Balas. 

As  retailers  battle  to 
stay  one  step  ahead  of 
their  increasingly  im- 
patient and  informed 
customers,  many  are 
dabbling  in  Web -like 
experiments.  Who 
would  have  imagined 
that  Bloomingdale's 
would  find  a  way  of 
bringing  social  net- 
working into  the  store? 
Earlier  this  year,  design 
firm  IconNicholson 
ran  a  three  -  day  test  at 
Bloomingdale's  featur- 
ing the  designer  Na- 
nette Lepore.  Shoppers 
participating  in  the 
test  tried  on  outfits  in 
front  of  an  interactive 
mirror  that  connected 
them  with  friends  via  the  Web.  Thanks 
to  a  camera  in  the  ceiling,  their  pals 
could  see  the  outfit  they  were  trying 
on,  instant -message  their  thoughts, 
and  suggest  alternatives  from  Lepore 's 
inventory,  all  of  which  popped  up  on 
the  mirror  for  the  shopper  to  read.  The 
technology  also  markets  matching 
accessories  and  provides  a  store  map 
showing  where  shoppers  can  find  them. 

MOB  SHOPPING 

Nordstrom,  meanwhile,  has  been 
testing  perfume  kiosks  at  20  Southern 
California  stores.  With  a  few  touches 
of  the  screen,  a  customer  can  find  out 
which  celebrities  favor  a  certain  per- 
fume, the  high  and  low  notes  of  their 
favorite  scent,  and  such  details  as  the 
artist  who  designed  the  bottle.  Creator 
Jan  Moran,  an  author  and  consultant 
to  fragrance  companies,  compares 
fragrance  fans  to  wine  aficionados.  But 
Erik  Nordstrom  says  he  hasn't  seen 
much  impact  on  sales  and  suspects  the 
kiosks  can't  compete  with  his  staff's 


Nordstrom 
veteran  Shafii 
keeps  5,000 
customers  in 
his  database 


vaunted  customer  service.  "Our  f 
is  less  about  the  latest  supercool  t 
nology,"  says  Nordstrom,  "and  m< 
about  the  customer  interaction." 
Still,  retailers  will  keep  experin 
ing  because  the  next  generation  o 
technology  will  turn  consumers  ii 
even  bigger  control  freaks.  Ahead 
shoppers  can  use  their  cell  phone: 
access  a  Web-generated  list  of  ne; 
stores  selling  a  certain  product.  D 
frucall.com,  enter  a  product  code 
and  you  can  get  immediate  info  or 
lowest  price  available  online.  In  C 
Web  sites  amass  large  numbers  of 
tomers  interested  in  a  certain  proc 
and  then  bargain  with  retailers  on 
behalf.  It's  called  "mob  shopping' 
perfect  metaphor  for  how  the  Wet 
has  empowered  the  consumer  anc 
retailers  scrambling  in  their  wake. 


PLAYBOOK 


How  merchants  mimic  the  Web 


I    GIVING  SHOPPERS 
MORE  CONTROL 
Bloom  supermarkets  redesigned 
stores  to  fit  the  needs  of  time- 
pressed  customers  by  installing 
handheld  scanners,  IBM-made 
recipe  kiosks,  and  self-checkout. 


C  SPEEDING  UP  DELIVERY 
Circuit  City  online  shoppers  can 
order  an  item  on  the  Web  and 
pick  it  up  24  minutes  later  at  their 
local  store.  Order  a  book  from  a 
Barnes  &  Noble  store  kiosk,  and 
barnesandnoble.com  can  get  it  to 
you  in  one  to  two  days. 
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PROVIDING  MORE 
INFORMATION 

Recreational  Equipment  launched 
online  customer  reviews  to  mimic 
the  expertise  of  its  store  staff. 
Customers  use  them  so  much, 
the  online  reviews  will  be  added 
to  store  signs. 


H  UPPING  SERVICE 
Nordstrom  salespeople  can  now 
keep  electronic  records  of  top 
customers,  e-mail  them  about 
upcoming  sales  and  events,  and 
conduct  inventory  research  online 
instead  of  by  phone. 
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lousands  of  narrow  streets  in  cities  and  villages  all  over 

■■  al  America,  you'll  find  tiendas ...  tiny  stores  selling  groceries 

)i  issentials.  Food  companies  face  a  unique  challenge  delivering 

grated  foods  to  these  out-of-the-way  places.  So  CargiM's  supply 

specialists  fit  a  solution  to  the  need.  Sales  representatives 

'if  on  maneuverable  motorcycles  equipped  with  iceboxes  and 

leld  computers ...  delivering  the  products  tiendas  need,  when 

need  them.  Proving  that  a  delivery  system  doesn't  have  to  be 

o  be  efficient.  This  is  how  Cargill  works  with  customers. 

laborate      >      create     >     succeed 


'.cargillcreates.com 
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HEALTH 


Is  Alzheimer's 
A  Form  of  Diabetes? 


If  so,  an  insulin-centered  treatment 
could  alter  the  course  of  the  disease 


By  Catherine  Arnst 

Scientists  have  been  searching  for  the 
cause  of  Alzheimer's  disease  for  more 
than  100  years,  and  during  that  time, 
theories  about  why  brain  cells  are 
destroyed  in  the  course  of  the  illness 
have  come  and  gone.  One  of  the  newer 
and  more  unorthodox  theories  posits 
that  Alzheimer's  may  actually  be  a 
form  of  diabetes.  Some  experts  have 
even  taken  to  calling  the  brain  disease 
type  3  diabetes,  as  distinct  from 


the  insulin-dependent  (type  l)  and 
adult  -  onset  (type  2)  varieties  of  the 
condition. 

The  diabetes  hypothesis  stems 
from  growing  evidence  that  cells  in 
the  brains  of  Alzheimer's  victims  are 
resistant  to  insulin;  just  as  in  diabetes, 
the  cells  don't  respond  appropriately 
to  this  hormone.  As  a  result,  neu- 
rons are  deprived  of  glucose,  which 
they  need  for  energy.  As  the  evidence 
mounts,  the  type  3  label  is  gaining 


currency  in  Alzheimer's  research 
circles  and  is  drawing  attention  fro 
the  pharmaceutical  industry.  Phan 
companies  are  testing  existing  diab 
drugs  against  Alzheimer's,  while 
startup  Acumen  Pharmaceuticals, : 
partnership  with  Merck,  is  focusinj 
molecules  that  allow  insulin  to  reac 
brain  cells. 


SUGAR-STARVED  CELLS 

If  the  fundamental  understanding 
of  Alzheimer's  disease  shifts  in  this 
direction,  it  could  have  a  big  impacl 
on  GlaxoSmithKline's  floundering 
diabetes  drug,  Avandia.  Sales  have 
dropped  dramatically  in  recent  mor 
over  concerns  that  the  drug  raises  t! 
risk  of  heart  attack  and  bone  diseasi 
diabetics.  But  last  year,  a  small  clini 
cal  trial  yielded  intriguing  evidence 
that  Avandia  might  slow  the  progre: 
of  Alzheimer's.  Glaxo  is  now  testing 
the  drug  against  a  placebo  on  3,400' 
Alzheimer's  patients,  with  results 
expected  in  2009. 

The  link  between  the  two  diseased 
was  first  made  about  a  decade  ago 
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n  scientists  found  ac- 
liulations  of  insulin  in 
[Drains  of  Alzheimer's 
ents.  Doctors  have 
I  known  that  patients 
1  diabetes  were  two  to 
[times  more  likely  to 
ilop  the  brain -killing 
ss,  but  most  Alz- 
ner's  patients  are  not 
etic.  Insulin  creation 
le  brain  is  a  separate 
ess  from  insulin 
luction  elsewhere 
le  body,  says  Brown 
/ersity's  Dr.  Suzanne 
Monte.  Thus  insulin 
stance  is  separate,  too. 
e  la  Monte  believes 
insulin  resistance  happens  early 
1  Alzheimer 's  disease  and  may  be 
ause  of  dementia.  That's  a  radical 
[irture  from  the  mainstream  theory 
accumulation  of  a  toxic  protein 
id  amyloid  brings  on  memory  loss 
brain  cell  destruction.  De  la  Monte 
ongtime  skeptic  of  the  amyloid 
)ry,  however,  and  instead  suspects 


that  insulin  resistance  may  be  a  pre- 
cursor of  amyloid  buildup. 

A  research  team  led  by  neurobiolo- 
gist  William  L.  Klein  at  Northwestern 
University  came  up  with  more  sup- 
porting evidence  for  the  type  3  diabe- 
tes theory  in  September,  2007.  Klein, 
a  founder  of  Acumen,  discovered  that 
a  toxic  protein  called  ADDL  damages 


insulin  receptors  on  the 
surface  of  brain  cells,  ren- 
dering them  less  respon- 
sive to  the  hormone.  Klein 
and  Acumen  are  now 
searching  for  antibodies 
that  will  counteract  this 
toxin.  "I  think  it's  likely 
that  if  you  block  ADDL, 
you  will  be  able  to  reverse 
or  prevent  Alzheimer's," 
he  says — a  bold  statement 
given  that  no  drug  has  yet 
been  able  to  do  either. 

The  Alzheimer's-as- 
diabetes  idea  is  still  a  long 
way  from  being  accepted 
truth.  Even  Glaxo's  head 
of  neuroscience  medicine 
development,  Atul  Pande,  cautions 
that  it  may  not  pan  out.  If  it  does, 
however,  he  says  the  outlook  for  this 
devastating  disease  could  change 
dramatically.  "Some  researchers  are 
suggesting  you  may  be  able  to  detect 
insulin  resistance  in  the  brain  as  early 
as  age  18,"  says  Pande— and  take  action 
to  correct  it.  ibwi 
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HAPPY  RETURNS 


The  Most  Wonderful  Time  of 

Year  for  Hedge  Funds •"■■' 

The  holiday  season  is  an  especially  cheery  time 
for  hedge  funds.  According  to  a  recent  study,  their 
returns  spike  significantly  in  December,  raising 
the  overall  performance  and  the  fees  managers 
ultimately  pocket. 

Researchers  at  Georgia  State,  London  Business  School, 
and  Purdue  analyzed  the  returns  of  thousands  of  hedge 
funds  worldwide.  They  found  that  returns,  before  fees, 
averaged  2.5%  in  December,  compared  with  0.9%  in  other 
months. 

Fund  managers  may  boost  their  numbers  in  part,  the 
authors  contend,  by  holding  back  returns  from  previous 
months  and  booking  them  in  December  instead.  Last  - 
minute  stock  purchases  in  the  final  days  of  the  month  can 
also  juice  up  a  portfolio's  performance;  managers  buy  ad- 
ditional shares  of  companies  they  already  own,  which  can 
raise  demand  and  the  price. 
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Average  hedge  fund 
gain  in  December,  vs. 
a  0.9%  return  in  other 
months. 

Data:  Georgia  State,  London  Business 
School,  Purdue  University 


There's  plenty  of  incentive  to  do  so.  The  funds  get  more 
fees,  and  many  managers  get  a  bonus  for  beating  the 
annual  performance  of  certain  targets  such  as  peers  or 
markets  indexes.  Says  one  of  the  study's  authors,  Narayar; 
Naik,  a  professor  of  finance  at  LBS:  "If  managers  exceed 
yearly  expectations,  they  get  paid  more."  -Mark  Scott 


GETTING  BY 


A  Second  Look  at 
Payday  Loans 

Payday  lenders  get  a  bad  rap 
for  charging  exorbitant  rates 
on  short-term  loans.  But  ac- 
cording to  Donald  Morgan  at 
the  Federal  Reserve  Bank  of 
New  York,  they  may  be  better 
lifelines  for  cash-strapped  con- 
sumers than  other  options. 
He  studied  households  in 
Georgia  and  North  Carolina, 
states  that  banned  payday 


Georgia  and  North 
Carolina  banned 
payday  lenders 

lenders  in  2004 
and  2005, 
respectively. 
Since  then, 
consumers  in 
those  states 
are  bouncing  more  checks, 
lodging  more  complaints  about 
debt  collectors,  and  filing  for 
bankruptcy  more  frequently. 
In  Atlanta  the  Federal  Reserve 
reported  an  additional  1.2  mil- 
lion bounced  checks. 

Payday  advances  may  not 
be  ideal,  the  author  argues, 
but  the  alternatives  are  worse. 
Without  that  option,  consum- 
ers may  be  resorting  to  banks' 
overdraft  protection  or  loans 
from  pawnshops,  which  usu- 
ally charge  higher  interest.  Or 
even  worse,  they  just  don't  pay 
their  bills. 
-Jessica  Silver -Greenberg 


VALUING  DEBT 


How  Much 

Is  that  CDO  Worth? 


It's  tricky  to  figure  out  what  subprime- linked  set 
curities  may  be  worth.  Valuation  usually  involve  ■ 
digging  through  esoteric  financial  contracts  by 
hand.  Moody's  has  a  way  to  automate  the  proces 

New  software  from  the  rating  agency  spits  out  I 
projected  cash  flows  from  collateralized  debt  obli 
gations,  allowing  investors  to  put  a  price  on  their' 
more  quickly.  The  program,  which  uses  multiple  l 
databases,  looks  at  collateral,  the  various  pieces  < 
the  CDOs,  and  different  credit  environments.  Va 
uation  is  dependent  on  investors'  assumptions,  s 
it's  not  an  exact  science.  Still,  automating  part  of' 
the  process  could  be  useful  given  that  CDOs  are 
like  snowflakes— no  two  are  exactly  alike. 

This  service  and  another  one  from  Intex  Sol 
tions  could  be  important  tools  for  bringing  so 
judgment  to  today's  turmoil.  Panicked  investor: 
keep  trying  to  sell,  but  bottom  fishers  hold  bac 
when  there's  uncertainty  about  the  value  of  a 
security.  Markets  remain  unsettled  until  there': 
more  confidence,  a  feeling  few  CDO  investors 
have  right  now.  -David  Henry 
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During 


the  holiday  season, 


the  last  thing  on  your  mind  should  be  opening  an 
Individual  Retirement  Account. 


False?  or  False? 


There  is  never  a  bad  time  to  start  saving  for  your  retirement.  In  fact,  the  sooner  you  begin, 

the  better.  Bank  of  America  has  helped  millions  prepare  for  their  future  with  IRAs  and  a  variety 

of  products.  We  can  do  the  same  for  you.  Open  a  Traditional,  Roth  or  Rollover  account  today.  Just 

log  onto  bankofamerica.com/irachoices,  stop  by  a  banking  center  or  call  1.800.774.4724. 


Banc  of  America 
Investment  Services,  inc. 


Bankof  America 

Bank  of  Opportunity" 


RETIREMENT    with    BANK    of    AMERICA 


Bank  of  America  Corporation  ("Bank  of  America")  is  a  financial  holding  company  that,  through  its  subsidiaries  and  affiliated  companies,  provides  banking 
and  nonbanking  financial  services.  For  more  information  on  brokerage  IRAs  (non  FDIC-insured),  available  through  Banc  of  America  Investment  Services,  Inc.® 
call  1.800.774.4724.  For  more  information  on  bank  IRAs  (FDIC-insured),  available  through  Bank  of  America,  N.A.,  visit  a  local  banking  center. 
Banking  products  are  provided  by  Bank  of  America,  N.A.,  Member  FDIC. 
Investment  products  are  provided  by  Banc  of  America  Investment  Services,  Inc.®  and: 


Are  Not  FDIC  Insured 

May  Lose  Value 

Are  Not  Bank  Guaranteed 

Banc  of  America  Investment  Services,  Inc.  is  a  registered  broker-dealer,  member  FINRA  and  SIPC,  and  a  nonbank  subsidiary  of  Bank  of  America,  N.A. 
©  2007  Bank  of  America  Corporation. 


Living  Rooms 
On  Wheels 


Who  says  you  can't  take  it  with  you?  Cars  are 
turning  into  entertainment  centers 


By  David  Welch 

There's  a  reason  all  those  car  ads  on 
TV  sound  like  personal -computer 
pitches.  Automakers,  aided  by  a  slew 
of  computer  and  consumer  electronics 
players,  are  working  hard  to  replicate 
in  their  vehicles  the  same  kinds  of 
integrated  entertainment  centers  that 
car  buyers  have  in  their  homes. 

When  Chrysler  started  working  on 
its  new  minivan  several  years  ago,  its 
engineers,  designers,  and  market- 


ers spent  days  with  minivan  families, 
hanging  out  in  their  living  rooms  and 
riding  around  with  them  to  better 
understand  their  lifestyles.  After  that, 
the  designers  loaded  up  the  cabins 
with  gadgets  that  sync  with  the  car's 
stereo:  a  choice  of  satellite  TV  and  ra- 
dio, video  game  systems,  and  a  library 
of  digital  music .  The  result  ?  One  -  fifth 
of  customers  buying  a  Town  &  Country 
minivan  this  year  choose  to  add  audio 
and  video  devices  worth  $470. 


Some  luxury  brands  are  going 
further,  integrating  Web  -based  trai  !u 
information  as  well  as  high-end  enti'' 
tainment  into  the  stereo.  Meanwhile  i: 
the  consumer  electronics  industry  fri; 
pushing  car  companies  to  make  it  ea'Te 
for  drivers  to  bring  their  own  phonea^ 
iPods,  and  videos  into  the  car — anditf< 
have  all  of  these  gizmos  rattling  aroi  t: 
in  cupholders  or  hanging  off  the  winur 
shield.  The  techies  are  also  develop-  i 
ing  standards  that  will  allow  differed" 
technologies  and  services  to  be  coor  '•: 
dinated  by  one  onboard  computer  ai  ii 
piped  through  the  dashboard. 

"There's  a  pot  of  gold  here,"  says  :i 
Consumer  Electronics  Assn.  (CEA)i  fsl 
President  Gary  Shapiro.  "Take  ever) : 
thing  that's  cool  in  your  house  andp  It 
it  in  your  car."  In  2008,  the  CEA  pre-!  a 
diets,  sales  of  video  gear,  satellite  ra<  pi 
and  television,  DVD  players,  and  autrjel: 
systems  by  carmakers  or  independei  to 
retailers  should  hit  $10  billion,  nearl  jia 
double  what  consumers  spent  in  Z0(  pa 

Several  different  trends  are  behiru  lie 
this  rush  to  integrate  every  living  ro(  |ui 
comfort  into  the  dashboard.  On  the  b 
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>try  side,  selling  autos  is  tougher 
ever,  and  manufacturers  sorely 
new  bragging  points  beyond  fuel 
Dmy,  reliability,  or  horsepower, 
for  consumers,  most  have  come 
ject  that  they  can  carry  their 
;  and  videos  wherever  they  go. 
r  hands -free  technology  may 
:e  the  chances  that  drivers  will 
1  into  the  car 
1  while  scanning 
video  display 


Van  Halen  tune, 
peechrecog- 
1  technology 
dvanced  to  the 
where  drivers 
ilk  to  devices 
>ut  feeling 
re  addressing  a 
native  speaker 
a  hearing  prob- 
The  consumer 
onics  indus  - 
oves  at  light 
,"  says  Michael 
Chrysler's 
tor  of  advanced 
lology  strategy, 
netal  benders 
rugglingto 
jp." 

w  partner  - 
are  evolving 
ould  allow 
ent  kinds  of 
anies  to  share 
s  to  a  vehicle's 
ietary  computer 
n.  An  initiative 

MOST  (Media 
ted  Systems 
port)  has  rallied 

kersandelec- 
s  companies 
d  a  set  of  tech - 

tandards  that 
y  device  plug 
car's  computer 

dio  system 
<ut  disturbing 
hide's  core 
onics.  MOST 
ated  with 
an  carmakers 
er  and  BMW, 
idi,  Ford's  lux - 
ands,  Toyota, 


1  and  Hyundai  have  signed  up,  too. 
Ford  is  relying  on  Microsoft  to  help 
integrate  the  car's  electronics,  real- 
izing entertainment  delivery  matters 
almost  as  much  to  customers  as  a 
car's  mechanical  performance.  With 
Microsoft's  system,  called  Sync,  drivers 
can  use  voice  commands  to  manage  an 
extensive  music  library,  mobile-phone 
calls,  and  text  mes- 
saging. Drivers  of 
Mercedes-Benz's 
new  $40,000  C- 
class  can  use  voice 
to  change  tunes,  call 
up  traffic  data,  or  ac- 
cess maps.  And  next 
year,  even  buyers  of  a 
$16,000  Ford  Focus 
will  be  able  to  call  up 
real-time  traffic  in- 
formation of  the  sort 
that  Mercedes  offers 
on  many  cars. 


That's  Entertainment 

Anything  your  media  center  can 
do,  your  car  can  do  as  well, 
thanks  to  carmakers  bent  on 
providing  all  the  electronic 
creature  comforts  of  home 


1  A  Mercedes  dashboard 
memory  system  responds  to 
voice  commands  for  music 


2  A  Chrysler  minivan  can  play 
movies  and  satellite  TV  on 
different  screens  simultaneously 


3  Ford's  voice-activated  Sync 
system  manages  music,  cell 
phones,  and  text  messaging 


CARCINEPLEX 

Credit  Chrysler's 
integration  play  for 
luring  buyers  like 
Kitty  Dickson.  The 
39-year-old  mother 
lives  in  Detroit's 
tony  suburb  of  Bir- 
mingham, where  she 
often  totes  around 
her  two  kids,  ages 
2  and  5,  along  with 
their  three  cousins, 
who  are  10, 12,  and 
14.  Keeping  that 
brood  entertained 
was  tough  with  one 
video  screen  and  a 
DVD  player  in  her 
old  Chrysler  mini- 
van.  Her  new  2008 
Town  &  Country 
has  a  video  screen  in 
each  row  and  more 
options,  such  as 
three  kids'  channels 
coming  in  on  satel- 
lite TV. 

For  most  drivers, 
electronic  integra- 
tion is  still  a  distant 
dream.  In  one-third 
of  cars,  the  owner 


A  DAY  IS  A  THOUGHT 

A  YEAR  IS  A  PHILOSOPHY 

In  1886,  William  Grant  thought  about 
,  making  the  'best  dram  in  the  valley'. 
So  he  rolled  up  his  sleeves  (am; 
sleeves  of  his  wife,  seven  sons,  two 
daughters  and  a  stonemason)  and  set 
to  work  in  the  Glen  of  Fiddich.  Within 
the  space  of  a  single  year  Grant  had 
built  his  thought  into  a  distillery,  and 
a  distillery  into  a  family  philosophy. 
The  Glenfiddich  12  Year  Old  Single 
Malt  -Scotch  Whisky  still  flows  four 
generations  later,  a  lively  balance  of 
fresh  pear  with  the  richness  of  subtle  oak. 
Thoughts  don't  turn  into  philosophies 
in  a  single  day,  but  give  yourself  a 
year  and  the  possibilities  are  endless. 

GLENFIDDICH 
EVERY  YEAR  COUNTS 
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ITS  ABOUT 
MONEY. 


EARNING  IT.  INVESTING  IT.  SPENDING  IT. 


BusinessWeek  TV,  our  nationally  syndicated 
program,  delivers  actionable  insight  into  personal 
finance  and  lifestyle  topics  including  real  estate, 
investing,  tech  trends,  and  travel. 

Tune  in  for  the  full  show  this  weekend, 
or  catch  clips  anytime  on  the  Web. 


BusinessWeek 


TELEVISION 

Airs  Saturday/Sunday  nationwide.  Find  your  local  station 
and  airtime  by  zip  code  at  www.businessweektv.com 
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CHECK  OUT  THIS  WEEKEND'S  SH0\ 
DECEMBER  8  AND  9: 

CHECKING  CHARITIES:  Learn  how  to 
ensure  your  donation  really  does 
make  a  difference. 

SMART  CARS:  Sync  up  your  iPod 
and  cell  phone  with  the  newest 
dashboard  audio  and  navigation 
systems. 

SEASON  TICKET  PERKS:  How  pro 

sports  teams  are  scoring  with 
fans  by  introducing  concierge  - 
style  services. 

SPA  TRENDS:  Find  out  what  new 
treatments  are  on  the  menu 
when  we  hit  a  spa  trade  show. 


WHAT'S  NEXT 


CRANK  IT  UP 


BILLIONS  OF  DOLLARS 


i: 


03  04  '05  06 

Data:  Consumer  Electronics  Assn. 


even  remove 
tereo  system 
Dut  carving 
e  dashboard 
erupting 
ronicfunc- 
And  some 
nodels  hit 
rooms  with  a 
:ooth  system 
;an't  talk  to 
11  phones, 
en  these  gaps, 
ver,  bring 
rtunities 
:h  startups, 
based  Par- 
ills  compact 

car  systems  that  let  any  Blue- 
phone  connect  to  any  car  stereo, 
her  Parrot  unit  does  the  same 
ods  and  MP3  players.  Mytech  of 
in,  Tex. ,  has  managed  to  pack  that 
functionality  into  a  tiny  4  -by-  6  - 
box. 

ie  next  big  battleground  will  be 
ming  media.  Mobile -television 
ce  is  limited  right  now.  Sirius 
lite  Radio,  for  instance,  offers 
hree  satellite -TV  channels  in  an 
sive  deal  with  Chrysler  through 
2008.  Chrysler's  Kane  says  news, 
s,  and  movie  deals  are  in  the 
s,  though  no  specific  agreements 
place. 

d  soon  drivers  won't  even  need 
shite  receiver  to  receive  shows. 
)hones  running  on  the  fast- 
jtworks,  such  as  EV-DO  from 
on  Wireless  and  Sprint  Nextel, 
lready  pull  in  Net  videos,  TV 
s,  and  even  movies.  In  theory, 
:ontent  could  be  zipped  to  a  car's 
screens  through  Bluetooth  or 
other  connection,  says  Sascha 
n,  director  of  telematics  at  Mer- 
;-Benz  U.S.  Advanced  wireless 
ms  like  WiM  AX— a  longer  -  range , 
•  version  of  Wi-Fi— should  start 
ing  on  by  2009,  allowing  greater 
s  to  Web-based  programming  in 
Ing  vehicles. 

S'ch  developments  are  bound  to 
ale  Amante  Bustamante,  a  35 -year - 
■chnology  consultant  with  two 
im  the  Washington  (D.C.)  area, 
flloyal  to  Japanese  and  European 
torands,  he  recently  bought  the 


Sales  have  soared  for  audio,  video, 
and  other  electronics  gear  installed  in 
car  factories  or  afterward 


new  Town  & 
Country,  his  first 
Chrysler,  entirely 
because  it  offered 
multiple  video 
screens  and  a 
smorgasbord  of 
entertainment 
options.  Now, 
Bustamante 
says,  his  kids 
can  watch  their 
shows  with  wire- 
less headphones 
in  the  rear  seats 
while  he  and  his 
wife  can  listen 
to '80s  tunes 
on  satellite  radio.  "The  driver  has  to 
be  entertained,  too,"  he  says.  "I  don't 
want  to  hear  cartoons  coming  out  of 
my  speaker  up  front."  1 BW 1 
-With  David  Kiley 
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Surfing  at  highway  speed 

Google's  decision  to  bid  in  next 
month's  wireless  spectrum  auction 
focused  attention  on  how  Net- 
based  media  will  get  delivered  to 
cars.  A  Sept.  26  eWeek  article 
titled  "Providers  Ogle  Google 
Wireless  Possibilities"  mused  that 
Google  might  throw  its  weight 
behind  an  emerging  high-speed 
wireless  technology  called 
WiMAX,  which  resembles  Wi-Fi 
but  provides  faster  data  speeds 
and  could  be  accessed  on  the 
road.  But  the  article  also  questions 
whether  the  spectrum  being 
auctioned  is  ideal  for  WiMAX. 

Wireless  hits  the  road 

CMP  Media's  Tech  Web  noted  on 
Oct.  5  that  some  areas  of  the  U.S. 
aren't  waiting  for  large  companies 
to  deliver  WiMAX  services.  In 
Texas,  startup  Xanadoo  has  signed 
up  1 2,000  WiMAX  subscribers. 
Another  venture,  Razzolink,  has 
begun  setting  up  WiMAX  service  in 
California.  Razzolink  President  John 
lacopi  says  he  is  able  to  sit  in  the 
passenger  seat  of  his  car  and  surf 
the  Net  at  55  mph.  But  the  main 
target  market  for  both  services  is 
homeowners  seeking  an  alternative 
to  cable  or  DSL  service. 


A  DAY  SAYS  CRAZY 
A  YEAR  SAYS  GENIUS 

The  average  r  spent 

five  years  learning  the  c  rrel  making 

(roughly  the  same  time  a  doctor  spends  at 
university).   Certainly  a   lent  rnship, 

yet  the  craft  required  to  sculpt  the  sherry, 
bourbon  and  n 

the  Glenfiddich  15  Year  Old  Single  Malt 
Scotch  Whisky  is  closer  to  Michelangelo 
than  manufacturing.  Whilst  other  distiiiers 
have  turned  to  -iieve 

the  finishing  touches  should  be  handmade. 
Some,  might  consider  this  crazy,,  but  when 
tasting  the  warm  spice  and  honey  notes, 
resulting  from  a  fina  ge  of  flavours  in 

our  unique  Sc  nderstand 

why  we  take  our  time,  it's  hard  to  prove 
genius  in  a  single  day,  but  give  yourself  a 
year    and    the    possibilities    are    em 

GLENFIDDICH 
EVERY  YEAR  COUNTS 
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EASTERN  EUROPE 
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Nemsic, 

Telekom 

Austria's 

Sarajevo-born 

CEO 

Austrians  Are  Retaking 
The  Balkans 

Albania,  Bulgaria,  and  Serbia  aren't  on  many  companies' 
maps,  but  to  some  in  Vienna,  they're  gold  mines 


By  Jack  Ewing 

On  a  crisp  fall  day  in  central  Belgrade, 
Boris  Nemsic 's  Opel  minivan  passes 
a  government  building  with  windows 
blasted  out  by  U.S.  bombing  in  1999 
and  never  repaired,  then  the  spot 
where  an  assassin  gunned  down  re- 
formist Prime  Minister  Zoran  Djindjic 
in  2003.  A  few  blocks  later  the  driver 
deposits  Nemsic,  the  chief  executive 
of  Telekom  Austria  Group,  near  a  pe- 
destrian mall  where  an  elderly  woman 
peddles  500  billion  dinar  notes,  worth- 
less souvenirs  of  Serbia's  hyperinfla- 
tion in  the  early  1990s. 

Such  reminders  of  Serbia's  recent 
history  might  give  some  investors 
pause,  but  Nemsic  just  chuckles.  A 
decade  ago,  Vienna-based  banks, 
telecom  companies,  and  builders  were 
among  the  first  to  invest  in  the  Czech 


Republic  and  Hungary.  Now  they're 
leading  the  way  into  Europe's  riskiest 
region,  former  Yugoslavia  and  Albania. 
The  Austrians  have  sunk  $7.8  billion 
into  the  region,  or  more  than  a  quarter 
of  the  total.  "Business  is  faster  than 
politics,"  Nemsic  likes  to  say. 

To  illustrate  what  he  means,  Nemsic 
steps  from  a  bustling  Belgrade  street 
into  a  sleek  new  retail  outlet  for  Vip, 
Telekom  Austria's  startup  mobile- 
phone  service  in  Serbia.  Nokia  and 
Samsung  handsets  line  shiny  white 
walls  decorated  with  Vip's  orange  - 
and-maroon  logo.  "You  don't  find 
retail  shops  like  this  in  Serbia,"  he  says. 

Central  Europeans  joke  that  Aus- 
trian companies  are  retaking  territory 
lost  following  the  collapse  of  the  Haps  - 
burg  Empire  in  1918.  Vienna-based 
Erste  Bank  Group  and  rival  Raiffeisen 


ei 


v 

1 

International  are  the  No.  2  and  No.  I 
banking  groups  in  Central  and  East< 
Europe,  measured  by  assets.  Vienna 
based  OMV  is  Central  Europe's  largu 
oil  and  gas  supplier,  with  $28  billion 
sales.  OMV's  filling  stations,  compl 
with  restaurants,  are  such  a  novelty 
rural  Bulgaria  that  people  hold  wed' 
dings  there.  Investment  in  emerginj 
Europe  has  allowed  Telekom  Austri; 
boost  sales  more  than  20%  since  20 
to  $  7. 1  billion  last  year.  With  its  opei 
ing  margins  as  high  as  58%  in  count:  8< 
like  Bulgaria,  the  East  is  highly  lucra 
tive  for  the  telco. 

Local  knowledge  often  proves 
crucial.  After  Vip's  launch  in  Serbia, 
managers  noticed  that  customers  w 
checking  their  account  balances  wit 
the  cell-phone  company  after  almoj 
every  call,  putting  a  big  burden  on  c* 
tral  servers.  Because  of  bad  experien 
es  with  the  state  telecom  monopoly; 
customers  wanted  constant  reassurj 
ance  they  weren't  being  overcharge^ 
"We  understood  what  was  happen- 
ing immediately,"  says  CEO  Nemsid 
a  Croat  who  grew  up  in  Sarajevo  and 
later  became  an  Austrian  citizen.  Vl 
responded  by  boosting  server  capaq 

Now  the  Austrians  are  moving 
into  even  riskier  territory:  the  form! 
Soviet  Union.  Raiffeisen  became  thi 
biggest  foreign -owned  retail  bank  it 
Russia— albeit  with  only  a  2%  mar- 
ket share  — after  its  2006  acquisitiol 
of  Impexbank.  In  October,  Telekom 
Austria  agreed  to  pay  $1.6  billion  fofcj 
MDC ,  the  No.  2  mobile  provider  in  I P 
Belarus.  "The  further  east  you  go,  tBP 
more  similar  it  is  to  the  way  it  usedti  p 
be  in  Central  Europe,"  says  Raiffeisei^1 
CEO  Herbert  Stepic,  whose  holding!  t" 
include  the  largest  bank  in  Albania.  \M 

The  Austrians  will  need  their 
savvy  as  they  push  further  east,  whei  >a 
democratic  institutions  are  shaky  omi't 
nonexistent.  Nemsic  recalls  visiting  B- 
Minsk  in  Belarus  and  noticing  the  se-  a 
cret  service  headquarters,  with  "KGI  u 
displayed  in  large  letters  on  the  facad  p 
Quipped  a  Belarussian  companion:  i  tt 
"We  kept  the  brand."  Yet  Nemsic  mai  h 
tains  that  European  Union  regulators  k 
can  be  more  menacing  than  post  -  1  h 
Communist  functionaries.  "Don't be  |tr 
worried  about  Belarus,"  he  says.  "Be  «: 
worried  about  Brussels!"  1 BW 1  W 
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ATEGIES 


w  It's  Really 
ternational  Paper 


3w  push  overseas  offers  lots  of  potential,  but 
jstors  have  yet  to  be  convinced 


Ion  Bush 

|te  its  name,  International  Paper 
Ing  been  about  as  American  as 
iome.  Founded  in  1898  when  17 
I  mills  in  the  Northeastern  U.  S. 
lid  under  the  leadership  of  a  boy- 
ifriend  of  Thomas  Edison,  the 
■any  supplied  60%  of  the  news- 
■for  American  papers  of  the  day.  In 
■20s  and  '30s  it  was  the  primary 
fcer  of  electricity  to  New  England, 
[firing  World  War  II  it  developed 
fproof  ammunition  boxes  for  GIs. 
I  these  days,  International  Paper, 
in  most  in  the  business  refer  to 
Is  finally  living  up  to  its  global 
r. .  After  years  of  weak  financial 
irnance— in  2001  it  posted  a  net 
Ijf  $1.2  billion— and  facing  stiff 
ptition  from  low -cost  rivals  in 


Brazil  and  China,  Global  ambition: 

IP  is  branching  IP  now  owns 

.  r  .,    ,,     .,  half  of  Him  Pulp, 

out  from  its  North  D     .  ,  , . 

Russia  s  biggest 
American  roots  in  papermaker 

favor  of  developing 
markets. 

IP's  latest  move  is  in  Russia.  In 
October  the  company  paid  $650  mil- 
lion for  half  of  Ilim  Pulp,  the  country's 
leading  papermaker.  The  partners  have 
pledged  $1.5  billion  more  over  the  next 
five  years  to  upgrade  the  venture's  four 
mills  in  northern  Russia  and  Siberia. 
The  investment  "positions  us  very 
well  within  low-cost,  high-growth 
markets,"  IP  Chief  Executive  John  V. 
Faraci  said  in  a  statement  on  signing 
the  agreement  in  August. 

That  purchase  follows  other  big- 
I  ticket  deals  in  developing  countries. 


A  DAY  IS  ATTRACTION 
A  YEAR  IS  LOVE 

Scientists  claim  physii  ction  is  chem 

Inhale  a  particularly  pleasant  pheromone  and 
the  instantaneous  effect  includes  shortness  of 
breath,  hi  I  in  some  < 

temporary  insanity.  Over  the  yi  ,  sterious 

;omenon  oi  develops  into  an 

even  stranger  one  called  love.  ( 51 
familiar  with  chemii  a 

perfect  matches.  The  Glenfiddich  18  Year  Old 
Single  Malt  Scotch  Whisky,  bringing  tog 
the  scent  of  spiced  appli     ind      I  ust  oak,  is 
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matured  for  18  years  tl  irried  in  small 

batches  for  lasting  depth  and  complexity. 
Love  doesn't  happen  in  a  single  day,  but  give 
yourself  a  year  and  the  possibilities  are  endless. 
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In  Brazil,  IP  is  investing  $1.15  billion  in 
a  pulp  mill  in  the  south  -  central  city  of 
Tres  Lagoas,  due  to  begin  operation  in 
2009.  The  new  plant  will  supply  pulp 
to  a  new  IP  paper  factory  to  be  built 
nearby.  When  the  project  is  completed, 
IP  will  own  three  mills  in  Brazil  and 
expects  to  control  about  half  of  the  of- 
fice paper  market  in  Latin  America.  And 
last  year,  IP  invested  $140 
million  in  a  joint  venture 
with  China's  Shandong  Sun 
Paper  to  produce  coated 
paperboards  for  milk 
cartons,  cigarette  boxes, 
and  the  like.  The  venture 
expects  to  sell  to  existing  IP 
customers  such  as  McDon- 
ald's and  Wal-Mart  Stores 
as  they  expand  in  China. 

Thanks  to  radical  stream- 
lining of  its  operations  back 
home ,  IP  has  plenty  of  cash 
to  fund  its  international 
ambitions.  Since  2005  the  company 
has  sold  off  $11.3  billion  worth  of  assets, 
about  a  third  of  its  total.  These  include 
some  5.4  million  acres  of  forest  — 
roughly  85%  of  IP's  timber  holdings  in 
North  America— that  the  company  sold 
to  investors  and  conservation  groups 
last  year  for  more  than  $6  billion.  Also 
on  the  chopping  block  were  resin  and 
glue  maker  Arizona  Chemical  (sold  for 
$485  million),  the  company's  beverage 
packaging  operations  ($500  million), 
and  lumber  producer  Weldwood  of 
Canada  ($955  million).  IP  does,  though, 
still  own  18  U.S.  mills  and  makes  more 
than  70%  of  its  sales  there.  The  com- 
pany declined  to  make  any  executives 
available  for  this  story. 

PILES  OF  DEBT 

The  Ilim  Pulp  deal  isn't  IP's  first  foray 
into  Russia.  The  country's  vast  tracts 
of  f orestland — ranging  from  the  lush 
Pacific  coast  through  the  Siberian  taiga 
and  all  the  way  to  the  Finnish  border— 
offer  huge  potential.  Russia's  timber 
output  today  is  less  than  a  third  its  level 
in  Soviet  times,  so  there  should  be  lots 
of  growth  for  investors  willing  to  pump 
cash  into  rundown  paper  and  lumber 
mills.  Since  1999,  IP  has  had  a  plant  in 
Svetogorsk,  near  St.  Petersburg,  that 
produces  copier  paper  for  the  likes  of 
Xerox  and  Hewlett-Packard.  But  the 


Asset  sales  by  IP 
in  the  past  two 
years,  including 
85%  of  its  Ameri- 
can timberland 

Data:  International  Paper 


new  venture  represents  a  quantum  1 
in  IP's  commitment  to  the  country. 
Based  in  St.  Petersburg,  Ilim  is  Euro] 
largest  timber  producer,  with  sales 
last  year  of  $1.6  billion.  "The  Ameri 
cans  will  bring  new  technology  and 
management,"  says  Anna  Krylova,  a 
analyst  at  Antanta  Capital  in  Moscc 
That ,  coupled  with  better  contacts 
in  China,  Ilim's  biggest 
export  market,  "willbr: 
Ilim  to  a  completely  nei 
level,"  she  says. 

Analysts  have  long 

argued  that  IP  was  too  t 

and  unfocused,  dabblin 

in  businesses  ranging  fr 

lumber  to  chemicals.  In 

early  '90s,  IP  even  inves 

in  a  company  that  made 

graphic  design  software 

By  2000,  after  a  string 0 

acquisitions,  the  compa 

had  piled  up  $12.9  billion 

in  debt.  Those  problems  have  pusheo 

shares  down  from  a  1 9  97  high  of  neat 

$59  to  the  mid-30s  today. 

IP  isn't  alone  in  unloading  its  U.S. 
forestland.  Tax  rules  make  it  unattH 
tive  for  paper  companies  to  own  sue 
land,  so  selling  timber  holdings  "is^1 
what  everybody  did,"  says  Citigroup 
analyst  Chip  Dillon.  "What  everybo 
did  not  do  was  what  International  P 
per  did  with  the  money:  go  overseas 
Now,  the  company  says  it  will  focu. 
on  just  two  core  product  lines:  uncoa 
stock,  such  as  office  copier  paper,  ant 
packaging  materials.  The  changes, 
though,  haven't  really  started  to  pa; 
off.  Faraci  told  analysts  on  Nov.  2 1 
margins  in  key  emerging  markets  an 
more  than  double  those  in  the  U.S., I 
analysts  expect  IP's  operating  profit! 
this  year  to  tumble  21%,  to  $1.7  bil- 
lion, as  sales  dip  by  2%,  to  $21.6  billi 
researcher  Thomson  Financial  repoi 
The  real  problem,  analysts  say,  is  nol 
much  IP's  plans  for  expansion  in  risk 
emerging  markets,  but  rather  its  conf 
tinued  poor  performance  in  the  U.S.1 
where  demand  remains  sluggish  andf 
costs  high.  "Going  back  three  or  foun 
years,  IP  was  a  little  more  rotten  at  tB 
core,"  says  Deutsche  Bank  analyst  Mi 
Wilde.  "Now  they've  sold  all  the  lani 
but  they  need  a  second  step.  Most  ofl 
are  still  in  'show  me'  mode."  1  bw  1 
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fe  asked  people  why  they  love  their  BlackBerry. 
ere's  what  one  passionate  customer  told  us. 

i.  Fitch  submitted  his  story  at  www.blackberry.com/ask.  "My  work  takes  me  everywhere  you 
n  imagine,  but  my  heart  is  always  on  my  ranch  in  Houston.  My  BlackBerry®  keeps  me  connected 
a  close  to  home.  Once  in  West  Africa,  using  it,  I  checked  the  weather  back  in  Texas.  Some  intense 
-jails  were  coming  in,  so  I  called  my  wife.  On  her  afternoon  horseback  ride,  she  turned  for  home 
mediately.  With  my  BlackBerry,  I  know  more  about  what's  going  on  than  the  people  right  there 
•iere  it's  happening." 

id  out  why  people  love  BlackBerry,  or  tell  us  why  you  love  yours,  at  www.blackberry.com/ask. 
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MARKETING 


Stars  Are  Aligning  for 
Subscription  Music 

The  Facebook  Generation  wants  instant  access  to  its 
tunes.  A  big  iTunes  library  may  be  optional 


By  Peter  Burrows 

For  years,  Steve  Jobs  has  insisted  that 
people  want  to  own  their  music.  And 
thanks  in  part  to  the  iPod's  near-mo- 
nopoly, selling  songs  for  qq<£  a  pop  has 
become  the  prevailing  business  model. 
Meanwhile,  subscription  services  — 
renting  access  to  millions  of  songs 
for  a  monthly  fee— have  gone  almost 
nowhere. 

Now,  changing  consumer  behav- 
ior is  giving  subscription  advocates 
new  hope.  Members  of  the  Facebook 
Generation  are  bombarded  with  music 
recommendations  every  day,  and 
don't  necessarily  want  to  pay  a  buck  to 
check  each  one  out.  And  since  people 
are  used  to  getting  e  -  mail,  appoint  - 
ments,  and  news  feeds  streamed  to 
smartphones  and  other  devices,  many 
industry  watchers  assume  they'll 
want  the  same  for  music.  "If  I  can 
access  whatever  I  want  whenever  I 
want,"  says  Ted  Cohen,  who  led  EMI's 
digital  music  efforts  and  now  runs  an 
entertainment  consultancy  called  TAG 
Strategic,  "why  do  I  need  to  own  it?" 


Apple's  music  store  has  been  so 
successful  that  it's  easy  to  overlook 
how  little  it  has  changed  amid  a  shift- 
ing marketplace.  Four  years  after 
its  launch,  the  iTunes  Music  Store 
remains  an  old  -  school  e-tailer.  Yes,  it 
offers  "listeners  also  bought"  recom- 
mendations and  "iMixes"  from  other 
customers.  But  even  if  visitors  find  a 
new  artist  on  iTunes,  they  get  only  a 
30 -second  sample  before  buying.  So 
while  Apple  excels  at  selling  main- 
stream music,  it's  not  so  good  at  intro- 
ducing people  to  fresh  sounds. 

A  TASTE  FOR  SAMPLING 

That's  what  many  music  fans  seem  to 
want.  Millions  of  millennials  are  log- 
ging onto  social  networks  like  imeem 
and  iLike,  which  allow  visitors  to  dis- 
cover new  music  and  recommend  it  to 
their  friends.  Millions  more  are  flocking 
to  online  radio  stations  such  as  Pandora 
Radio,  where  you  can  create  your  own 
personalized  stations. 

Advocates  say  the  subscription  ap- 
proach offers  total  on-demand  access 


■U: 


that's  worth  paying  for.  Since  joining 
Rhapsody,  the  longtime  subscriptioi ; 
leader,  Memphis  music  fan  Jim  Hanx 
says  he  "explores  a  far  wider  range  dfi 
material.  It's  the  ultimate  way  to  liste! 
to  music."  Of  course,  Harris  remainsi 
part  of  a  tiny,  if  vocal,  minority.  The  11 
half-dozen  subscription  services  ha». 
signed  up  fewer  than  3  million  peopfr 
in  the  U.S.  so  far.  Many  people  are  pi*, 
off  by  the  $10-  to$l5-a-monthfee. 
The  software  is  glitchy  next  to  Apple-I 
iTunes.  Plus  the  services  don't  world 
with  the  iPod. 

But  moves  are  afoot  to  make  them 
more  appealing.  The  labels,  keen  to  I 
loosen  Jobs'  grip  on  digital  music,  an 
discussing  ways  to  drastically  reducei 
the  annual  licensing  fee  below  $l20f> 
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WHAT'S  NEXT 


subscriber.  Microsoft's  new  ver- 
■;ion  of  its  Zune  offers  a  service  for 
■S14.95  a  month  that  gives  access 
1  0  3  million  songs  in  its  online 
■Sune  Marketplace.  And  Universal 
■vlusic  is  backing  a  concept  called 
■fatal  Music  that  would  bake  the 
■post  of  the  subscription  into  the 
■price  of  various  devices  or  cel- 
lular service  packages. 

The  subscription  guys  also  are 
1  earning  up  with  other  players.  In 
■August,  RealNetworks  sold  49% 
Ipf  its  seven-year-old  Rhapsody 
iiervice  to  MTV.  The  music  chan- 
■iel  will  promote  Rhapsody  on 
liir  and  spend  $250  million  on 
■marketing  over  five  years.  This 
■Tionth,  Rhapsody  will  launch  a 
Bridget  on  Facebook  that  will  let 
■users  add  favorite  tunes  to  their 
■sages  (visitors  can  listen  to  25 
Wongs  each  month  free  of  charge; 
lifter  that  they  must  subscribe 
■limited  to  30-second  samples). 
4iext  year,  cellular  giant  Verizon 
■mnications  will  begin  offering 
■ody  on  many  of  its  phones. 
■.Networks  CEO  Rob  Glaser  has 
:rvaiting  for  nearly  a  decade  for 
#iptions  to  take  off.  "Some  of  the 
k  necessary  to  create  the  Great 
mx  in  the  Sky  have  taken  longer 
ithought,"  he  acknowledges, 
■hat  doesn't  tell  me  it  will  never 
mi!'  Subscriptions  won't  become 
Stream  this  year  or  next.  How 
.fly  they  do  depends  largely  on 
llobs.  His  protestations  aside,  it 
;  1  come  conventional  wisdom  in 
■rcles  that  he  will  roll  out  an  all- 
ien-eat  service  the  exact  moment 
mes  sense  for  him  to  do  so.  1 BW 1 


COMMENTARY 


WAXING  RHAPSODIC 


Why  I  gave  up  iTunes  for  RealNetworks'  service 


O.K.,  shoot  me.  I  prefer  my  music  sub- 
scription to  iTunes.  Thanks  to  RealNet- 
works' Rhapsody  service,  I'm  enjoying 
a  personal  renaissance  in  my  listening 
life.  Here's  why: 

Boundless  variety:  After  spending 
a  few  hundred  bucks  on  iTunes  and  rip- 
ping my  500  or  so  CDs  to  Apple's  pro- 
gram a  year  ago,  I  discovered  something 
awful— I  was  sick  of  my  music.  With 
Rhapsody,  that's  all  changed.  I  check  out 
long-forgotten  albums  from  the  Boss 
to  Beethoven.  I  routinely  discover  new 
favorites,  such  as  Gypsy  punk  band 
Gogol  Bordello.  I  enjoy  weekly  instances 
of  musical  serendipity— say,  drawing 
giggles  from  my  kids  after  running  into 
the  70s  classic  Free  to  Be  You  and  Me. 

The  price:  Steve  Jobs 
says  subscriptions  are  too 
expensive  for  most  people. 
But  I'm  pretty  much  "most 
people"— my  tastes  run  to 
classic  rock,  classic  jazz, 
and  classic  classical— and 
I  think  it's  a  killer  deal. 
Sure,  the  $  1 80  a  year  is 
more  than  I  would  spend 
on  CDs.  But  I'm  getting  far  more  for  my 
money.  Whether  I'm  playing  "remem- 
ber that  song?"  with  the  neighbors  or 
dancing  with  my  kids  to  some  kitschy 
Hanukkah  song  I'd  never  have  found 


on  my  own,  it's  simply  a  better  way  to 
enjoy  music.  Best  of  all,  the  more  music 
I  listen  to,  the  better  the  deal. 

Ownership  is  overrated:  In  fact, 
I'd  say  it's  irrelevant,  even  a  burden. 
Remember  those  500  CDs?  They  dis- 
appeared from  my  iTunes  library  after  a 
botched  transfer  to  a  new  PC  this  sum- 
mer, and  I'm  not  lugging  them  out  of  the 
attic  to  spend  countless  hours  re-rip- 
ping them.  I  also  lost  some  of  the  songs 
I  had  purchased  on  iTunes.  (Apple's 
licensing  deals  with  the  copyright  hold- 
ers had  changed,  so  it  couldn't  resend 
them.)  So  how  did  ownership  help  me? 
With  Rhapsody,  all  of  this  music  and 
much  more  is  a  few  clicks  away. 
Rhapsody  isn't  perfect.  I  frequently 
lose  the  connection 
and  have  to  reboot.  The 
compatible  music  players 
aren't  as  nifty  as  iPods;  nor 
is  loading  them  with  music 
as  easy.  And  should  I 
decide  to  dump  Rhapsody, 
I'd  be  left  with  nothing.  But 
if  the  advantages  of  the 
subscription  model  are  as 
great  as  I  think  they  are,  I'm  sure  others 
will  emerge  that  are  even  better  and 
cheaper  than  Rhapsody— probably  from 
Apple  itself.  I  hope  so. 
-Peter  Burrows 
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RECYCLING 


New  Life  for 
Leftover  Latex 

Peek  into  any  basement  or 
garage  and  you'll  find  them: 
old  cans  of  paint  left  from  a 
domestic  makeover.  Every 
year,  do-it-yourselfers  stash 
away  some  66  million  gal- 
lons of  surplus  latex.  That's 
not  counting  the  tons  of  waste 
from  commercial  sources, 
including  low-quality  paints 
rejected  by  manufacturers, 
dinged  cans  tossed  by  retailers, 
and  big  barrels  abandoned  by 
contractors. 

A  startup  hopes  to  shift  the 
flow  of  this  colorful  river  away 


from  the  nation's  landfills 
and  into  new  plastics.  Licens- 
ing technology  from  Rutgers 
University,  Re -Manufacturing 
Technologies  (RMT)  has  devel- 
oped a  process  that  combines 
waste  paint  with  recycled  plas  - 
tic  to  produce  resin  pellets  that 
companies  melt  and  mold  into 
various  forms,  from  kitchen 
tools  to  electronics  cases. 
The  RMT  approach  avoids 
landfill  costs  and  helps  meet 
the  plastics  industry's 
growing  demand  for 
recycled  supplies,  for 
which  prices  have  climbed 
recently.  Some  day,  paint  recy- 
clers  might  even  pay  you  a  fee 
to  return  those  unwanted  cans 
in  your  basement. 


NUCLEAR  ENERGY 


A  Battery  That  Can 
Power  a  Whole  Town 

Nuclear  "batteries"  are  nothing  new. 
Energy  from  a  fist -size  lump  of  pluto- 
nium  has  powered  the  Voyager  spacecraft 
for  25  years.  And  tiny  specks  of  the  stuff 
kept  pacemakers  ticking  for  decades. 
Now,  Hyperion  Power  Generation  (HPG) 
is  developing  a  nuclear  battery  capable  of 
powering  a  town.  The  size  of  a  hot  tub,  it 
can  put  out  more  than  25  megawatts  for 
five  years,  enough  to  run  25,000  homes. 
Building  on  technology  developed  by 
Los  Alamos  National  Laboratory,  the 
Santa  Fe  (N.M.)  startup's  battery  runs 
on  uranium  hydride,  which  acts  as  fuel 
and  also  regulates  power  output,  making 
it  virtually  impossible  for  the  battery  to 
suffer  a  meltdown.  With  no  moving  parts 
to  break  or  corrode,  HPG's  batteries  can 
be  buried  in  the  earth  for  added  security 
and  safety.  Their  small  size  makes  them 
easy  to  install  and,  later,  to  remove  and 
refuel,  cutting  out  the  need  to  handle 
radioactive  materials  on  site. 


HPG  plans  to  sell  its  first  units  to  towns 
and  industrial  operations  not  connected 
to  the  grid.  The  company  estimates  life- 
time costs  for  its  battery  will  be  a  fraction 
of  the  price  to  build  and  run  a  natural  gas 
plant  with  the  same  capacity.  Backed  by 
venture  capital  from  Altira,  HPG  could 
have  its  batteries  ready  in  six  years. 


GREENHOUSE  GASES 

Microbial 
Methane  Munche- 


Hot  springs 
in  Rotorua, 
New  Zealand 


Could  a  microbe  from  hell  j 
help  slow  the  pace  of  global 
warming?  In  the  simmer-  I 
ing,  corrosive  muds  of  Helll 
Gate  hot  springs  of  Rotorua 
New  Zealand,  researchers  1 
have  discovered  bacteria  tlj 
devour  methane,  a  green-  I 
house  gas  that  environmen' 
alists  consider  20  times  ma 
harmful  that  carbon  dioxicj 

GNS  Science,  a  research 
organization  owned  by  the 
New  Zealand  government, 
says  the  tough  new  bug  is 
the  first  methane -loving 
bacterium  found  to  flourish 
in  conditions  as  hot  as  158F, 
with  a  chemical  ambience  4 
similar  to  stomach  acid.  Thi 
makes  it  potentially  easier  t( 
adapt  to  other  hostile  envi 
ronments  such  as  landfills, 
which  leak  methane  as  tras! 
decomposes. 

Matthew  Stott,  a  GNS 
microbiologist,  says  the  b 
could  also  be  adapted  for 
in  other  methane -venting 
sites,  such  as  mines.  Publi: 
ing  in  Nature,  the  researc 
dubbed  their  superhardy 
covery  Methylokorus  infer 
norum,  a  mix  of  the  Latini: 
names  for  methane  and  thi 
infernal  place  the  bug  was 
found. 
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BANG  &  OLUFSEN 


Bang  &  Olufsen  Townsend  695Townsend  Street  San  Francisco,  CA  415  626  7580 
Bang  &  Olufsen  Union  Square  353  Sutter  Street  San  Francisco,  CA  415  274  3320 

Some  Call  It  Custom...  We  Call  It  Bang  S  Olufsen.  For  more  information  about  our  nationwide  network  of  Custom  Installation  Centers  visit  www.bang-olufsen.com 


A  Special 
Offer  for 
Small 
Businesses 
with  Big 
Ambitions. 

Grow  your  business  with  BroadbandAccess. 

Get  high-speed  wireless  access  to  files,  e-mail  and  the  Web, 
so  you  can  stay  productive  in  or  out  of  the  office.  With  24-hour 
support  and  America's  Most  Reliable  Wireless  Network  behind 
you,  your  small  business  can  be  bigger  than  you  think. 


veri7onwreid 


Limited-time  Offer. 

USB720  Modem 

$  1£99 

l~       each  when  you  sign  up  for  5  or 

more  lines  of  BroadbandAccess. 
$49.99  ($99.99  less  $50  mail-in  rebate)  for  a 
single  line.  New  2-yr  activation  req'd  per  line. 
While  supplies  last. 


To  learn  more  about  our  wireless  solutions,  consult  with  a  small  business  representative, 
verizor  ss.com/mybusinessrep  1.866.566.8333 


Activation  fee/line:  $35.  IMPORTANT  CONSUMER  INFORMATION:  Subject  to  your  Major  Account  Agreement  or  Customer  Agreement,  Calling  Plan,  rebate  form  and  credit  approval.  Up  to 
early  termination  fee/line.  !n  GA:  Sales  tax  basea  on  lull  retail  pries  of  phone.  If  more  than  5GB/line/month,  we  presume  use  is  for  non-permitted  uses  and  may  limit  throughput  speed  t 
Kpbs;  see  brochure  for  prohibited  and  permitted  usage.  BroadbandAccess  i:  available  to  more  than  210  million  people  in  245  major  metropolitan  areas  in  the  U.S.  Offers  and  co» 
not  available  everywhere.  Network  details  and  coverage  maps  at  vzw.cor1    Vhile  supplies  last  Shipping  charges  may  apply.  Rebate  takes  up  to  6  weeks.  ©  2007  Verizon  Wi> 


;  difference  between  a  career  and 
iirpose  is  about  8,000  miles. 
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peacecorps.gov 

Life  is  calling.  How  far  will  you  go? 
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Bargains  in  closed-end  funds 
is  from  tne  Rhone  Valley 


A  BUMPY  RIDE  UP  GOLD'S 
YELLOW  BRICK  ROAD 


By  Aaron  Pressman 


Whenever  investors  get  serious  jittr0; 
about  the  U.S.  economy  or  seek  a  r , 
uge  from  a  drop  in  the  dollar,  they  ti 
to  gold.  Given  the  current  state  of  th „'.' 
psyches,  it's  no  surprise  that  gold,  lcllt 
viewed  as  a  safe  haven,  closed  recen ,n 
just  a  shade  below  its  all-time  high  c  t 
$850  an  ounce  in  1980.  v 

After  reaching  $841  on  Nov.  8,  the  price  retre'  1  > 
ed  to  $789  by  Nov.  30,  spurred  by  profit- takt  p; 
after  a  three -month  rally  fueled  by  mounting  r 
fears  about  the  health  of  the  financial  system1 1 
The  1980  rally  came  amidst  an  inflation  surgi  r 
and  the  Soviet  Union's  invasion  of  Afghanist  l 
That  spike  was  followed  by  a  swift  plunge,  bu'  I : 
the  latest  gold  swell  probably  isn't  over.  Adju  |£ 
ing  for  inflation,  that  1980  high  would  be  abc  ;; 
$1,800  in  2007  dollars,  according  to  Haver  A)  r: 
lytics,  an  economic  research  firm.  That  suggf  r 
today's  price  has  room  to  run. 

Analysts  and  fund  managers  also  point  to  b 
supply- and -demand  factors  that  are  keepini  j: 


YouYe  not  preparing  to  retire 
YouYe  preparing  to  live. 
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bullish  on  bullion.  For  2007,  demand  for 
;  expected  to  outstrip  new  supply  by  234 
:he  first  deficit  since  1979,  according  to 
lys  Capital  in  London.  That's  more  than 
the  annual  supply  of  3,600  tons  that 
>  mostly  from  mines  but  also  from  sales 
itral  banks  and  recycled  scrap, 
juld  be  a  wild  ride  in  the  coming  months, 
lators  and  hedge  funds  made  large  bullish 
1  the  futures  market  starting  in  August  as 
deral  Reserve  started  to  cut  interest  rates, 
the  Fed  stops  paring  rates  and  the  dollar 
zes,  gold  becomes  a  less  attractive  in- 
ent.  That  should  happen  early  next  year, 
uki  Cooper,  a  precious-metals  analyst  at 
ys  Capital.  Wall  Street  leader  Goldman 
even  recommended  selling  gold  as  one  of 
3est  trading  ideas  for  2008. 
stors  with  a  longer  time  horizon  should 
hose  dips  as  a  buying  opportunity,  says 
1  Foster,  manager  of  the  Van  Eck  Inter  - 
lal  Gold  Fund.  During  gold's  current 
ear  climb,  the  metal's  price  often  dropped 
en  January  and  May  before  rallying 
i  the  end  of  the  year,  Foster  says.  Even 
lan's  gold  watchers  are  predicting  the 
will  be  higher  over  the  next  12  months, 
aand  is  growing,  thanks  to  an  increase  in 
y  purchases  by  the  burgeoning  consumer 
s  in  India  and  China.  Increasingly  popu- 
:hange- traded  funds  around  the  world 
lake  investing  directly  in  gold  easier  than 
)n  the  supply  side,  mining  outfits  are 
Jling  with  higher  costs,  political  upheav- 
d  less  productive  mines.  "Even  at  $800 
ice,  it's  difficult  to  make  money  mining 
>me  places,"  says  Peter  Schiff,  president 
o  Pacific  Capital  in  Darien,  Conn.,  and  a 
me  gold  investor, 
hange-traded  funds,  like  the  $15  billion 


JAN.  78 
Data:  Haver  Analytics 


Streettracks  Gold  Shares  Trust,  are 
the  new  kids  on  the  block.  Gold- 
oriented  mutual  funds  have  been 
around  for  years,  but  they  mainly 
buy  mining  stocks.  The  new  ETFs, 
rolled  out  over  the  past  three  years, 
buy  actual  bars  of  gold  and  store 
them  in  warehouses.  By  holding 
gold  directly,  the  funds  affect  the 
price  because  they  remove  supply. 
The  Streettracks  fund,  run  by  State 
Street  Corp.  in  Boston,  owns  609 
tons  of  gold  held  in  a  London  vault. 

In  the  third  quarter,  ETFs 
bought  138  tons  of  gold,  or  15%  of 
all  the  gold  produced  and  six  times 
more  than  they  bought  in  2006 's 
third  quarter.  Because  much  of  the  demand  for 
the  ETFs  has  come  from  long-term  investors, 
the  funds  are  rarely  sellers.  "I  call  them  vacuum 
accounts  because  the  gold  goes  in  and  just  stays 
there,"  says  James  Vail,  manager  of  the  ING 
Global  Natural  Resources  Fund. 

In  the  past,  rising  gold  prices  have  also 
boosted  mining  stocks.  The  miners  are  up  about 
18%  this  year,  but  that's  only  about  half  of  the 
gain  for  the  metal.  Their  main  problem  is  that 
costs  for  steel,  fuel  oil,  and  other  materials  have 
risen  even  faster  than  gold  prices.  Shares  of  No- 
vaGold  Resources,  a  mining  company  based  in 
Canada,  tumbled  more  than  50%  on  Nov.  26  af- 
ter the  company  said  it  had  to  stop  construction 
of  a  new  gold,  silver,  and  copper  mine  in  Galore 
Creek,  B.C . ,  because  of  rising  costs.  Last  year 
the  company  estimated  the  mine  would  cost 
less  than  $2  billion.  The  cancellation  followed 
a  new  projection  of  $5  billion.  That's  bad  news 
for  the  mining  stock  shareholders,  but  a  plus  for 
anyone  who  already  owns  gold  and  is  banking 
on  higher  prices  in  the  years  ahead.  1 BW 1 


GOLD  HAS  ROOM 
TO  RUN 

Adjusted  for  inflation,  gold  is  far 
below  its  peak 


GOLD  PER  OUNCE 
IN  2007  DOLLARS - 

MONTHLY  AVERAGE 


Call  your  broker,  or  visit 
hartfordinvestor.com. 

Mutual  Funds 
401(k) 

Annuities 
Life  Insurance 


Prepare  to  Live 


The!_ 
Hartford 
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FOR  CLOSED-END  FUNDS, 
IT'S  OPEN  SEASON 


By  Lewis  Braham 


Closed-end  funds  typically  get  cheaper  near  the  end  of 
the  year.  This  year,  they're  at  mega-sale  prices.  "This  is  go- 
ing to  be  one  of  the  best  years  to  buy  them  in  a  decade,"  says 
Thomas  J.  Herzfeld,  who  has  invested  in  them  for  40  years 


and  publishes  The  Investor's  Guide  to  Closed  -  End  Fundi  II 
These  funds  issue  a  fixed  number  of  shares,  which  th(  W 
trade  on  exchanges  like  stocks.  As  a  result,  prices  are  del 
mined  by  investor  demand  and  often  differ  from  the  vali 
of  the  funds'  portfolios.  When  the  market  swoons,  as  it  I 
this  year,  investors  often  dump  them  indiscriminately  fc  jr. 
tax  losses.  That's  what  creates  the  discounts. 

Herzfeld  is  especially  bullish  on  muni  funds  with  disco 
greater  than  12%.  Their  long-term  average  discount  is  5^ 
But  there  are  opportunities  in  many  categories.  1 BW 1 
no 
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Current 
Price* 


DIVIDEND  STOCK  FUNDS 

BlackRock  Enhanced  Dividend  Achievers  (BDJ) 

Dreman/Claymore  Dividend  &  Income  (DCS) 

Gabelli  Dividend  &  Income  (GDV) 

Nuveen  Tax-Advantaged  Dividend  Growth  (JTD) 

HIGH-YIELD  BOND  FUNDS 
40/86  Strategic  Income  (CFD) 
Dreyfus  High  Yield  Strategies  (DHF) 
MFS  Intermediate  High  Income  (CIF) 
Morgan  Stanley  High  Yield  (MSY) 

MORTGAGE  BOND  FUNDS 
American  Select  Portfolio  (SLA) 
American  Strategic  Income  Portfolio  III  (j 
First  Trust  Strategic  High  Income  II  (FHY) 
TCW  Strategic  Income  (TSI) 

MUNICIPAL  BOND  FUNDS 

BlackRock  Long-Term  Municipal  Advantage  (BTA) 


Delaware  Investments  National  Municipal  Income  (VFL) 

12.09 

14.3 

5.2 

DTF  Tax  Free  Income  (DTF) 

13.70 

13.9 

4.4 

Investment  Grade  Municipal  Income  (PPM) 

12.92 

13.9 

4.9 

Neuberger  Berman  Intermediate  Municipal  (NBH) 
SEAL  ESTATE  FUNDS 


11.29 

10.39 

13.98 

3.78 

11.65 
12.09 
13.70 
12.92 
12.62 


Discount* 

14.0% 
18.3 
13.8 
14.2 

16.9 
13.1 
14.4 
15.0 

12.6 

13.1 

7.4 

15.3 

14.0 
14.3 
13.9 
13.9 
13.6 


Current 
Yield* 


10.6% 

8.2 

6.3 
10.0 

8.6 

9.0 

10.1 

7.5 

8.5 

8.7 
14.3 
10.4 

5.7 
5.2 
4.4 
4.9 
5.2 


u 


Too  many  new  funds! 
caused  an  oversuppi 


Tie 


in  this  sector.  And  WV 
tend  to  invest  heavit 
in  banks,  which  have 
been  beaten  down. 


Credit  concerns  havt 
weighed  heavily  on  1^ 
this  sector. 

it: 


f« 

ei 
The  subprime  woess  "; 
led  these  funds  to   ' 
deeper  discounts, 
even  though  some 
have  weathered  the 
storm  well. 


Concerns  about  mu-  .'• 
nicipal  bond  insurefttk 
caused  these  to  selH  *j 
off,  but  their  yields  .  ,jr 
beat  Treasuries  on  aiK 

aftertax  basis. 

nn 

e 


Alpine  Global  Premier  Properties  (AWP) 

14.40 

12.8 

10.6 

Real  estate  stocks 
have  been  among  tr 
hardest  hit  sectors 
this  year,  after  years 
of  rallying  and  the 
mortgage  problems. 

Cohen  &  Steers  Worldwide  Realty  Income  (RWF) 

18.69 

12.2 

7.7 

DWS  RREEF  World  Real  Estate  &  Tactical  Strategies  (DRP) 

14.61 

13.8 

11.0 

DWS  RREEF  Rea<  Estate  II  (SRO) 

14.01 

12.4 

10.9 

•  As  of  Nov.  30,  2007;  Data:  ETFConnect 
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JRPRISING  GEMS 
10M  THE  RHONE  VALLEY 


Q 


Cotes  du  Rhone  wines  sit  at  the  bottom  of 
France's  Rhone  Valley  hierarchy.  Perhaps 
that's  because  a  lot  of  the  wines  made  there  are 
oxidized,  overly  alcoholic,  and  just  plain  out  of 

ice.  Even  so,  some  worthy  wines  are  produced  in  the  region.  Here  are  a  few  of  them,  all  ready 

ink  upon  release;  they  go  well  with  a  wide  variety  of  cuisines. 


•OINTS 


gal  2005 
.  du  Rhone 

^rah  and  half 
she,  this  full- 
j  blend  has  notes 
'ies  and  a  dash  of 
;r.  Enjoy  this  velvety 
iver  the  next  three 
years.  $11 -$13 


89 


POINTS 


Domaine  Gramenon 
2005  Cotes  du  Rhone 
La  Sagesse 

The  elegant  2005 
exhibits  a  dark  ruby/ 
purple  color  and  hints  of 
menthol  mixed  with 
Provencal  herbs  and 
black  cherry,  raspberry, 
and  currant  notes.  $18 


!>OINTS 


line  La  Reme- 
e2005 

du  Rhone- 

js  Les  Eglantiers 

entirely  from  syrah, 
ie  is  filled  with 
s  and  flavors  of 
>erries  and  cassis, 
it  over  the  next  two 
e  years.  $25 


90 


POINTS 


Saint-Cosme  2006 
Cotes  du  Rhone  Les 
Deux  Aibions 

This  delicious  wine  has 
a  sweet  nose  of  peppery 
blackberry  and  cassis, 
with  hints  of  flowers  and 
tropical  fruits.  It  is  meant 
for  drinking  in  its  first 
three  or  four  years.  $13 


Harvesti 
syrah  grapes 
in  the  Rhone 
Valley 


OINTS 


ine  Grand  Veneur 

;6tes 

one-Villages 

lampauvins 

ine  has  hints  of 
e,  kirsch  liqueur, 
3rries,  and  loads  of 
a  luscious  style. 
Id  drink  well  for 
five  years.  $17 


90 


Domaine  du  Caillou 
2005  Cotes  du  Rhone 
Bouquet  des  Garrigues 

This  dark,  spicy, 
peppery  effort  reveals 
notes  of  lavender, 
roasted  herbs,  and 
kirsch  liqueur.  Drink  it 
over  the  next  five  to 
six  years.  $25 


91 


POINTS 


Domaine  de  la  Janasse 
2006  Cotes  du  Rhone 
Les  Garrigues 

Made  mostly  from  old- 
vine  grenache,  this  wine 
exhibits  spectacular 
black  raspberry  and 
kirsch  notes,  along  with 
licorice,  smoked  herbs, 
and  meat  juices.  $21 


91 


POINTS 


Chateau  de  Beaucastel 
2005  Cotes  du  Rhone 
Coudoulet 

Notes  of  tapenade, 
licorice,  smoked  herbs, 
and  meat  juices  are 
mixed  with  black  cherry. 
This  wine  will  provide 
pleasure  over  the  next 
decade  or  more.  $25 


93 


POINTS 


Chateau  Rayas  2005 
Cotes  du  Rhone 

Fonsalette 

This  blockbuster  wine 
has  notes  of  black 
truffle,  blackcurrant, 
licorice,  sweet  cherry, 
and  flowers.  It  will  be 
at  its  best  from  2010 
to  2025.  $56 


rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  Robert  Parker  is  the  world's  most  influential  wine 
i/isit  eRobertParker.com  to  see  tens  of  thousands  of  tasting  notes,  buy  his  books,  or  subscribe  to  his  newsletter,  The  Wine  Advocate. 
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Image  of  W.B.  Yeats,  poet  and  Nobel  Prize  winner, 
by  Louis  le  Brocquy. 


Ireland  ,* 


jstfflg 


led* 


The  Irish  mind. 

Rich  in  the  raw  material  that  will  help 

to  realize  the  potential  of  your  business. 

The  Irish.  Creative,  imaginative.  And  flexible.  Agile  minds  with  a  unique  capacity  to  initiate,  and  innovate, 
without  being  directed.  Always  thinking  on  their  feet.  Adapting  and  improving.  Generating  new  knowledge  and 
new  ideas.  Working  together  to  find  new  ways  of  getting  things  done.  Better  and  faster. 

This  flexible  attitude  pervades  the  ecosystem.  Nowhere  else  will  you  find  such  close,  frequently 
informal,  links  between  enterprise,  education  and  research  facilities  and  a  pro-business  Government.  Connected 
by  a  dynamic  information  infrastructure.  In  Ireland,  everything  works  together. 

With  its  innate  knowledge  and  flexibility,  the  Irish  mind  can  be  the  pathway  to  profit  for  your  business. 
To  learn  more,  contact  the  Irish  Government's  inward  investment  agency,  IDA  Ireland,  345  Park  Avenue, 
New  York  on  212  750  4300,  e-mail  idaireland@ida.ie  or  log  on  to  www.idaireland.com 
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OPINION 


IH  &  VOU   STEPHEN  H.  WILDSTROM 


icrosoft's  Nifty  Digital  Shoebox 


:an  move  those  photos,  files,  and  tunes  gunking  up  your  PC  onto  a  personal  server 
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ile  these  days  are  using  their  home  computers  for  two  differ- 
and  sometimes  incompatible,  purposes.  On  the  one  hand,  PCs 

hat  they  have  always  been-tools  for  e-mail,  Web  browsing, 
ng,  managing  finances,  and  myriad  other  chores.  Increasingly, 

ver,  the  computer  is  also  becoming  a  repository  for  the  stuff  of 

ife  that  used  to  fill  shoeboxes  and 
cabinets:  That  means  photos, 
:,  and  video  recordings,  as  well 
2uments,  financial  records,  and 
.  Much  of  it  is  valuable,  and  some 
:placeable. 

>ktops  make  lousy  storage  centers 
se  personal  artifacts,  and  laptops 
>rse.  While  both  can  hold  huge 
nts  of  information,  it  can  be  dit- 
to share  the  contents  with  other 
uters  on  your  home  network,  not 
ition  noncomputers  such  as  game 
les  and  media  players.  Even  if  you 
)me  the  networking  challenges, 
s  the  minor  nuisance  of  computers 
g  into  sleep  mode,  curtailing  your 

>  to  the  goodies  inside.  Forget  about 
lg  once  the  laptop  leaves  the  house, 
len  there  are  hard  drive  failures. 
re  rare,  but  catastrophic  if  data 
't  been  backed  up,  which  is  almost 
s  the  case. 

:rosoft  believes  the  time  is  ripe  for 
mers  to  behave  like  businesses 
urn  the  job  of  storing,  distributing, 
feguarding  data  over  to  a  server,  a 
dized  computer  designed  for  those 
Windows  Home  Server  is  a  soft- 
>ackage  based  on  the  enterprise - 
Windows  Server  2003  operating 

but  with  a  friendly  face  that 

>  it  easy  to  use,  even  for  consumers 
10  technical  background. 
ne  Server  software  is  available 


HP  Home  Servers 
take  little  space 
but  store  up  to 
a  terabyte  (left) 


e  HP  Home  Server  can  automatically 
range  music  into  an  iTunes  library  that  can 
played  on  any  Mac,  PC,  or  other  device 


only  as  part  of  a  new 
hardware  package, 
such  as  Hewlett- 
Packard's  Media- 
Smart  Home  Server, 
which  comes  in  two  sizes:  $560  after 
rebate  for  a  500-gigabyte  version,  and 
$710  fori  terabyte. 

I  tried  the  latter,  which  includes  some 
HP  extras.  Other  products,  such  as 
standalone  network  storage  units  from 
Netgear  and  Seagate  Technology,  offer 
many  of  the  same  features,  but  none  is 
as  easy  to  use  as  Home  Server. 

Setting  up  the  MediaSmart  equip- 
ment is  refreshingly  simple:  You 
plug  the  box,  which  has  no  display  or 
keyboard  of  its  own,  into  your  home 
network  and  power  it  up.  Then  pop  the 
software  CD  into  any  Windows  XP  or 
Vista  computer  on  the  network,  run  the 
install  program,  and  follow  the  on- 
screen instruc- 
tions to  configure 
the  server.  Stor- 
age, at  1  terabyte, 
is  nearly  unlim- 
ited, but  I  added 
a  second  terabyte 


by  plugging  an  external  storage  device 
into  the  server's  USB  port. 

Once  you  have  installed  the  software 
on  a  PC,  the  computer  will  automati- 
cally back  up  its  hard  drive  to  the  server 
once  a  day.  To  connect  other  PCs  on  the 
network,  just  repeat  the  procedure.  If 
you  have  a  Mac,  it  will  be 
able  to  read  and  write  files 
on  the  server,  but  it  will  not 
do  automatic  backups.  Any 
device  can  play  music  stored 
on  Home  Server.  And  in  a 
^^^^^  nice  touch  added  by  HP,  the 

■^   server  can  automatically  ar- 
I       H        1  range  music  into  an  iTunes 
-i         B^^   library  that  can  be  played  on 
^H  any  Mac,  PC,  or  other  de- 

vice, such  as  a  Slim  Devices' 
Squeezebox  music  player. 
Home  Server  can  perform  other 
important  tricks.  It  can  monitor  the  se- 
curity status  of  all  the  Windows  PCs  on 
the  network  and  tell  you  when  antivirus 
software  needs  updating.  A  forthcom- 
ing add-on  from  SageTV  will  let  the 
server  receive  and  record  TV  shows  and 
stream  them  to  other  devices.  Home 
Server  can  also  be  set  up  to  provide 
remote  access  to  your  files.  And  it  can 
act  as  a  Web  server  that  lets  friends  and 
relatives  view  your  photos  from  the 
Internet.  Microsoft  has  made  access 
secure,  but  the  setup  to  let  your  friends 
peek  is  likely  to  prove  daunting. 

Microsoft  may  have  some  difficulty 
convincing  people  they  need  a  server  in 
their  homes — and  the  name  itself  is  a  bit 
off-putting.  But  as  home  networks  get 
more  complicated,  the  idea  of  central- 
ized storage,  backup,  and  control  is  ap- 
pealing, and  Microsoft  deserves  credit 
for  making  a  slightly  scary  idea  truly 
user-friendly.  1 BW 1 
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076   MEDIA  CENTRIC  !  TOM  LOWRY 


The  FCC's  Broadband  Bobble 

The  U.S.  is  falling  even  further  behind  in  high-speed  Internet  availability,  speed,  and  cost 


Federal  Communications  Commission  Chairman  Kevin  Martin  has 
suffered  a  number  of  setbacks  in  his  increasingly  lonely  fight  against 
the  cable  companies.  Martin,  of  course,  is  determined  to  place  tight- 
er regulations  on  the  industry  by  restricting  the  reach  of  companies 
and  allowing  subscribers  to  pay  only  for  the  channels  they  want. 


Now,  Democratic  and  Republican 
lawmakers— as  well  as  Martin's  fel- 
low commissioners— are  questioning 
his  selective  use  of  data  to  support 
his  campaign;  one  congressman  has 
even  called  for  an  investigation  into 
whether  Martin  has  abused  his  power 
Meanwhile,  a  key  FCC  vote  on  cable 
regulation  has  been  delayed.  It  looks 
to  most  everybody  as  if  the  chairman 
is  fighting  a  losing  battle.  But  he  says 
he's  not  giving  up— 
which  has  prompted 
analyst  Craig  Moffett 
of  Sanford  Bernstein 
&  Co.  to  characterize 
Martin's  persistence 
as  a  "Captain  Ahab 
crusade." 

The  whole  mess 
(I  mean,  Moby -Dick 
good  -  and  -  evil  refer- 
ences?) raises  ques- 
tions about  what 
Martin  has  achieved, 
besides  provocative 
headlines,  and  what  he  otherwise 
might  have  achieved.  Here's  an  idea: 
He  could  have  taken  a  much  larger  role 
in  helping  the  U.S.  catch  up  with  other 
countries  when  it  comes  to  the  all- 
important  issue  of  broadband  access. 
After  all,  it  was  his  boss,  President 
George  W.  Bush,  who  in  2004  called 
for  universal  broadband  for  all  Ameri  - 
cans  by  2007.  As  2007  draws  to  a  close, 
the  figure  is  only  about  50%. 

Martin's  lack  of  a  bold  initiative 
hasn't  gone  unnoticed:  On  Nov.  15, 
Senator  Daniel  K.  Inouye  (D- Hawaii) 
encouraged  lawmakers  to  support  a 
bill  he  introduced  that  could  end  up 


dictating  to  the  FCC  how  to  imple- 
ment a  national  broadband  policy. 
Let's  face  it:  Broadband  is  likely 
to  be  the  way  most  media,  including 
television,  are  delivered  in  the  future. 
When  that  comes  to  pass,  there  will 
be  enough  new  competition  that  the 
cable  guys  will  be  forced  to  offer  con- 
sumers more  choices  anyway. 

When  Martin  was  first  named  an 
FCC  commissioner  in  2001  at  34,  he 
could  already  boast 
powerful  connections, 
having  worked  at  the 
influential  Washing- 
ton law  firm  Wiley, 
Rein  &  Fielding, 
then  on  Bush's  2000 
Presidential  campaign 
and  his  legal  team  for 
the  Florida  recount. 
Martin's  wife,  Cath- 
erine, was  a  domestic 
policy  adviser  at  the 
White  House.  So  it 
was  no  surprise  that 
Bush  appointed  him 
FCC  chairman  in  2005 
to  succeed  the  highly 
ideological  Michael 
Powell. 
But  Martin  also 
brought  his  personal  beliefs  to  the  job. 
His  efforts  to  cleanup  "indecency" 
on  TV  have  been  even  more  forceful 
than  those  of  Powell,  who  fined  CBS 
$550,000  for  Janet  Jackson's  infamous 
"wardrobe  malfunction."  Martin  is 
battling  all  the  broadcasters  and  cable 
companies  as  he  seeks  to  make  opera- 
tors offer  family  tiers  of  programming 
to  protect  young  viewers  from  the 


FCC  Chairman 
Martin  has  not 
met  Bush's 
2007  goal 
for  universal 
broadband 


violence  and  smut  he  sees  on  the  ti  L 
Speculation  has  long  persisted  t  m 
by  building  up  his  family-values  b<  if 
fides,  Martin  hopes  to  make  himse 
more  attractive  as  a  possible  candilp 
for  governor  or  senator  in  his  nativL- 
North  Carolina.  Meanwhile,  the  U.  {_ 
has  fallen  further  behind  in  global  L 
broadband.  The  latest  rankings  by 
the  Organization  for  Economic  Cor 
eration  &  Development  show  the  I 
at  15  in  terms  of  broadband  penetrc  ^ 
tion— down  from  4  in  2000.  Avera|  j 
speeds  in  Japan  are  20  times  fastest5, 
than  in  the  U.S.,  and  South  Koreaait; 
pay  nine  times  less  per  megabit  thll, 
Americans  do. 

MUCH  BIGGER  PICTURE 

We  all  know  improved  broadband! [ 
crucial  to  staying  competitive  in  th 
global  economy.  It  can  cut  the  cost 
distributing  digital  content,  impra  -,,, 
the  efficiency  of  public  safety  systJllI 
even  allow  for  more  telecommute»0| 
who  are  generally  considered  to  be  ■  * 
more  productive  than  cubicle  dwewr 
Some  public  interest  groups  estirnjlr 
that  universal  broadband  could  adc .'" 
$500  billion  to  the  U.S.  economy,  i 
Before  Congress  jumped  in,  Mart ' 
should  have  started  regularly  collect 
ing  accurate  data  about  penetratior [ 
speeds;  and  which  communities, 
minority  and  rural,  for  example,  lac' 
affordable  services.  He  may  leave  4'f 
the  change  of  Administration  next  I: 
year.  In  January  the  FCC  will  conduf 
the  biggest  auction  ever  of  wireless  :' 
spectrum,  which  Martin  says  will 
transform  broadband  in  the  U.  S.    1 
Even  so,  Bush's  deadline  will  have 
come  and  gone,  ibwi 
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el,  Insurer  of  Last  Resort 

fans  of  Markel  (MKL)  like  to  call  this  specialty 
it  a  "mini- Berkshire  Hathaway."  It's  similar 
outfit  Warren  Buffett  heads  "in  its  strategy, 
■writing  discipline,  and  ability  to  compound 
book  value  annually  at 
more  than  20%  since 
1990,"  says  John  Schott, 
head  of  value  invest  - 
ing  at  Steinberg  Global 
Asset  Management, 
which  owns  shares. 
Markel's  stock  isn't  as 
high-flying  as  Berk - 
Is,  but  it  has  also  ramped  up,  from  449  a  year 
li  554  in  early  November— before  the  subprime 
■  heated  up.  Now  at  480,  Markel  will  be  worth 
I  a  year,  Schott  figures,  based  on  the  double - 
i^rowth  of  its  book  value,  now  at  $270  a  share. 


- 
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Historically,  the  stock  trades  at  more  than  twice 
its  book.  The  company  went  public  in  1986  at  10  a 
share.  Markel  insures  risks  that  others  won't  touch: 
It  provides  malpractice  insurance  to  doctors,  in- 
cluding those  with  a  history  of  drug  abuse .  Since  it's 
in  a  high-risk  business,  Markel  is  able  to  set  rates 
and  terms  that  produce  hefty  underwriting  profits. 
Other  hard-to-place  risks  Markel  accepts  include 
motorcycles,  speedboats,  and  equine  mortality. 
Elizabeth  Malone  of  KeyBanc  Capital  Markets  rates 
Markel  a  buy,  with  a  12-month  target  of  600.  She 
upped  her  2007  profits  forecast  from  $35.37  a  share 
to  $36.63,  and  for  2008  from  $36.79  to  $38.38,  fol- 
lowing the  "positive  earnings  surprise"  posted  in 
the  third  quarter. 
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Itive  Energy 
I5B  Industries 

■  known  LSB  Indus- 
IpCU)  is  in  two  busi- 
1— climate  control  and 
I:als— where  it  vies, 
■tively,  with  Trane 
■rrier  and  with  Terra 
Itash.  But  LSB  is  also 
■in  alternative  energy, 
Imakesitattrac- 
liys  Daniel  Mannes  of 
■pent  firm  Avondale 
Irs.  LSB  has  38%  of  the 
it  for  geothermal  and 
If  source  heat  pumps, 
if  in  commercial  build - 
■;s  geothermal  system 
fie  solar  energy  stored 
pround  and  can  cut 
■city  usage  by  60%, 
lannes.  LSB  also  sup- 
fertilizer  for  corn  and 
fciofuel  crops.  Mannes 
$SB,  which  has 


DOUBLED 
IN  A  YEAR 


STOCK  PRICE  (DOLLARS) 
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doubled  from  ll  a  year  ago 
to  22.20,  "outperform."  He 
sees  it  at  30  in  a  year.  David 
Covas  of  Oberweis  Asset 
Management,  which  owns 
shares,  says  LSB  is  a  "long- 
term  play  on  clean  energy." 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


Where  to  Get  the 
Goods  on  China 

As  China's  exports  surge,  so 
does  Global  Sources  (GSOL). 
Relatively  unknown  on  Wall 
Street ,  Global  is  a  big  pro  - 
vider  of  verified  information 
on  China's  major  export 
companies  to  some  647,000 
big  importers  worldwide, 
including  Wal-Mart  and 
France's  Carrefour  and 
Casino,  a  large  convenience 
store  operator.  Based  in 
Bermuda,  Global  holds  trade 
shows  to  get  China's  suppli- 
ers and  buyers  together.  It 
also  runs  an  online  service 
where  it  offers  information 
about  Chinese  products, 
whose  quality  it  verifies  and 
authenticates.  John  Ma  of 
Roth  Capital  Partners,  who 
rates  Global  a  buy,  says  it  is  a 
long-term  play  on  Chinese 


GROWING  ALONG 
WITH  EXPORTS 

STOCK  PRICE  (DOLLARS) 
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exports.  Global  Sources' 
stock  has  climbed  from  11 
in  May,  2006,  to  33.33  on 
Dec.  5.  Ma  sees  earnings  of 
6jt  a  share  in  2007  and  97^ 
in  2008.  fason  Brueschke  of 
Citigroup  rates  Global  a  buy, 
with  a  target  of  45. 1 BW 1 
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MEDICINE,  MONEY, 


AND  THE  UNINSURED 


Judging  by  reactions  to  "Fresh  pain  for  the 
uninsured"  (Cover  Story,  Dec.  3),  the  high  cost  of 
health  care  gets  the  blood  flowing.  While  we  heard 
from  some  readers  who  blamed  patients  for  failing 
to  read  the  fine  print  in  their  medical  documents, 
most  were  outraged  by  what  the  article  described: 
service  providers  and  financial  firms  converting 
medical  debt  into  high-interest  consumer  debt  to 
extract  money  from  uninsured  patients.  ("Dev- 
astating," New  York  Times  columnist  Paul  Krug- 
man  called  it  in  his  blog. )  A  number  of  readers  also 
pointed  to  this:  Unlike  insured 
patients,  who  are  billed  at  a 
discount  under  providers'  agree- 
ments with  insurers,  the  unin- 
sured are  often  charged  full  price 
for  medical  services. 
-Brian  Grow  and  Robert  Berner 


BusinessWeek 


Your  article  makes  a  good- 
case  for  extensive  federal 
regulation,  especially  of 
hospitals,  which  charge  the 
uninsured  up  to  five  times 
as  much  as  they  get  from 
Medicare  for  the  service. 
Walter  Gerhold,  M.D. 

OSPREY,  FLA. 

How  about  people  read  the 
fine  print  instead  of  ignoring 
it  ?  Medical  offices  and  com  - 
panies  should  not  be  held 
accountable  for  people  who 
pick  a  financing  option  they 
choose  not  to  learn  about. 
Screen  name:  SMB 


This  is  why  I  moved  to  Can- 
ada. Even  people  with  good 
jobs  and  advanced  degrees 
[in  the  U.S.]  are  in  danger 
of  bankruptcy  if  a  health 
issue  arises.  And  [President 
George  W.j  Bush  [signed  a 
congressional  bill  to  change] 
the  country's  bankruptcy 
laws  to  protect  credit  -  card 
companies. 
Screen  name:  AxellDC 

The  article  didn't  mention 
one  potential  consequence 
of  this  type  of  medi  - 
cal  financing.  Back  when 
I  worked  for  a  mortgage 


lender,  I  saw  that  unpaid 
medical  debts  listed  on 
credit  reports  were  not 
included  in  determin- 
ing a  borrower's  ability  to 
pay.  But  if  a  creditor  like 
GE  Money  Bank  [which 
finances  medical  debts  from 
the  uninsured]  were  to  show 
up  on  a  credit  report  instead 
of  some  doctor  or  hospital, 
then  it  would  be  difficult  to 
discount  such  debt  from  the 
underwriting  process.  This 
means  a  borrower  could  be 
denied  a  loan  or  be  required 
to  pay  higher  interest  on 
it  —  a  sort  of  ripple  effect . 
James  Stevens 

GLENDALE,  CALIF. 


As  a  Christian  and  a  Rejfe 
lican,  I  am  outraged  atl||itr; 
liberal  bias  in  this  articiJM 
Privatized  health  care  am 
ates  jobs  and  provides  nes 
better  care  than  socialWtal 
programs  in  France,  Enli  It: 
land,  Canada,  and  the  re  \ 
the  world. 
Screen  name:  Dan  F. 

The  real  tyranny  in  the  I  ik 
attempted  monetizing  ilk 
these  medical  bills  is  thnjut 
the  balance  consistently  ;;; 
exceeds  the  real  cost  ofJJHhi 
services.  Medicare,  Med  .-.. 
caid,  and,  to  a  lesser  ext«  &. 
other  third-party  payers  *:i: 
have  adopted  capping  of  - 


"This  is  why  I  moved  to  Canada.  Even  peopl 
with  good  jobs  [in  the  U.S.]  are  in  danger  of 
bankruptcy  if  a  health  issue  arises."  axelu 
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PAIN 


035 


RED 


tors  and  hospitals  turn  to  GE.  CM, 
uller  rivals  to  finance  patient  care, 
ck  pay  much  mors 


si  alchemy,  a  growing  number  of  hospi- 
lancla)  companies,  are  squeezing  revenue 
a  health  Insurance.  April  Dial's  dealing* 
:al  Center  In  Malvern,  Ark. ,  illustrate  how 
t  bills  Into  consumer  debt  means  quicker 
tougher  times  for  many  patients  of  mod  - 

3p  waitress  who  earns  $17,000  a  year  plus 
Sudden  drops  in  her  blood  sugar  level 
room  four  times  in  the  past  three  years.  In 

at  Hot  Spring,  Including  two  in  intensive 
her  ailment.  The  bills  came  to  more 
no  health  Insurance. 

Carolyn,  who  waits  tables  at  the  same 
"trig  tlOO  a  month  under  the  nonprofit 

interest  payment  plan.  Dial  says  she 
elf  because  she  spends  more  than  ti;o  a 

insulin.  In  October  she  learned  that  Hot 


ursement  as  their  pri- 
strategy  in  health- care 
:duction.  Thus  the 
pirin  on  your  hospital 
es  not  result  in  your 
:al  seeing  $12  in  rev- 
It  simply  means  that 
ospitalhastobill$l2 
it  aspirin  if  it  is  ever  to 
e  $1.50  needed  to  meet 
sts  of  providing  it.  All 
its  must  be  well- in  - 
d  consumers  before 
nter  a  hospital  if  we 
er  to  see  improvement 
health -care  financial 
is. 
Jarlson 

GO 

ia  Wheeler  [the  chief 
:ial  officer  at  Satilla 
al  Medical  Center] 
a  question  in  this 
:  that  is  emblematic 
issues  in  the  health 
ebate:  "When  you  go 


to... the  vet,  you  know  you 
have  to  pay.  If  you  go  to  the 
hospital,  why  should  it  be 
different?"  My  answer:  We 
value  human  life  differ- 
ently than  we  value  animal 
life.  We  need  to  understand 
that  the  value  we  place  on 
human  life  makes  many  of 
our  "free  market"  analogies 
irrelevant. 
Screen  name:  Fred  Harde 

Ironic  how  the  advocates  of 
freeloading  now  write,  and 
read,  BusinessWeek. 
Screen  name:  Andrew 

I  found  it  a  funny  coinci  - 
dence  that  your  Cover  Story 
on  the  pain  of  the  uninsured 
ran  in  the  same  issue  as  your 
article  about  the  possibil- 
ity of  juggling  more  than 
one  career  ("Reinventing 
yourself,"  In  Depth,  Dec.  3). 
The  idea  of  working  within 
a  "portfolio"  of  careers  is 
a  great  one,  especially  for 
older  baby  boomers  seeking 
flexibility.  The  problem: 
finding  health  insurance. 
Randall  Hansen 

DELAND,  FLA. 

Many  hospitals  charge 
uninsured  patients  sig- 
nificantly more  for  the  same 
services  they  provide  at 
lower  cost  to  those  who  are 
insured.  These  hospitals 
may  be  compounding  the 
problem  by  grossly  inflat  - 
ing  medical  bills  for  the 
uninsured— charges  that 
they  then  turn  over  for 
collection. 
Screen  name:  Eugene  Collins 


MISGUIDED  ON  MAD  AVE 

HOW  AD  AGENCIES 
ARE  GETTING  IT  WRONG 

Most  advertising  people  are 
messengers  who  are  clueless 
about  marketing  ("Struggles 
of  a  mad  man,"  In  Depth, 
Dec .  3 ) .  The  Big  Idea  is  not 
about  labels,  slogans,  and 
buzz  words,  but  about  deliv- 
ering solutions  that  fix  real 
problems. 

Thus  the  best  advertiser 
is  not  the  one  who  under- 
stands the  brand  but  the 
one  who  understands  the 
buyer's  needs  and  behav- 
iors. Advertising  agencies 
not  only  don't  get  it,  they 
are  going  in  the  wrong 
direction. 
Dennis  Wong 

WESTPORT.CONN. 

In  putting  talent  into  silos— 
telling  certain  people  they 
are  "creatives"  and  then 
telling  others  they  are  "me- 
dia" —advertising  agency 
leaders  have  shot  them- 
selves in  the  foot. 

These  days,  if  a  client 
wants  a  digital  component 
to  an  ad  campaign,  a  digital 
expert  has  to  come  in.  If  a 
client  wants  a  promotional 
component,  a  promotional 
expert  has  to  be  called  in. 
The  end  result  is  frustration 
all  around. 

Many  small  agencies 
thrive  because  they  avoid 
this  siloing.  Another  prob- 
lem facing  the  industry:  the 
sparse  spending  on  research 
and  development.  No  in- 
dustry spends  less  on  R&D. 


Even  "New  Media"  agencies 
in  the  digital  arena  spend 
little  money  to  understand 
how  their  products  work. 

Moreover,  the  indus- 
trywide standard  billing 
practice  of  basing  the  fee 
structures  on  the  man- 
hours  involved  has  further 
commoditized  talent.  Only 
ad  shop  Crispin  Porter  [& 
Bogusky]  has  had  the  guts  to 
say  that  it  doesn't  sell  hours, 
it  sells  talent. 

The  solutions  to  the 
growing  irrelevance  of  the 
ad  industry  are  obvious,  but 
few  seem  to  have  the  cour- 
age to  take  the  first  step. 
Marcelo  Salup 

CORAL  GABLES,  FLA. 

DOLLAR-BASHING 

'THE  FALLING  GREENBACK 
IS  A  SELF-INFLICTED  WOUND' 

If  the  Bush  Administration 
can  impose  sanctions  on 
Iran  in  an  attempt  to  disrupt 
its  economy,  then  Iranian 
President  [Mahmoud] 
Ahmadinejad  is  entitled  to 
speak  negatively  about  U.S. 
currency  ( "  B  ad  -  mouthing 
the  dollar,"  The  Business 
Week,  Dec.  3).  The  falling 
greenback  is  a  self-inflicted 
wound  caused  by  President 
Bush's  idiotic  notion  that 
the  country  could  afford 
both  a  major  war  and  a 
major  tax  cut  simultane- 
ously. With  so-called  ally 
Kuwait  switching  away  from 
the  dollar,  it  won't  be  long 
before  other  countries  begin 
doing  so -regardless  of  what 
Ahmadinejad  and  Venezue- 
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la's  Hugo  Chavez  may  have 
to  say  on  the  subject. 
Chandran  Cheriyan 

SARATOGA,  CALIF. 

CANDIDATE-SPEAK 

WHAT  THE  INTERVIEWS 
OVERLOOKED 

It's  a  shame  that  none  of  the 
Presidential  contenders  who 
were  interviewed  in  "The 
candidates  on  innova- 
tion: What  it  is  and  what 
they'll  do"  (In  Depth,  Nov. 
26)  talked  about  conserva- 
tion initiatives.  Mandating 
lower  heating  and  higher 
cooling  settings  in  gov- 
ernment buildings  would 
give  the  private  sector  the 
cover  it  needs  to  adjust  its 
thermostats  accordingly. 
In  addition,  a  yearly  fee  on 
inefficient  vehicles  paid  to 
the  states  when  licenses 
are  renewed  would  accom- 
plish much  of  the  work  of 
a  gas  tax  and  move  Amer- 
ica to  more  fuel -efficient 
transportation. 
Bruce  Wilds 

FORT  WAYNE,  IND. 

Why  did  you  interview  just 
the  "leading"  candidates? 
I'm  sure  Senator  Joseph 
Biden(D-DeL)  would  have 
had  a  point  of  view  on  this 
issue.  If  he  doesn't  man- 
age to  get  press  coverage, 


then  how  does  he  become 
a  "leading"  candidate?  It 
seems  only  fair  to  include  all 
those  in  the  race. 
Screen  name:  Tom  Clark 

MERRILL'S  NEW  MAN 

JOHN  THAIN:  A  GOOD  CATCH, 
OR  MORE  OF  THE  SAME? 

Repeated  references  to 
corporate  culture  in  "He 
fixed  the  NYSE.  Can  he  fix 
Merrill?"  (News,  Nov.  26) 
make  one  wonder  if  some 
would  like  to  see  [under  new 
CEO  John  Thain]  a  return 
to  the  starched -collar, 
blue -blood  mentality.  The 
interests  of  the  privileged 
were  protected  while  the 
company  languished  and 
other  more  agile  and  glob- 
ally minded  firms  set  the 
standard  of  performance . 
[Former  Merrill  Lynch  CEO 
E.  Stanley]  O'Neal  was  not 
part  of  that  blue  -blood 
culture,  and  because  he  was 
willing  to  serve  as  a  change 
agent,  Merrill  achieved  a 
position  of  leadership  that 
few  others  can  match. 

Robert  Daniels 

SUTTER  CREEK,  CALIF. 

Mr.  Thain  sounds  like  the 
breath  of  fresh  air  that 
Merrill  needs!  O'Neal  did 
not  bother  to  understand 
the  culture  or  the  employ- 


With  so-called  ally  Kuwait  switching  away 
from  the  dollar,  it  won't  be  long  before  other 
countries  begin  doing  so.    chandran  cheriyan 


ees....  The  great  leaders 
were  people  like  David 
Komansky,  Daniel  Tully, 
and  William  Schreyer,  who 
made  it  a  pleasure  to  come 
to  work. 

Screen  name:  A.D. 

As  a  Merrill  Lynch  share- 
holder, I  think  John  Thain, 
former  chief  of  the  New 
York  Stock  Exchange 
Euronext,  is  a  tremendous 
catch.  He  has  expertise  in 
the  areas  in  which  Merrill 
has  stumbled.  And  he  knows 
how  to  get  things  done. 

People  are  missing  some- 
thing important:  Thain 
looked  at  Merrill's  CDO 
[collateralized  debt  obliga- 
tion] exposure,  expressed 
comfort  with  it,  and  was 
willing  to  take  the  job  with 
a  substantial  amount  of  his 
compensation  riding  on 
getting  the  stock  back  up. 
As  a  shareholder,  I'm  taking 
comfort  in  all  of  that . 

Screen  name:  Street  Orphan 

BENEFITS 

DEAR  HR:  HAPPY  HOLIDAYS, 
FROM  THE  WHOLE  FAMILY 

"You've  got  dependents?  . 
Prove  it"  (Personal  Busi- 
ness, Nov.  26),  points  out 
that  some  companies  have 
been  asking  employees  for 
proof  that  their  spouses  and 
children  qualify  for  medical 
benefits. 

I  just  added  the  head  of 
human  resources  of  the 
Fortune  50  company  I  work 
for  to  my  holiday  card  list  so 


CORRECTIONS* 
CLARIFICATIONS 

In  "Pitching  between  the 
lines"  (What's  Next,  Nov. ! 
Internet  advertising  figure; 
were  erroneously  attribute 
to  eMarketer.  The  data  cai 
from  Oppenheimer. 

"Google  helps  make  pass, 
pay"  (What's  Next,  Nov.  5]! 
should  have  clarified  that 
celebrity-babies.com  laum 
its  site  in  January,  2004,  a 
that  Federated  Media,  note 
Google's  AdSense,  broke*, 
the  site's  ads  from  McDom 
and  Eastman  Kodak. 

"City  to  Big  Mac:  So  long': 
(BTW,  Nov.  19)  mistakenly 
said  that  New  York's  Muni' 
Assistance  Corp.  would  c 
to  exist  in  July,  2008,  when 
outstanding  bonds  have  b 
paid.  MAC  will  be  dissolv^i 
year  after  that. 


he  can  see  my  depender.  j 

for  himself. 

Screen  name:  H0H0H0 

THE  PVR  DEFENSE 

I  WANT  MY  SHOWS 
ON  THE  HOUR 

As  I  read  "I  want  my  iT\ 
(Cover  Story,  Nov.io),  I 
thought  about  the  latest 
network  TV  strategy  ag£ 
digital  video  recorders, 
eral  prime -time  shows  t 
from  one  to  seven  minut 
after  the  hour.  This  curb 
the  ability  to  record  two 
shows  after  the  hour. 

My  answer  is  to  conta 
the  advertisers  on  thesi 
shows  and  let  them  kn 
will  not  buy  their  pro- 
John  Hewett 

PETERSBURG,  PA. 
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GFREs  business  model  is  unique  and 
very  difficult  for  others  to  duplicate 

www.gulfresourcesco.com 

Gulf  Resources,  Inc.  (GFRE.OB) 


The  rapid  development  of  the  Chinese  economy  has  provided  us 
with  many  opportunities  to  build  and  improve  our  company. 
Already  a  dominant  presence  in  the  Chinese  Bromine  market  with  a 
15%  market  share,  we  plan  to  aggressively  pursue  complementary 
acquisitions  which,  coupled  with  sustained  organic  growth,  will  help  us 
become  a  dominant  worldwide  player.  And  we  expect  ancillary  growth 
from  our  portfolio  of  specialty  chemical 
products  for  the  oilfield  industry. 


Sales  Revenue  &  Net  Ptofil 


OUR  GOAL  is  to  create  long-term 
shareholder  value  through  sustained 
organic  growth  complemented  by 
targeted  acquisitions  which  leverage 
the  Company's  core  production  and 
distribution  capabilities  to  enhance 
margins. 


■■  * 


Gulf  Resources  Inc.  (GFRE)  is  the  largest  producer  and  distributor  of 
bromine  in  China,  with  the  most  proven  and  probable  bromine  reserves 

One  of  the  most  profitable  companies  on  the  OTCBB 

For  the  next  five  years,  Chinas  GDP  growth  rate  is  expected  to  top  9% 

GFRE  is  one  of  only  six  companies  that  has  been  granted  a  bromine 
license  from  the  Chinese  government 

GFRE  is  a  key  supplier  for  both  Petro  China  and  China  Petroleum  &C 
Chemical  Corp,  two  of  the  largest  oil  companies  in  the  world 

GFRE  currently  controls  15%  of  Chinese  bromine  market 

GFRE  net  profit  margins  are  over  25% 

In  2007,  GFRE  completed  four  acquisitions  and  achieved  a  revenue 
growth  rate  of  200% 

I'Stalements  included  in  this  adverusement  may  constitute  lorward-kjaking  statements  wittim  the  meaning  ot  the  Private  Secufrties  Litigation  Reform  Act  ol  1995  Such  statements  involve  a  number  ol  rsks  and  uncertainties  such  as  compelitrve  ladors,  technological  devekjpment,  market  demand,  and  the  compa- 
Irry's  aOitty  to  obtain  new  contacts  and  accuralely  estimate  nel  revenues  due  to  variability  m  size,  scope  and  duration  ot  projects,  are)  its  ability  to  complete  and  integrate  luture  acquisition  opportunities  Common  slocks  involve  stgnilcanl  risk  and  it  is  possibly  to  lose  your  entire  capital  investment  Further  inlorma- 
Itjon  on  potential  ladors  that  could  affect  the  company's  financial  results  can  be  found  on  www  sec  gov  This  information  does  ncl  prowde  an  analysis  o!  Ihe  Company's  financial  positw  and  is  not  a  solicitation  lo  purchase  or  sell  secuntes  ot  the  Company,' 


The  revenue  ot  the  company 


2006:  $17.8  million 


2007:  $54  million 


et  profit  of  v. 


2006:  $1.16  million 


2007:  $13  million 


uilding  Long  Term  Investment  Value 
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Ringing  the  Bell  on  Wall  Street 


How  Dick  Grasso  thrived— and  overreached— as  chairman  of  the  New  York  Stock  Exchange 


Fond  of  elevating  its  heroes,  Wall  Street  delights  equally  in  disman- 
tling them,  limb  by  tortured  limb.  Consider  the  careers  of  once- 
mighty,  now  fallen  Citigroup  founder  Sandy  Weill  or  junk  bond 
pioneer  Mike  Milken.  First  hailed  for  their  genius  in  introducing  novel 
thinking  and  new  markets  to  the  world  of  banking  and  securities 


trading,  they  were  ultimately  seen  as 
greedy  and  power-hungry— men  in 
need  of  replacement.  Former  allies  dis  - 
tanced  themselves,  claiming  that  they 
had  seen  the  downfall  coming. 

Such  is  the  story  arc  of  the  mostly 
celebrated  career  of  Dick  Grasso, 
former  chairman  and  CEO  of  the  New 
York  Stock  Exchange.  The  "little  guy  in 
the  dark  suit,"  as  he  was  known  among 
floor  traders,  might  have  accepted  a 
job  at  Mayflower  movers.  Then  came 
a  lucky  break:  an$8i-a-weekNYSE 
clerk  position  requiring  no  more  than  a 
high  school  diploma  and  "the  abil- 
ity to  follow  orders."  In  2003,  some 
35  years  later,  the  boy  from  Queens 
who  morphed  successfully  into  "part 
businessman,  part  politician,  and  part 
circus  maestro"  became  a  full-time 
pariah  because  of  a  $  1 8  0  million  pay 
package  that  seemed  emblematic  of  an 
age  of  CEO  pay  excess. 

CNBC  correspondent  Charles 
Gasparino's  King  of  the  Club  is  the  first 
book  to  chronicle  Grasso 's  astonishing 
rise  and  fall.  In  May,  2004,  as  a  reporter 
for  Newsweek,  the  author  landed  the 
first  major  interview  with  a  dethroned 
Grasso,  who  laid  out  how  he  had  done 
nothing  wrong  (the  board  had  approved 
his  pay)  and  should  get  the  money 
due  him.  This  book  further  elaborates 
Grasso 's  argument  that  a  working-class 
hero  was  brought  down  by  an  Estab- 


rassa  maintains  he  was  a  working-class 
hero  br,p\f<jhjt  down  by  the  machinations 
of  the^rj^s  Ivy  League  insiders 


lishment  of  elite  Ivy  Leaguers  (read 
Goldman  Sachs)  that  usurped  control 
of  the  exchange  for  its  own  benefit . 
The  hero  bit  is  vastly  overdone.  But 
Gasparino's  detailed  account  of  Wall 
Street  insider  machina- 
tions, and  the  tick-tock 
of  boardroom  negotia  - 
tions  during  the  worst 
crisis  in  NYSE  history, 
makes  for  riveting  read- 
ing. It's  also  the  most 
complete  rendering  of 
Grasso's  final  days. 

At  the  center  of the 
controversy,  of  course, 
is  whether  Grasso 
fully  deserved  his  pay 
or  got  a  salary  "beyond 
all  comprehension" 
thanks  to  a  board  packed 
with  yes  men.  A  largely 
sympathetic  Gasparino 
gives  Grasso  plenty  of 
benefit  of  the  doubt  but 
concludes  that  in  vocally  defending 
himself,  Grasso's  concern  was  always 
"protecting  his  turf  and  his  power." 
Meanwhile,  Grasso  is  appealing  a  2006 
court  ruling  that  he  must  return  some 
$100  million  in  pay. 

Gasparino  begins  his  story  on  Sep- 
tember 11, 2001,  a  choice  that  threatens 
to  lead  into  a  pit  of  cliches  about  that 
day's  heroics.  Grasso  played  a  key  role 
in  reopening  the 
exchange  on  Sept. 
17,  but  he  also 
spearheaded  the 
post -9/11  slogan 
"Let  Freedom 
Ring,"  implying 


OF  TH* 
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King  of  the  Club:  Richard 
Grasso  and  the  Survival  of 
the  New  York  Stock  Exchange 
by  Charles  Gasparino; 
Collins;  383pp;  $27.95 


that  doing  business  with  the  NYSE 
patriotic.  Such  opportunism  revea 
Grasso's  skill  as  spinmeister  par  ex 
lence.  In  this  role,  he  would  thrive 
profit.  He  set  up  the  NYSE's  first  Si 
Valley  outpost,  allowed  TV  reporte  is 
such  as  Maria  Bartiromo  (now  a  CI 
anchor  and  BusinessWeek  columni  f 
on  the  floor,  and  turned  the  bell- 
ringing  ceremony  into  a  publicity  s 
that  featured  supermodels  and  pol  -; 
cians.  By  drumming  up  more  order  > 
flow  than  the  floor  h^ 
ever  seen,  Grasso  m;i 
everyone  else  rich,  t<' 
Grasso's  tenacity 
defied  time  and  techl 
ogy.  The  NYSE  was  s, 
anachronism  in  the 
century,  yet  single- 
handedly  he  preserv  * 
the  "open  outcry"  an 
tion  system  where  I 
cialists  act  as  middld  ' 
men  in  trading.  The) 
came  a  bear  market ', 
a  Securities  &  Excha 
Commission  probe  i 
illegal  trading,  follow 
by  fresh  charges  tha 
a  self- regulated  NYf 
didn't  work.  Large 
investors  such  as  Fidelity  cried  foui 
Grasso's  fat  paycheck  and  an  ill-til  it 
nomination  of  Weill  to  the  board,  t 
as  the  Citigroup  CEO  was  embroilf 
in  Enron  and  WorldCom  scandals, 
tarnished  his  hero  status  for  good. 
As  often  happens,  many  former 
supporters  turned  against  Grasso- 
namely  New  York  Attorney  Gener; 
Eliot  Spitzer,  interim  NYSE  CEO  1 
Reed,  and  Goldman  Sachs  CEO  He 
Paulson,  an  NYSE  board  member. 
Ultimately,  a  Goldman  alum  took 
the  NYSE  helm.  By  then,  Grasso,  t 
exchange's  most  effective  advocafc 
ever,  had  run  out  of  anything  good 
say  about  the  place,  i  bw  i 


BUSINESSWEEK  I  DECEMBER  17,2007 


jx  gives  the  starting  page  for  a  story  or  feature 
gnificant  reference  to  a  company.  Most  subsidiaries 
<ed  under  their  own  names, 
ies  listed  only  in  tables  are  not  included. 


t  Laboratories  (ABT)  2, 

esearch30 

habi  Investment  24 

sion  2 

en  Pharmaceuticals  54 

s  Media  Research  28 

!l-Lucent(ALU)n 

68 

on(AMZN)l7,30 

n(AMGN)44 

Research  50 

tta  Capital  63 

(AAPL)2,66 

na  Chemical  63 

VLKAY)58 

lale  Partners  77 

iys(BCS)70 

s&  Noble  (BKS)  50 

teams  (BSC)2 

hire  Hathaway  (BRK)  77 

uy(BBY)50 

aIdec(BIIB)44 

Rock(BLK)2 

iingdale's(M)50 

17,58 

espan  Group  SC8 

1-Myers  Squibb  (BMY) 

10ne(COF)32 

e  Group  24 

four  77 

:r(UTX)77 

0  Guichard-Perrachon 

:BS)76 

rus  Capital  2, 84 

iler2,n,24,58 

it  City  (CC)  50 

Systems  (CSCO)  2, 24 

el  Investment  2 

oup  (02,24,63, 77, 82 

vied  15 

121,82 

Group 24 

0  (COST)  15 

iek  (ISSN  0007-7135)  Issue  number 
thed  weekly,  except  for  one  week  in 
and  August,  by  The  McGraw-Hill 
Inc.  Executive.  Editorial,  Circulation, 
ing  Offices:  1221  Avenue  of  the 
ewYork,  NY.  10020.  Periodicals 
i  at  New  York.  NY,  and  at  additional 
es.  Canada  Post  Publication 
lent  Number  40012501.  Return 
e  Canadian  addresses  to:  DPGM  Ltd., 

1  Road,  Mississauga,  ON  L4T  1L2. 
jstserv@cdsfulfillment.com 

:  Send  address  changes  to 
sek,  P.O  Box  8418,  Red  Oak,  IA, 


Countrywide  Financial 

(CFC)2 

Cowen(COWN)44 

Crispin  Porter  +  Bogusky  78 
D  Daimler  (DAI)  11, 17, 58 

Dell  (DELL)  2 

Deutsche  Bank  (DB)  2, 63 

Discover  Financial  Services 

(DFS)32 

Dow  Chemical  (DOW)  27, 

34-40 

DreamWorks  Amimation 

(DWA)2,28 

Dubai  International  Capital 

24 

DuPont(DD)34 
E  Eastman  Kodak  (EK)  78 

eBay  (EBAY)  30 

Electronic  Arts  (ERTS)  2 

eMarketer  78 

EMI  66 

Equifax  (EFX)  32 

Erste  Bank  Group  62 

E*Trade  Financial  (ETFC)  2 

Euro  Pacific  Capital  70 

Expedia(EXPE)l7 
F  Facebook2,66 

Federated  Media  78 

FedEx  (FDX)  50 

Fiat  (FIA)  17 

Fletcher  Knight  30 

Food  Lion  (DEG)  50 

Ford(F)2,i7,58 

Fox  (NWS)  28 
GGE(GE)2,24 

Genentech  (DNA)  44 

GlaxoSmithKline  (GSK)  54 

Global  Sources  77 

GM(GM)2 

Goldman  Sachs  (GS)  2, 24, 34, 

70,82 

Google(GOOG)2,34,50, 

58,78 
HH&RBlock(HRB)2,l5 

Hewlett-Packard  (HPQJ  24, 

63,75 

Honda  (HMC)  17 
Hotels.com  17 
HSBC(HBC)ll,24,32 
Hyperion  Power  Generation 
68 

Hyundai  58 
Huawei  2 
I  IconNicholsonso 
IlimPulp63 

ING  Global  Natural  Resources 
70 


Ingram  Book  Group  17 
Innovest  Strategic  Value  34 
International  Paper  (IP)  63 

J  Johnson&  Johnson  (JNJ) 44 

KKeyBanc  Capital  Markets  77 
Kissinger  McLarty  Associates 
24 

Kroger  (KR)  15, 34 
Kuwait  Investment  Authority 
24 

L  Lehman  Brothers  (LEH)  15, 24 
Lionsgate  (LGF)  28 
LSB  Industries  (LXU)  77 

MMarkel(MKL)77 
MasterCard  (MA)  32 
McDonald's  (MCD)  63, 78 
McGraw-Hill  (MHP)  24 
MDC62 

Mellman  Group  27 
Mercedes-Benz  (DAI)  2 
Merck(MRK)2,54 
Merrill  Lynch  (MER)  2, 78 
Microsoft  (MSFT)  28, 30, 58, 
66,75 

Monsanto  (MON)  2, 34, 40 
Moody's  (MCO)  32, 56 
Morgan  Stanley  (MS)  2, 24 
Motorola  (MOT)  2 
Mubadala  Development  24 
My  tech  58 

NNetgear(NTGR)75 
New  Line  Cinema  28 
Nintendo  (NTDOY)  30 
Nokia(NOK)2,62 
Nordstrom  (J  WN)  50 
NovaGold  Resources  (NG)  70 
NYSE  Euronext  (NYX)  78, 82 

OOAOAvtovaz2 
Oberweis  Asset  Management 

77 

OMV62 

Oppenheimer(OPY)78 

Option  One  (HRB)  15 

Oscar  Mayer  17 

Overstock.com  2 
P  Paramount  2, 28 

Parrot  58 

Peugeot  (PEUGY)  17 

Pfizer  (PFE)  2 

Pioneer  Electronics  28 

Potash  (POT)  77 
R  Raiffeisen  International  62 

Razzolink58 

RealNetworks  (RNWK)  66 

Recreational  Equipment  50 

Re-Manufacturing  68 

Renault  17 


Ripplewood  Holdings  24 
Roche  (RHBBY)  44 
Roth  Capital  Partners  77 
Royal  Dutch  Shell  (RD)  34 

SSageTV75 
SallieMae84 

SanfordC.  Bernstein  (AB)  76 
Schering-Plough  (SGP)  44 
Seagate  Technology  (STX)  75 
Shandong  Sun  Paper  63 
Sirius  Satellite  Radio  (SIRI)  58 
Soleil/Gulley34 
Sony(SNE)2,28,30,50 
Sprint  Nextel(S)  58 
State  Street  (STT)  70 
Steinberg  Global  Asset  77 
Streettracks  Gold  Shares  70 
Syngenta(SYT)34 
Synovate  32 

T  Telekom  Austria  Group  62 
Temasek2 

Terra  Industries  (TRA)  77 
Tesco(TESO)l7 
Thomson  Financial  (TOC)  63 
Time  Warner  (TWX)  28 
TNS  Retail  Forward  17 
Toshiba  (TOSBF)  2, 28 
TowerGroup32 
Toyota(TM)i7,58 
TPG24 
Trane(TT)77 

U  UBS  (UBS)  24 
UnitedRentals(URI)84 
Universal  Music  Group  2 

V  Van  Eck  International  Gold 
Fund 70 

Verizon  Wireless  58 
Viacom  (VIA)  24, 28 
Vivendi  2 
Volvo  (F)  2 

W  Wal-Mart  ( WMT)  50, 63 ,  77 
Walt  Disney  (DIS)  28 
Warner  Bros.  (TWX)  2,28 
Washington  Mutual  ( WM) 
2,32 

Weldwood  of  Canada  63 
WPPGroup(WPPGY)2 

XXanadoo58 
Xerox  (XRX)  63 
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084  THE  WELCHWAY  i  JACK  &  SUZY  WELCH 


Behind  All  Those  Undone  Deals 

Nervous  dealmakers  are  trying  to  use  loosely  written  escape  clauses  to  bail  out 


Why  are  so  many  private  equity  deals 

blowing  up? 

Alan  Engle 
GREAT  NECK,  N.Y. 

The  short  answer  to  your  question  is 
that  the  world  has  changed.  (Read:  The 
subprime  mortgage  mess  has  erupted.) 
And  a  lot  of  companies  that  were 
once  hell-bent  on  acquiring  hot  new 
properties  suddenly  want  out  of  deals 
that  are  starting  to  look  like  disasters 
waiting  to  happen.  It's  sort  of  like  those 
hours  after  the  Titanic  met  the  iceberg. 
The  realists  in  the  crowd  didn't  stroll  to 
the  lifeboats.  They  bolted. 

That's  what  you're  seeing  now,  and 
not  just  from  private  equity  firms. 
Many  companies,  emboldened  by  the 
strong  economy  and  low-cost  credit, 
have  spent  the  last  few  years  buying  up 
every  acquisition  target  with  a  pulse. 
These  dealmakers  didn't  exactly  ignore 
risk;  they  just  thought  they'd  be  able  to 
handle  any  form  of  mishegas  later. 

Well,  it's  "later"  now,  and  dealmak- 
ers are  starting  to  bail.  And  the  amaz- 
ing thing  is,  some  can.  Or  at  least ,  they 
can  try— thanks  to  MAC ,  the  Material 
Adverse  Change  clause  embedded  in 
every  M&A  contract.  Indeed,  in  our 
view,  what's  happening  with  MAC 
right  now  provides  an  important,  if 
wince-inducing,  management  lesson 
about  when  a  CEO  should  delegate 
the  "details"  concerning  significant 
risk— which  is  basically  never. 

Wince -inducing  because  it's  dan- 
gerously easy  to  pass  off  the  task  of 
nailing  down  MAC  to  the  legal  eagles. 
Imagine  yourself  at  the  center  of  a  deal 
being  forged.  Your  team  started  out  the 


Hammering  out  the  price  of  a  deal  and  then 
delegating  the  terms  of  what  will  scuttle  it 
can  lead  to  a  huge  waste  of  time  and  money 


process  by  making  the  target  compa- 
ny's team  a  "generous"  offer  of,  say, 
$23  a  share.  "Ridiculous!"  was  their 
retort.  "We're  not  going  to  our  board 
with  anything  less  than  $27."  Then, 
over  days,  even  weeks,  you  wrangle, 
begrudging  each  other  50$  at  a  time. 
Finally,  after  negotiating  every  aspect 
of  the  financials,  the  end  comes  into 
sight  with  a  price,  slightly  sweet- 
ened for  the  target,  of  $25.50.  And,  no 
surprise,  it's  8  p.m.  on  a  Friday  night. 


3 


The  subprime 
mortgage  mess 
is  what's  driving 
a  rush  to  the 
lifeboats 


So  you  and  the  other 
CEO  shake  hands,  ex- 
hausted and  exultant, 
and  turn  to  the  law- 
yers. "Paper  this  up," 
you  both  say,  "and  have  it  ready  before 
the  market  opens  on  Monday." 

At  which  point,  the  lawyers  go  into 
hyperdrive.  One  of  their  jobs  is  to  fist  all 
the  things  that  could  go  wrong  before 
the  deal  closes,  like  a  major  strike 
against  the  target  company  or  one  of  its 
big  customers  going  belly  up.  Such  an 
accounting  of  every  possible  "adverse 
change"  is  the  more  straightforward 
part  of  the  contract  process ,  and  usu- 
ally gets  done  without  too  much  sound 
and  fury.  The  hard 
part— which  often 
gets  short  shrift  — 
is  the  clause  that 
defines  exactly 
what  would  make 
any  adverse 


change  material,  that  is,  significan 
enough  to  merit  killing  the  deal. 

Materiality  is  hard  to  nail  down 
several  reasons,  but  the  main  one  i 
that  the  laws  governing  it  are  not  j 
ticularly  crisp,  making  it  very  diffi 
to  put  a  fine  point  on  the  meaning 
the  term.  Is  it  a  20%  hit  to  earning  J 
Or  a  15%  decrease  in  revenues  ?  Wl  T 
knows?  And  so,  the  lawyers  usuall  j 
end  up  leaving  the  language  vague  ] 
enough  for  both  sides  to  say,  "  Wei 
O.K.  Good  enough." 

Fast  forward,  then,  to  an  aci 
verse  change— like  the  subprirfi 
crisis — and  you  understand  v 
so  many  companies  are  engaj. 
in  legal  slugfests  over  what  th 
MAC  clauses  technically  allo> 
Sallie  Mae  and  the  private  eq* 
firm  J.C.  Flowers  could  be  int 
for  years,  for  instance,  as  coui 
Cerberus  and  United  Rentals 
What  a  waste  of  time,  energjj 
money  for  everyone  involved 
In  time,  credit  will  loosen  and  til 
economy  will  recover.  And  when  tit 
happens,  the  details  of  any  given  M 
clause  will  matter  a  lot  less.  But  evef1 
then,  there  will  always  be  contracts1 
room  for  maneuvering  and  mischie 
because  there  will  always  be  dealrrui 
ers  who  would  rather  hedge  their  bit 
than  face  the  reality  that,  sometimi 
MAC  happens.  If  the  subprime  me& 
teaches  us  anything,  it  is  that  princ? 
should  stay  with  their  deals  througl 
bitter,  end,  sorting  out  every  last  del 
surrounding  risk.  It's  grunt  work:  g 
boring,  and  plain  not  fun.  But  when 
the  stakes  are  high,  you  have  no  chc 
Don't  delegate  the  pain  away.  1 BW 1  • 

BUSINESSWEEK.COM 

Jack  and  Suzy  Welch  await  your  questions. 
E-mail  them  at  thewelchway@business-  I 
week.com.  For  their  VIDEO  PODCAST,  golj 
businessweek.com/search/podcasting.htll 
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It  doesn't  play  nice  with  the  other  cars  in  its  class. 


INTRODUCING  THE  ALL-NEW  2008  C-CLASS. 


Why  did  we  run  the  engine  at  redline  for  over 
30,000  miles?  Why  did  we  test  the  suspension 
at  130  mph?  Why  did  we  use  high- 
strength  steel  in  over  70%  of  the  body 
structure?  The  answer  is  simple:  we 
promised  you  a  Mercedes-Benz. 

This  automobile  wasn't  made  to  join 
its  class,  but  to  dominate  it.  That  explains  why  we 
pushed  its  engine  so  hard,  for  so  long,  before 
letting  it  onto  the  showroom  floor.  It's  why  we 


equipped  it  with  a  suspension  that  automatically 
adjusts  to  changing  road  conditions,  as  well  as 

massive  antilock  brakes  that  can  bring 

it  from  80  mph  to  a  dead  stop  in  just 

four  firm  seconds* 
And  it's  why  we  gave  the  C-Class 

aggressively  aerodynamic  lines,  AMG 
bodystyling  and  17"  staggered-width  alloy  wheels 
that  all  shout,  "Let's  play."**  Though,  don't  be 
surprised  if  the  other  guys  are  a  little  hesitant. 


THE  C-CLASS.  The  delights  of  dominance,  mile  after  mile.  Starting  at  $31,975: 
Unlike  any  other. 


Mercedes-Benz 


MBUS 


•Skid  pad  test  results.  Actual  braking  distances  vary  depending  on  surface,  tire  conditions  and  brake  maintenance  system.  "Only  available  on  C-Class  Sport  Sedans.  'MSRP  for  a  2008  C300  Sport  Sedan 
transp.  charge.  Excludes  all  options,  taxes,  title,  regis,  and  dealer  prep.  2008  C  350  Sport  Sedan  shown  at  $39,335  includes  optional  Iridium  Silver  metallic  paint  and  Premium  2  Package.  Options,  model  * 
and  actual  dealer  price  may  vary.  See  dealer  for  details  For  more  information,  call  1-800-FOR-MERCEDES,  or  visit  MBU! 
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Imagine  what  you  could  do  with  the  world's  mightiest  computer 


BY  STEPHEN  BAKER 


MEXICO:  THE 
UGLY  SIDE  OF 
MICRO-LOANS  03' 
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Christophe  Bisciglia, 
Google's  master  of 
"cloud"  computing 


Just  how  far  will  t\ 


-f\  Protect  your  IT  system  from  floor  to  ceiling.  There's  one  thing  of  which  you  can  be«j| 
G^  Any  weak  link  in  your  IT  security  system  will  be  exploited.  At  Fujitsu,  we've  drawn  o  j. 
expertise  in  everything  from  servers  to  semiconductors  to  develop  storage  systems  that  k 
safeguard  the  data  that's  vital  to  your  business. 


Redundant  redundant  security  security.  To  spend  less  time  worrying  ; 
your  data,  you  need  the  scalability,  performance  and  reliability  of  Ft 
starting  with  our  ETERNUS  storage  systems.  Not  only  does  ETERNU 
data  encryption  to  maximize  protection,  but  it  also  features  fully  redun 
hot-swappable  and  hot-expandable  components  to  ensure  non- 
operation.  And  ETERNUS  SF  storage  management  software  combines  i 
(which  supports  IPSec)  and  AdvancedCopy  Manager  to  give  you  another 
of  protection  by  encrypting  data  that's  being  transferred  to  a  remote  back 


^  |" 


to  steal  your  data? 


j  keeps  your  data  from  falling  Into  the  wrong  hands.  As  the  world's 
argest  IT  services  provider,  Fujitsu  is  always  working  to  make  your  IT 
i  as  secure  as  possible.  Because  it's  our  job  to  anticipate  your  needs, 
solutions  to  problems  you  may  not  even  be  aware  of  yet.  For  more 
ation  visit  our  website. 

INUS    World-class  storage  systems  for  the  most  demanding  business  environments. 
N  11  S  S  F  Advanced  software  that  enables  business  continuity  by  simplifying  the  storage  system  and  data  management. 


Think  of  ETERNUS 

storage  systems  as  an 

indomitable  fortress. 

With  another  indomitable 

fortress  around  that. 


us  at  us.fujitsu.com/security 


FUJITSU 


THE     POSSIBILITIES     ARE     INFINITE 


mited.  All  rights  reserved  Fujitsu,  (tie  Fujitsu  logo,  ETERNUS  and  ETERNUS  SF  are  trademarks  or  registered  trademarks  of  Fujitsu  Limited  tn  the  United  States  and  other  countries.  AH  other  company/product  names  mentioned  may  be  trademarks  or  registered  trademarks  of 
olders  and  are  used  tor  identification  purposes  only 


During 


the  holiday  season, 


the  last  thing  on  your  mind  should  be  opening  an 
Individual  Retirement  Account. 


There  is  never  a  bad  time  to  start  saving  for  your  retirement.  In  fact,  the  sooner  you  begin, 

the  better.  Bank  of  America  has  helped  millions  prepare  for  their  future  with  IRAs  and  a  variety 

of  products.  We  can  do  the  same  for  you.  Open  a  Traditional,  Roth  or  Rollover  account  today.  Just 

log  onto  bankofamerica.com/irachoices,  stop  by  a  banking  center  or  call  1.800.774.4724. 


Banc  of  America 
Investment  Services,  Inc. 


Bankof  America 

Bank  of  Opportunity™ 


RETIREMENT    with     BANK    of    AMERICA 


Bank  of  America  Corporation  ("Bank  of  America")  is  a  financial  holding  company  that,  through  its  subsidiaries  and  affiliated  companies,  provides  banking 
and  nonbanking  financial  services.  For  more  information  on  brokerage  IRAs  (non  FDIC-insured),  available  through  Banc  of  America  Investment  Services,  Inc.® 
call  1.800.774.4724.  For  more  information  on  bank  IRAs  (FDIC-insured),  available  through  Bank  of  America,  N.A.,  visit  a  local  banking  center. 
Banking  products  are  provided  by  Bank  of  America,  N.A.,  Member  FDIC. 
Investment  products  are  provided  by  Banc  of  America  Investment  Services,  Inc.®  and: 


Are  Not  FDIC  Insured 

May  Lose  Value 

Are  Not  Bank  Guaranteed 

Banc  of  America  Investment  Services,  Inc.  is  a  registered  broker-dealer,  member  FINRA  and  SIPC,  and  a  nonbank  subsidiary  of  Bank  of  America,  N.A. 
©  2007  Bank  of  America  Corporation. 
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THE  FED  TAKETH  AWAY,  THE  FED  GIVETH 

On  Dec.  11,  Ben  Bernanke's  band  cut  the  federal  funds 
rate  by  a  quarter -point,  to  4.25%,  and  publicly  fretted 
about  the  credit  markets.  Investors  who  had  hoped  for 
a  half-point  sent  the  stock  market  reeling.  The  next 
day,  however,  the  Fed  unveiled  a  new  way  to  attack  the 
credit  crunch— what  it  called  a  Term  Auction  Facility, 
essentially  another  channel  for  pumping  liquidity  to 
banks.  What's  more,  major  central  banks  in  Europe 
agreed  to  coordinate  action.  Wall  Street  regained 
a  bit  of  ground,  figuring  the  Fed's  move  lessens  the 
chances  of  a  meltdown.  However,  most  forecasters 
agree  that  the  Fed  will  have  to  cut  rates  again  to  avoid 

a  recession.  I BW I  PAGE  025  "The  Fed's  mild  medicine" 


CITI  PICKS  PANDIT 

Vikram  Pandit  has  landed  the 
thorniest  job  on  Wall  Street:  CEO 
of  Citigroup.  The  50-year-old 
former  investment  banking  head 
turned  hedge  fund  manager  has 
been  a  top  contender  for  the  post 
since  former  CEO  Charles  Prince 
resigned  on  Nov.  4.  Many  on  the 
Street  lament  the  Morgan  Stanley 
veteran's  lack  of  consumer  bank- 
ing experience,  but  his  skill  set  will 
aid  Citi  in  rethinking  risk  manage- 
ment, an  area  where  it's  obviously 
challenged,  given  its  recent  mega- 
losses.  In  a  talk  with  analysts  on 
Dec.  1 1 ,  he  pledged  to  consider 
restructuring  the  company  or  sell- 
ing businesses. 

I  BW  I  PAGE  023  "Citi's  new  CEO,  Vikram 
Pandit,  talks  about  the  road  back" 
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Dow  sank  fast 
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NEWS  YOU  NEED  TO  KNOW   005 


BPRIME  FALLOUT... 

ieja  vu  all  over  again  when 
aank  UBS  on  Dec.  10  an- 
id  a  $10  billion  writedown 
>rime  holdings  following  a 
$3.4  billion  hit  in  October, 
nk  cushioned  the  crunch  by 
ig  an  $1 1 .5  billion  capital 
fn  from  Government  of 

■  ore  Investment  Group  and 
■amed  Middle  East  investor. 
S'asn't  the  only  one  feeling 
■ch,  as  French  bank  Societe 
i«iie  also  said  on  Dec.  10  it 
jltake  on  $4.3  billion  in  as- 
I  bail  out  its  only  structured 

■  lent  vehicle.  Washington 

■  retrenched,  slashing  its 
fid  and  more  than  3,000 
3?  a  bid  to  shore  up  capital, 
■yout  firm  Warburg  Pincus 
■iced  a  $1  billion  investment 
Id  insurer  MBIA  to  calm  fears 
as  ability  to  pay  out  claims 
■mortgage-backed  bond 

1'S:  Lose  a  few  billion,  win  a  few 
■businessweek.conn/magazine 

PS  SPREADING 

edit  crunch  spread  into  the 
?ntly  tame  realm  of  cash 
lement.  Bank  of  America's 
bia  Management  moved  on 

0  to  shut  down  a  $34  billion 
imed  at  institutional  inves- 
ter  jittery  customers  started 

A  bank  spokesman  says  it 

1  take  about  24  months  to 
te  the  so-called  enhanced 
jnd,  which  was  pitched 
ihicle  that  could  generate 
-than-money-market  returns 
ging  into  riskier  plays  such 
now-notorious  structured 
nent  vehicles,  or  SIVs.  And 
ng  of  SIVs,  banks'  moves 
orb  their  troubled  assets 
snder  moot  the  bailout  fund 
zed  by  Treasury  Secretary 
Paulson. 


1  SHOWS  HIS  HAND 

better  learn  the  name  Dmitry 
jdev:  On  Dec.  10,  Rus- 
resident  Vladimir  Putin  in 
nominated  his  youthful  First 


They're  on  course: 
Putin  wants 
Medvedev  to 
succeed  him  as 
President 


Deputy  Prime  Minister  to  succeed 
him  by  saying  he  "fully  supported" 
Medvedev  as  the  ruling  party's 
candidate  in  the  March  presidential 
elections.  It's  a  signal  most  voters 
are  expected  to  follow.  That's  reas- 
suring for  Western  investors  and 
diplomats,  who  see  Medvedev,  42, 
as  a  Kremlin  liberal.  Don't  file  away 
the  name  Vladimir  Putin  just  yet, 
though.  Medvedev  wasted  little 
time  before  revealing  whom  he  had 
in  mind  for  his  Prime  Minister.  No 
prizes  for  guessing  the  answer. 
B  "Dmitry  Medvedev  on  the  record" 
businessweek.com/magazine 


GOOGLE  ON  STEROIDS 

Barely  a  year  ago  a  young  software 
programmer  at  Google,  Chris- 
tophe  Bisciglia,  came  up  with 
an  idea:  He  would  teach  Google 
programming  at  the  University 
of  Washington.  This  would  soon 
hatch  a  major  initiative  at  the  com- 
pany and  a  joint  venture  with  IBM. 
Now,  Google,  which  has  the  fast- 
est computing  network  on  earth  for 
sifting  through  data,  will  let  others 
tap  the  power  of  its  machinery.  The 
other  search  engines  are  joining 
the  rush  to  what  is  called  "cloud 
computing."  It  positions  Google, 
along  with  the  other  Net  powers, 
at  the  computing  crossroads  of 
science  and  business. 
I BW I  PAGE  048  "Google  and  the 
wisdom  of  clouds" 


CHINA:  A  BIT  MORE  OPEN 

Beijing  has  been  putting  aside 
stocking  stuffers  for  U.S.  Treasury 
Secretary  Henry  Paulson,  who  ar- 
rived on  Dec.  1 2  looking  for  more 
foreign  access  to  the  financial 
sector.  On  Dec.  9,  China  tripled 
the  cap  that  foreign  institutions 
can  invest  in  the  stock  market,  to 
$30  billion.  And  state-controlled 
Founder  Securities  has  signed  an 
agreement  with  Credit  Suisse  to 
set  up  a  joint  venture  investment 
bank.  The  unusual  deal  could 
win  its  license  while  Paulson  is  in 
town. 

Q  "Henry  Paulson's  wish  list" 
businessweek.com/magazine 


REVERSES  FOR  CERBERUS 

Secretive  private  equity  power- 
house Cerberus  Capital  Manage- 
ment stepped  out  of  the  shadows 
when  it  did  deals  to  grab  majority 
stakes  in  General  Motors  Accep- 
tance Corp.  and  Chrysler.  And  its 
outsize  returns  have  made  it  a  dar- 
ling of  pension  funds  and  hedge 
fund  managers.  But  lately  a  few 


"None  of  us  knows  what 
inning  we're  in." 

WACHOVIA  CEO  KEN  THOMPSON, 
REFERRING  TO  THE  ONGOING 
SUBPRIME  CRISIS 
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deals  have  gone  sour,  while  others 
have  fallen  through.  And  its  two 
biggest  captures,  Chrysler  and 
GMAC,  are  proving  troublesome. 
The  company  has  a  lot  of  cash 
tied  up  in  the  autos  and  financial 
services,  both  under  pressure  of 
late.  It  just  goes  to  show  that  even 
smart  money  has  bad  days. 
I BW I  PAGE  28  "Dog  days  at  Cerberus" 


TOUGH  FANNIE  AND  FREDDIE 

The  costs  of  homeownership  just 
went  up.  Government-chartered 
mortgage  investors  Fannie  Mae 
and  Freddie  Mac  quietly  told 
lenders  on  Dec.  5  and  Dec.  1 1 , 
respectively,  that  both  plan  to 
charge  an  up-front  fee  of  0.25% 
on  mortgages  they  buy  or  guar- 
antee, beginning  this  spring.  On 
a  $400,000  loan,  that  amounts 


LOOKING  FOR  A  POP 

A  $15  billion  stock  buyback  and  a 
dividend  increase  may  lift  General 
Electric's  sagging  stock 

BILLIONS  OF  DOLLARS 
45  — 

GE  SHARE  PRICE 


JAN.  12,  07 
Data:  Bloomberg  Financial  Markets 


to  roughly  $1 ,000  in  extra  costs 
that  will  surely  get  passed  on  to 
consumers— and  it  comes  on  top 
of  new  risk-based  surcharges. 
Fannie  and  Freddie  also  said  on 
Dec.  1 1  that  they  won't  be  as 
quick  to  buy  back  bad  loans  that 
they  guaranteed  and  packaged 
into  securities.  They  say  that'll  give 
the  loans  more  time  to  recover. 
Analysts  opine  it  allows  the  two  to 
delay  recording  losses. 


BANKING  DEALS  SLOW  DOWN 

Who  can  sustain  the  urge  to 
merge  when  everyone's  feeling 


the  hurt?  The  subprime  crisis  has 
brought  M&A  in  the  U.S.  banking 
industry  to  a  standstill.  Nine  deals 
have  disintegrated  since  August, 
and  at  least  two  others  may  follow. 
Among  the  casualties:  Sterling 
Financial's  $1 96  million  acquisi- 
tion of  North  Valley  Bancorp. 
Sure,  with  bank  stocks  off  some 
20%  this  year,  there  are  bargains 
out  there.  But  funding  for  deals  is 
meager,  and  banks  are  leery  of  the 
bad  debts  that  may  lurk  on  bal- 
ance sheets. 
□  americanbanker.com 


HOW  MUCH  GREEN  IN  GREEN? 

"Green  tech"  may  be  the  top  busi- 
ness buzz-phrase  of  2007— and 
that  could  signal  a  problem. 
Venture  capitalists  have  been 
piling  into  biofuels,  solar  power, 
and  wind  farms,  investing  $2.6 
billion  over  the  first  three  quarters, 
compared  with  $3.9  billion  in  Web 
outfits.  The  question  is  whether 
that's  too  much  money  chasing 
too  few  good  ideas.  Already,  some 
experts  are  predicting  a  shakeout. 
□  wired.com 


KENT  IS  IT  AT  COKE 

For  the  past  decade,  CEO  suc- 
cessions at  Coca-Cola  were  akin 
to  a  relay  race  where  each  of  the 
runners  dropped  the  baton.  Since 
the  1 997  death  of  legendary  CEO 
Roberto  Goizueta,  Coke  has 
twice  hastily  named  a  successor 
who  proved  to  be  not  right  for  the 
job.  Well,  this  time  the  transition 
is  going  down  as  easy  as  an  icy 
soda  on  a  sweltering  day.  On 
Dec.  6,  Coke  said  Muhtar  Kent 
will  succeed  current  CEO  Neville 
Isdell  when  he  retires  next  July.  A 
20-year-plus  Coke  veteran — with 
nearly  all  that  time  spent  working 
abroad— Kent  made  his  name  as 
an  operations  whiz  who's  expert  at 
wringing  out  inefficiencies. 


A  DYNASTY  EXPANDS 

The  Orascom  business  empire, 
run  by  Egypt's  Sawiris  family,  on 
Dec.  10  extended  its  global  reach 


with  the  $1 3  billion  sale  of  Cairo- 
based  Orascom  Cement  to  French 
building-materials  goliath  Lafarge. 
The  deal  hands  the  Sawiris,  whose 
other  outfits  include  fast-growing 
phone  group  Orascom  Telecom 
Holding,  an  1 1 .4%  stake  in  La- 
farge and  two  seats  on  its  board. 
It  also  looks  like  a  winner  for  the 
French  company,  giving  it  access 
to  roaring  Mideast  construction 
markets.  Lafarge  shares  climbed 
more  than  1 5%  on  the  news. 
□  "Lafarge  sets  Mideast  cement  deal" 
businessweek.com/magazine 


CHIP  OFF  THE  OLD  MOGUL 

Rupert  Murdoch  has  all  but  named 
his  successor.  On  Dec.  6  he  said 
his  34-year-old  son,  James,  would 
switch  from  running  the  BSkyB 
satellite  service,  39%  owned 
by  News  Corp.,  to  handling  the 
company's  sprawling  newspaper 
and  TV  operations  throughout 
Europe  and  Asia.  Like  dad,  James 
is  a  tough  businessman  with  an 
eye  for  worlds  to  conquer — he 


A  Colorado  l  ]\\i 
farm,  above,  -j... 
Absolut  vodUL. 
in  a  Stockho  ' 
shop,  below- 
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'ed  the  elder  Murdoch 
MySpace,  for  instance. 
also  announced  he'll 
:h  top  aides  Leslie 
and  Robert  Thomson 

York  when  his  $5  re- 
quisition of  Dow  Jones 
after  a  shareholder  vote 

13.  Current  Dow  CEO 
J  Zannino  says  he'll 
at  that  time. 


>R'  IS  BORN 

est  globalization  mile- 
a  Japanese  carmaker 
I  out  a  "world  car"  in 
>r  European  consumers. 
i  on  Dec.  1 1  announced 
joint  venture,  Maruti 
i  India,  will  build  the 
ict  at  a  plant  in  Manesar. 
d  the  A-Star,  it'll  be 
snly  in  India  and  will  go 
oduction  next  fall.  Suzuki 
3  drive  1 50,000  A-Stars 
assembly  line  each  year. 
Hindu 


LUT  AUCTION 

3n  hopes  to  ring  in  the 
jar  with  giddy  bidding 
te-owned  Absolut  vodka 

V&S  Group,  and  it  an- 
ed  the  official  launch  of 
Ocess  on  Dec.  1 1 .  The 

of  the  world's  best-sell- 
dka  and  other  brands, 
ing  Level  vodka  and  Cru- 
m,  could  go  for  as  much 

billion.  That  puts  V&S  at 
art  of  Sweden's  ambi- 

31  billion  privatization 


program.  Interested  partygoers 
include  the  world's  biggest 
hooch  purveyors:  France's  Per- 
nod Ricard,  Bacardi,  Britain's 
Diageo,  and  U.S.-based 
Fortune  Brands. 


McGUIRE  MAKES  A  DEAL 

Dr.  William  McGuire,  a  lung 
specialist  who  was  ousted 
as  chief  of  UnitedHealth  in 
the  stock  options  scandal, 
coughed  up  $41 9  million  to 
bring  his  tally  of  surrendered 
options  and  benefits  north  of 
$600  million.  The  deal,  an- 
nounced on  Dec.  6,  settles  a 
shareholder  suit.  The  former 
CEO,  who  built  UnitedHealth 
into  the  nation's  second-larg- 
est health  insurer,  also  agreed 
to  pay  $7  million  to  the  SEC  in 
a  settlement.  UnitedHealth  still 
faces  a  criminal  probe  by  the 
Justice  Dept.  and  other  inves- 
tor suits.  McGuire  is  expected 
to  keep  some  $800  million 
worth  of  stock  options. 


PURSUING  THE  POOR 

Micro-lending  has  gotten  plen- 
ty of  positive  press,  but  there 
are  downsides  to  the  business 
of  making  tiny  loans  to  the 
poor  in  emerging  markets.  By 
doing  the  lending,  or  by  invest- 
ing in  the  lenders,  Citigroup 
and  HSBC  as  well  as  players 
such  as  Deutsche  Bank  and 
U.S.  pension  colossus  TIAA- 
CREF  say  they're  helping  both 
developing  nations  and  their 
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own  bottom  lines.  In  Mexico,  Wal- 
Mart  is  one  of  the  latest  to  enter 
the  fray.  But  Mexico's  government 
imposes  no  limits  on  interest  rates, 
which  often  top  100%.  The  result 
can  be  devastating  for  some  of  the 
customers. 

I BW I  PAGE  038  "The  ugly  side  of  micro- 
lending" 


STALEMATE  IN  TINSELTOWN 

It  looks  as  if  film  and  TV  writers  will 
mostly  be  penning  picket  signs 
for  a  while.  Hopes  for  an  end  to 
the  six-week  strike  crashed  on 
Dec.  7  when  studio  negotiators 
shot  down  the  writers'  proposal 
as  "an  absolute  roadblock  to  any 
further  progress"  and  broke  off 
talks.  Studio  suits  had  proposed 
some  sharing  of  revenues  from 
new  media  use  of  TV  shows,  but 
writers  proposed  a  more  expansive 
formula  plus  provisions  that  would 
have  added  animators  and  reality 
show  writers  to  the  union  rolls  for 
the  first  time. 


HARVARD  MAKES  IT  EASIER 

It's  a  pretty  good  school,  and 
now  you  won't  have  to  take  out 
a  second  mortgage  to  send  your 
kid  there.  Harvard  University  on 
Dec.  10  boosted  the  aid  it  offers 
to  middle-  and  upper-middle- 


class  families.  Households  earn- 
ing up  to  $1  80,000  will  be  asked 
to  come  up  with  no  more  than 
10%  of  their  income  to  cover  col- 
lege fees,  which  total  $45,620 
this  year.  Harvard  will  also  elimi- 
nate loans  from  aid  packages 
and  ignore  home  equity  when 
calculating  aid.  The  university 
figures  the  moves  will  cut  the 
cost  for  half  of  its  undergrads  by 
33%  to  50%. 


NATURAL  GAS  OFF  JERSEY? 

The  U.S.  needs  liquefied  natural 
gas,  but  few  people  want  an  LNG 
terminal  in  their  backyard.  So 
ExxonMobil  on  Dec.  1  2  proposed 
to  build  a  floater  off  the  coast  of 
New  Jersey.  The  $1  billion  project 
would  supply  gas  for  cooking 
and  heating  to  5  million  homes. 
Exxon  says  its  platform,  20  miles 
offshore,  will  sit  outside  shipping 
lanes  and  use  double-hulled  tank- 
ers, safer  than  those  with  single 
hulls.  Natural  gas,  Exxon  notes,  is 
cleaner-burning  than  heating  oil, 
a  major  source  of  energy  in  the 
Northeast. 


JAIL  TIME  FOR  BLACK 

On  Dec.  10  a  federal  judge  in 
Chicago  sentenced  Conrad 
Black  to  6V2  years  in  prison, 


which  is  at  the  low  end  of  sen- 
tencing guidelines.  The  onetime 
top  honcho  of  Hollinger  Interna- 
tional was  convicted  of  looting 
his  media  company  of  $6.1  mil- 
lion. Caught  on  security  cameras 
removing  boxes  from  his  Toronto 
office,  Black  was  also  found 
guilty  of  obstruction  of  justice. 
Prosecutors  had  sought  to  send 
the  British  Lord  away  for  as  much 
as  20  years.  Black,  63,  plans  to 
appeal  his  conviction. 

ASIA'S  UP-AND-COMERS 

Used  to  be  that  the  goal  of  every 
ambitious  young  Asian  entrepreneur 
was  to  make  it  big— in  the  U.S.  Now 
more  and  more  Western-educated 
Asians  are  returning  home  to  hatch 
new  businesses.  One  reason: 
Venture  capitalists  from  Silicon 
Valley  and  elsewhere  are  shower- 
ing money  on  Asian  startups.  In 
its  Dec.  1 9  cover  story,  Business- 
Week Indonesia  identifies  25 
up-and-coming  entrepreneurs  in 
the  region,  all  30  and  under.  They 
range  from  an  Australian  duo  that 
founded  an  online  task-manage- 
ment service  called  Remember  the 
Milk  to  a  young  Japanese  designer 
who  produces  high-quality  prod- 
ucts in  developing  countries  for 
sale  in  Japanese  department  stores 
and  on  the  Web. 


Winter  at 
Harvard:  The 
university  is 
cutting  the  cost 
of  attending 
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Only  one  casino  resort  in  the  world  holds 
both  the  Mobil  5  Star  and  AAA  5  Diamond  rating, 
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IS  WEALTH  WONT  KILL  SPENDING 

•ite  the  housing  bust,  stock  market  gains  have  kept  household  balance  sheets  in  good 
e  so  far.  The  real  dangers  to  consumers  are  tight  credit  and  a  weak  job  market 

)mists  have  always  considered  the  housing  slump's  impact  on  household  wealth  one  of  the  key 
in  the  outlook  for  consumer  spending.  Studies  show  that  people  eventually  spend  about  5<£  of 
dollar  increase  in  their  overall  net  worth,  which  can  be  fueled  by  a  range  of  assets  from  stocks 
ids  to  real  estate.  It  also  works  in  the  opposite  direction,  and  the  effects  of  the  housing  bust  are 
ning  to  take  a  toll  on  household  balance  sheets.  The  situation  will  get  worse  in  2008,  as  home 


fall  further.  The  question  is, 
ird  will  consumers  be  hit  ? 
ir  the  effect  has  been  small.  New 
om  the  Federal  Reserve  show 
ue  of  household  assets  minus 
ies  rose  in  the  third  quarter 
5  billion,  to  $58.6  trillion.  The 
se  was  less  than  the  $1  trillion 
arter  averaged  over  the  past  two 
ut  still  a  solid  gain.  Housing 
,  which  is  home  values  minus 
ages,  fell  for  the  second  quarter 
w.  Net  worth  from  all  other 
s,  which  is  heavily  influenced 
ups  and  downs  in  stock  prices, 
ited  for  all  of  the  advance. 
ein  lies  a  critical  risk  for  2008. 
le  stock  market  holds  up  will 
cial  to  overall  wealth  (chart), 
mists  generally  expect  home 
to  drop  roughly  10%.  That 

LSOMEBUOYANCEIN 
SUMER  BALANCE  SHEETS 

LIONS  OF  DOLLARS,  CHANGE  FROM  YEAR  AGO 

CHANGE  IN  HOUSEHOLD 
NET  WORTH 


•  HOME  EQUITY 

•  ALL  OTHER  WEALTH 


_i 1 1 i_ 


Bderal  Reserve,  Global  Insight 


translates  into  about  $2  trillion  in  lost 
real  estate  value.  It  would  take  about  a 
10%  rise  in  stock  prices  in  the  coming 
year  just  to  offset  those  losses.  Still, 
overall  gains  to  net  worth  would  ease 
from  the  pace  in  recent  quarters,  and 
that  slowdown  would  mean  less  sup- 
port for  consumer  spending. 

The  interplay  between  stock  and 
real  estate  values  will  be  clear  this 
quarter,  as  home  equity  slides  further. 
Even  after  the  Fed's  quarter-point  cut 
in  rates  on  Dec.  11  and  its  Dec.  12  move 
to  increase  liquidity,  the  broad  DJ 
Wilshire  5000  stock  index  was  below 
its  Sept.  30  level,  implying  household 
net  worth  is  on  track  to  drop  this  quar- 
ter for  the  first  time  since  2002. 

Also,  the  Fed's  data  may  overstate 
the  value  of  real  estate.  The  Fed's 
measure  of  home  prices  comes  from 
the  Office  of  Federal  Housing  Enter- 
prise Oversight  (OFHEO).  It  excludes 
jumbo  mortgages  and  has  very  limited 
coverage  of  subprime  loans,  meaning 
the  high  and  low  ends  of  the  market 
are  underrepresented.  The  OFHEO 
index  is  up  1.8%  from  a  year  ago,  while 
the  S&P  Case-Shiller  index,  which 
includes  both  subprime  and  jumbo 
categories,  is  down  4.5%. 

Although  falling  household  wealth 
will  be  a  negative  influence  on  spend- 
ing, the  effect  in  the  coming  year 
v/ill  be  mitigated  by  the  time  it  takes 
a  decline  to  work  its  way  through. 
Economists  estimate  it  can  take  two 
to  three  years  for  shifts  in  wealth  to 


affect  spending.  That  means  outlays 
in  2008  will  continue  to  be  shored  up 
by  past  gains.  However,  studies  show 
that  changes  in  housing  wealth,  which 
consumers  tend  to  view  as  long- 
lasting,  move  through  faster  than 
shifts  in  financial  assets,  which  indi- 
viduals often  see  as  more  transitory. 

Recent  history  suggests  it  would 
take  a  very  large  and  lasting  drop  in 
overall  net  worth  to  have  a  big  impact 
on  spending.  After  large  gains  in  the 
late  1990s,  household  wealth  fell 
by  about  $5  trillion  from  early  2000 
to  late  2002.  Growth  in  consumer 
spending,  however,  slowed  sharply 
but  didn't  contract. 

The  more  important  threats  to 
consumer  spending  in  2008  are 
tighter  credit  and  a  weak  job  market. 
At  least  through  November,  credit 
market  turmoil  has  not  yet  had  a  major 
effect  on  either  job  growth  or  buy- 
ing. November  car  sales  rose  from  16 
million  in  October  to  a  decent  annual 
rate  of  16.2  million,  and  November 
retail  reports  were  much  better  than 
expected.  The  same  was  true  for  last 
month's  payrolls.  They  rose  by  94,000 
from  October,  and  hourly  earnings 
increased  a  strong  0.5%,  suggesting 
income  growth  remains  firm. 

Ultimately,  the  wealth  effect  is  not 
the  biggest  danger  consumers  face.  In 
the  coming  year,  while  a  weaker  bal- 
ance sheet  will  be  a  drag  on  household 
spending,  it  will  not  by  itself  bring  this 
crucial  sector  down,  ibwi 
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MORE  FEET  MAY  BE 
POUNDING  THE  PAVEMENT 

By  Michael  Mandel/Charts  by  Laurel  Daunis-Allen 

The  labor  market  keeps  weakening  as  the  subprime  crisis  unfolds. 
Job  losses  are  biggest  in  manufacturing,  construction,  and  financial 
services.  Health  care  and  social  assistance  continue  to  create  jobs. 


Fewer  plants:  Despite  rising  exports, 
factory  jobs  keep  falling.  In  November 
the  total  dropped  to  a  57-year  low. 


MANUFACTURING  JOBS  (THOUSANDS) 


THE  POSTWAR  THE  LOWEST 

HIGH  SINCEJUNE1950 

19,553  13,960 


Data:  Bureau  of  Labor  Statistics 


Thin  ads:  After  years  of  big  gains,  online  help- 
wanted  ads  have  leveled  off.  And  newspaper 
job  ads  keep  declining. 


MILLIONS 


Data:  Conference  Board 


BUSY  DAYS  AT  THE  HOSPITAL 


Health  care  and  social  assistance,  such  as  adoption  and  foster-care  services,  added  240,000 
jobs  in  the  past  six  months.  But  job  growth  in  the  rest  of  the  private  sector  fell  to  a  0.4%  rate. 

PERCENT 


Data:  Bureau  of  Labor  Statistics 


Bleak  paydays  ahead? 

The  big  wage  increases  in 
construction  are  unlikely  to 
continue.  Meanwhile  workers 
the  banking  industry  may  see 
further  fall  in  their  real  pay. 


TWO-YEAR  CHANGE  IN 

REAL  WAGES  AND  SALARIES      f\ 
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TH  KOREA  VOTES 
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servative  party 
dential  candidate 


Lee  Myung-bak  is  the 
front-runner.  If  elected,  he 
is  expected  to  push  for  a 
more  business-friendly 
regulatory  environment 
and  take  a  harder  line  with 
North  Korea. 

GERMAN  BUSINESS 
CONFIDENCE 

Dec.  1 9,  4  a.m.  EST 
Investors  will  watch  the 
Ifo  Institute  for  Economic 
Research's  November 
report  for  signs  that  a 
strong  euro  and  credit 
market  jitters  are  sapping 
business  confidence. 
Similar  data  in  France  and 
Italy  are  due  on  Dec.  21 . 

GENERAL  MILLS 

Dec.  19,  8:30  a.m.  EST 
The  food  company  posts 
fiscal  second-quarter 
results.  To  offset  rising 
costs,  it  is  selling  smaller 
cereal  boxes,  resulting  in 
a  higher  price  per  ounce. 

ORACLE 

Dec.  1 9,  4  p.m.  EST 
The  enterprise  software 
company  presents  fiscal 
second-quarter  results. 
The  company  is  on  a  roll 
with  strong  growth  in  new 


software  licenses  and 
shares  up  25%  so  far  this 
year. 
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Dec.  19,  8:50  p.m.  EST 
The  government  puts  out 
November  foreign-trade 
figures.  The  report  is  not 
only  a  timely  indicator  for 
Japan's  economy  but  also 
sheds  some  light  on 
demand  in  the  U.S. 

BEAR  STEARNS 

Dec.  20,  8:30  a.m.  EST 
Wall  Street  is  bracing  for 
some  red  ink  and  the 
possibility  of  more  bad 
subprime  mortgage  news 
when  the  bank  reveals  its 
fiscal  year  figures. 

FEDEX 

Dec.  20,  1 2  noon  EST 
Surging  fuel  prices  and 
slower  U.S.  economic 
activity  will  weigh  on  the 
delivery  company's  fiscal 
second-quarter  results. 
Both  FedEx  and  rival 
UPS  are  raising  shipping 
rates  for  2008  to  help 
offset  the  higher  costs. 

MORE  BLACKBERRYS 

Dec.  21,5  p.m.  EST 
Research  In  Motion  posts 
third-quarter  numbers. 
Analysts  will  be  looking  to 
see  if  the  number  of  new 
users  trumps  the 
company's  forecast  of 
1.65  million. 

U.S.  PERSONAL  INCOME 
AND  SPENDING 

Dec.  21,8:30  p.m.  EST 
Economists  expect  solid 
personal-income  growth 
for  November.  The 
Bureau  of  Economic 
Analysis'  figures  on 
consumer  spending 
should  also  look  healthier 
after  soft  October  results, 
especially  for  motor 
vehicles,  ibwi 
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special  oilers  at  courses 
around  (he  country. 


Purchase  tickets  t<> 
premier  championship 
events  like  the  U.S.  Open! 


Get  special  benefits 
and  instruction  with 
I'OA  Professionals. 


Find  one-of-a-kind  golf 
getaways,  created  ntsi 
for  Card  members. 


Enjoy  special  oilers 
on  premium  goll 
equipment.  You  can 

even  use  Membership 
Rewards'  points. 
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MANY  HAPPIER  RETURNS 


BY  MARC  MILLER 


2007,  Christmastime: 
The  season  may  seem,  well, 

sub-prime. 
It's  hard  to  keep  up  calm  composures 
Totting  up  last  week's  foreclosures, 
Nor  do  sunken  CDOs 
Inspire  hearty  ho-ho-hos. 
Add  to  those  aplunging  buck: 
How  long  will  it  be  out  of  luck? 
But  for  a  nanosec,  what  say 
We  stow  the  doom  and  gloom  away 
And  summon  better  times,  not  worse, 
With  this,  a  modest yuletide  verse, 
Ayuletide  verse  that  for  a  change'll 
Not  be  penned  by  Roger  Angell: 

Many  happier  returns 

To  Merrill,  Citi,  and  Bear  Stearns. 

To  Ford,  a  hybrid  SUV 

That  gets  100  mpg. 

To  Apple,  after  iPhone/iPod, 

One  more  smash  to  form  a  tripod. 

For  }M,  at  least  a  mockup 

Of  some  goo  that  sends  your  stock  up. 

Amazon:  We  pray  the  wind'll 


Fill  your  sails  as  you  launch  Kindle, 
And  let's  hope  those  inkjets  might 
Make  Eastman  Kodak's  picture  bright. 
May  the  787 

Rocket  Boeing's  stock  to  heaven, 
And,  in  going  still  more  global, 
Please  get  greener,  ExxonMobil. 
Motorola,  time  has  flown; 
Mayyougetpast  the^Gphone, 
And  may  the  cash  flow  stay  as  free 
AtlBMandP&G. 
Biofood,  please  be  Viagra, 
Lifting  profits  at  ConAgra. 
Post -misguided  market  hype, 
May  eBay  soon  bounce  back  from 

Skype. 
May  Walt  Disney's  wish  be  granted, 
That  its  grosses  stay  Enchanted. 
Anyway,  of  this  we're  certain: 
Nothing  will  harm  Halliburton. 

On  a  human  scale,  a  thankee 
To  Fed  Chairman  Ben  Bernanke; 
Keeping  rates  so  calibrated 
Isn't  easy,  as  you've  stated. 


Let  a  rum  and  Coke  be  sent 

To  new  Coke  honcho  Muhtar  Kent, 

While  Howard  Schultz,  we  hope  thi 

Starbucks 
Stillpulls  in  the  coffee-bar  bucks. 
Richard  Branson,  further  glory 
Spreading  Virgin  territory 
(Hope  you  're  not  in  for  a  shock 
Shouldyou  acquire  Northern  Rock) 
Google's  looking  pretty  fit; 
We  hope  it  stays  so,  Eric  Schmidt, 
But  if  you  findyou  have  to  rough  it,  fit 
Rough  it  a  la  Warren  Buffett. 
Let  more  Hockneys  be  bestowed 
On  Eli  Broad  (it  rhymes  with  "road" 
While  for  feffZucker,  this  we'd  like,  jig 
A  swift  end  to  the  writers '  strike . 
Martha  Stewart,  season's  greeting; 
How's  that  linzer  torte you're  eating 
Share  a  piece  with  Jerry  Yang, 
Who 's  talking  shop  with  Dennis 

Hwang, 
But  don't  give  one  to  Roger  Ailes, 
You'll  tip  the  fair-and-balanced  sea  1 
Here's  ahope  not  too  muchwork'll  : 
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ANALYZE  THIS 


By  Kerry  Sulkowicz,  M.D. 
Bonuses.  Toasts  at  the  holiday  |  i 
office  party.  It's  recognition 
season  at  the  workplace— time 
tp  think  about  the  importance 
showing  appreciation  all  year. 
There's  plenty  of  advice  out 
there  about  giving  criticism 
(although  you  might  not  know 
it,  given  how  many  managers 
bungle  the  affair).  Tips  on  giv- 
ing praise  ?  Not  so  much.  Yet  ir 
my  conversations  with  senior 
managers  around  the  country,  1 
I  often  hear  complaints  about 
leaders  who  need  lessons  in  thi 
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I  the  season  for  Ron  Burkle, 
n(,  will  hours  on  the  phone 
>  Christmastime  from  John  Malone 
ly,  heartfully  expressed: 
zrt  Murdoch,  take  a  rest. 

is  working  stiffs,  well,  peace, 
no  more  U.S.  debt  increase, 
hite  House  race  that's  not  just  ads 
lux  debates  or  hanging  chads, 
■eaders,  Web  or  otherwise, 
nt  that  doesn't  strain  your  eyes, 
no  more  news  of  Britney  Spears 
10,  no,  make  that  so,  years, 
'veil-behaving girls  and  boys, 
ligh  ofnot-from-China  toys. 
'  hooked- on- Facebook  teens  find 
miles 

iknptymillion  Facebook  files, 
ortysomethings  hope  we  gaze 
'.ver-  swelling  IRAs, 
may  well-heeled  retirees 
rive  those  40i(k)  fees. 

a  re  a  happy,  celebrate, 
lseeyouin20o8. 


021 


Here,  a  few  pointers: 

p  the  praise  proportional. 

3u  slather  it  on  when  just 
dee  job"  will  do,  employ  - 
and  co-workers  will  doubt 
r  sincerity— or  think  you're 
prised  by  their  competence . 
orollary:  Be  specific.  People 
lect  a  boss  who  knows  which 
cs  are  the  toughest  to  pull  off. 
the  right  back.  Nothing 
<es  employees  more  cynical 
nthe  boss's  public  praise  of 
leone  whose  work  on  a  proj  - 
was  minimal  or  nonexistent. 

C't  mix  the  message.  "Damn 
faint  praise,  assent  with 
leer,  and,  without  sneer- 


ing, teach  the  rest  to  sneer." 
That's  Alexander  Pope's  18th 
century  advice  on  how  to  give 
a  "compliment"  that  transmits 
your  negative  feelings.  ("I  must 
say,  Henderson,  you  never  waste 
paper  at  the  copy  machine.") 
Resist  the  urge.  And  speaking  of 
mixing:  It's  best  not  to  deliver 
an  important  message,  even  a 
positive  one,  at  an  end-of-year 
bonus  talk.  Most  employees  are 
just  listening  for  the  number. 

Kerry  J.  Sulkowicz,  M.D.,  a  psychoanalyst 
and  founder  of  Boswell  Group,  advises 
CEOs  on  psychological  aspects  of  busi- 
ness. Send  him  questions  at  analyzethis® 
businessweek.com. 


E-SHOPPERS  OF  THE  WORLD  UNITE- 
AROUND  THE  WEAK  GREENBACK 


Hoping  to  buy  that  hard -to -find  toy  or 
electronic  gizmo  on  eBay  this  holiday 
season?  You'll  have  to  outbid  a  flood  of 
foreigners.  While  many  shoppers  from 
overseas  are  flocking  to  U.S.  shopping 
meccas  to  exploit  the  weak  dollar,  some 
are  playing  the  greenback  online. 

At  eBay's  U.S.  auction  site,  sales  by 
Americans  to  buyers  in  Australia,  for 
instance,  jumped  80%  in  October  from  a 
year  earlier.  Sales  to  Canadians  jumped 
45%.  In  Britain,  meanwhile,  where  the 
pound  has  hit  a  26 -year  peak  against  the 
dollar,  visits  by  individuals  to  U.  S.  -based 
online  stores  rose  92%  from  June  to  Oc- 
tober, according  to  British  research  firm 
PriceRunner. 

While  some  U.S. 
e- commerce  sites 
and  eBay  sellers 
won't  ship  outside 
the  country— it  re- 
quires a  mountain 
of  paperwork— 
foreign  buyers 
have  found  a  way 
around  that  problem.  They  use  private 
forwarding  services,  which  receive  goods 
at  a  U.S.  address  and  send  them  on. 
Eric  Baird,  president  of  one  such  outfit, 
Access  USA,  says  his  volume  has  doubled 
from  a  year  ago,  with  packages  originat- 
ing at  such  sellers  as  eBay,  Amazon.com, 
anddrugstore.com.  -Louisehee 
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YOUR  MOTHER 
CALLED  AND  TOLD 
US  TO  MAKE  SURE 
YOU  EAT  RIGHT 
ON  THE  ROAD. 


EMBASSY     SUITES 
HOTELS* 


Introducing  Business  Balance'"  our  way  to  help  you  stay  healthy  on  the  road. 
Maintain  a  nutritious,  balanced  diet  with  one  of  our  complimentary  breakfast 
choices,  including  our  cooked-to-order  omelet,  and  enjoy  our  upgraded 
bedding  collection  and  Precor®'  fitness  center  t(J  optimize  your  performance 
during  your  stay.  Just  some  of  the  many  ways  Embassy  Suites  Hotels®  puts 


extra  thought  into  everything  we  do. 


EVERYTHING  FOR  A  REASON 


® 


iW,. 


TheHiltonhmulv       EMBASSY    SUITES    OFFERS  Clf  COMPLIMENTARY,    COOKED-TO-ORDER     BREAKFAST,  ©  TWO-ROOM     SUITES  L 
'OPEN-AIR    ATRIUMS    AND^jEVENING    MANAGER'S    RECEPTION*   FOR  LOCATIONS  AND  RESERVATION! 


U.S.  Olyn \n 

USA 
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IT  EMBAS.V  M  OR  CALL  800-EMBASSY  FOR  OUR  BEST  RATES.  GUARANTEED. 

"Subject  to  state  and  local  laws.  Must  be  of  legal  drinking  age  02007  Hilton  Hospitality,  Inc.  36USC220506 
'Precor  equipment  rolling  out  to  Embassy  Suites  Hotels  throughout  2007 


THE  BUSINESS  WEEK 


023 


IS  NEW  CEO, 
RAM  PANDIT, 
KS  ABOOT 
E  ROAD  BACK 


The  Wall  Street  drama  over 
who  would  replace  ousted 
Citigroup  boss  Chuck  Prince 
ended  on  Dec.  ll  with  the 
appointment  of  Vikram  Pandit 
as  CEO  and  Sir  Win  Bischoff 
as  chairman.  The  Street  had 
itching  for  a  replacement  since  former  NYSE  boss  John 
i  reportedly  turned  down  the  Citi  job  and  signed  on  as 
of  Merrill  Lynch.  I  talked  with  Pandit  on  the  morn- 
f  Dec.  12  in  between  phone  calls  from  well-wishers 
t  the  start  of  a  busy  day  in  which  he  was  to  meet  with 
Irect  reports.  Pandit,  an  affable  50 -year- old  who  was 
in  India,  spent  much  of  his  career  at  Morgan  Stanley 
e  shifting  to  Citi  about  six  months  ago  and  quickly  tak- 
barge  of  investment  banking.  His  rise  to  the  top  of  the 
vling,  troubled,  and— some  say— unmanageable  behe- 
i  Sandy  Weill  built  has  been  nothing  short  of  meteoric. 


MARIA  BARTIROMO 

Critics  of  former  CEO  Chuck  Prince  complained  that  he 
had  no  deep  operational  experience.  Now  some  on  Wall 
Street  seem  to  have  a  similar  gripe  with  you.  How  do 
you  respond? 

VIKRAM  PANDIT 

You  know  my  background.  You  know  what  I've  done  in 
the  past.  And  to  me,  operating  experience  is  about  a  lot  of 
different  things.  It's  about  understanding  risk.  It's  about 
understanding  businesses.  It's  about  motivating  people.  It's 
about  creating  and  collecting  the  right  team  of  people.  And 
you  know  a  lot  of  that  is  in  my  background.  But  Citi  is  almost 
unique  around  the  world.  And  you  don't  necessarily  look  at 
people  who  have  done  the  job,  but  you  look  at  people  with 
the  right  attributes.  I  draw  comfort  from  the  fact  that  the 
board  went  through  a  very  rigorous  process,  and  they  believe 
I  am  the  right  person  to  do  the  job. 
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How  much  due  diligence  did  you  do    "WE'VE  GOT  A  LOT  OF  RESOURCES  HERE....  [WE'VE 

in  terms  of  looking  at  the  balance 

sheet,  looking  at  how  much  more 

pain  might  be  out  there  ?  Are  you 

expecting  to  take  more 

losses  beyond  the  $ll  billion 

already  announced? 

I  cannot  really  comment  on  that,  and 

you  know  that,  Maria.  Gary  [Chief  Financial  Officer  Gary 

Crittenden]  is  really  the  person  who's  looking  at  all  the 


GOT  TO  MAKE]  SURE  WE  ALLOCATE  THEM  TO  THE 
RIGHT  PLACE  TO  CREATE  MORE  PROFITABILITY" 


books  for  us,  and  he  has  been  very  forthright  in  his  views. 

Would  you  consider  splitting  up  the  company? 

I  don't  want  to  get  down  to  any  options  today,  nor  do  I  want 
to  take  any  options  off  the  table.  What  I'm  saying  is  that 
this  company  has  a  lot  of  great  businesses  and  is  in  a  lot  of 
the  right  areas  to  capture  future  trends.  I  really  just  need 
time  to  assess  what  those  trends  are... and  I  have  to  take  an 
objective,  dispassionate  look  [at  the  business],  which  will 
encompass  all  possibilities. 


Have  you  spent  time  with  the  investors  in  Abu  Dhabi? 
[In  November,  an  Abu  Dhabi  sovereign  wealth  fund 
invested  some  $7.5  billion  in  Citi.] 

I  have  spent  time  with  a  lot  of  investors,  and  I  continue 
to  do  that. 

Did  you  talk  to  Prince  Alwaleed  [the  Saudi  investor  who 
owns  3.6%  of  Citi]  before  the  board  gave  you  the  nod? 

As  I  said,  I  have  made  a  lot  of  investor  calls,  but  I  talked  to 
nobody  otlv  tl  an  the  board. 


What  do  you  think  about  your  old  firm,  Morgan  StaM 
making  Citi  their  No.l  short  for  2008  today?  Was  thj 
jab  at  you? 

I  haven't  looked  at  that  and  don't  really  have  any  commi  I 


Was  the  Abu  Dhabi  injection  of  capital  enough? 

We  have  a  capital  plan,  and  the  Abu  Dhabi  piece,  while  il  I 
large  and  a  good  part  of  the  solution,  was  just  one  part  0) 
broader  aim  of  making  sure  we  not  only  have  the  right  a 
tal  today  but  have  capital  to  go  after  some  of  the  opportu  | 
ties  we  see  going  forward. 

Retail  banking  and  credit  cards  have  been  a  weak  spe 
at  Citi.  Since  these  are  not  your  areas  of  expertise,  w. 
you  bring  in  outsiders  or  are  you  looking  to  do  anyth 
different  in  terms  of  running  this  very  important  pai  l 
the  business  ? 

The  consumer  operation  is  not  a  monolith.  It's  not  one  b 
ness.  It's  a  collection  of  great  businesses.  They're  targete 
different  clienteles  because  of  their  different  needs,  and  1 
committed  to  making  sure  every  one  of  those  areas  has  tl 
best  people  running  them.  And  I'm  not  saying  we  ahead; 
don't.  I'm  just  saying  that  I'm  committed  to  making  sure 
that's  the  case. 

What's  the  most  important  problem  to  fix  at  Citi? 

There  are  three  things  I'm  focusing  on.  One,  we've  got  to 
make  sure  we  have  the  right  productivity  levels.  And  that 
runs  the  gamut  of  putting  capital  to  work  correctly  in  the  1 
right  places;  making  sure  our  cost  structure  is  right;  maki 
sure  our  people  are  focused  on  the  revenue  opportunities 
And  really  we've  got  a  lot  of  resources  here,  and  it's  not  at 
needing  more.  It's  about  making  sure  we  allocate  them  to1 
the  right  place  to  create  more  profitability  and  good  returi 
for  shareholders.  That's  really  Job  One.  Job  Two  is  to  look' 
at  every  one  of  our  businesses. .  .individually  and  collec- 
tively, to  make  sure  they're  the  right  businesses  and  they  •<■ 
positioned  for  the  future  we  see  in  financial  services.  And 
the  third  thing  I  am  focused  on  is  what  we  all  are  focused  ( 
Ours  is  a  people  business,  and  it's  about  making  sure  [our 
people]  feel  excited  about  the  future. 

The  big  news  of  the  week  is  the  Fed  working  with  glol 
banks  to  help  ease  the  liquidity  crunch  using  tools  otl 
than  just  interest  rate  cuts.  How  significant  is  this? 

While  financial  markets  in  general  equilibrate  fast,  the 
real  estate  markets  take  a  long  time  to  clear.  And  so  we  ai 
in  a  long  game,  ibwi 

Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 
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NEWS 


HE  FED'S 
ILD  MEDICINE 


5  plan  may  give  some  relief  to  banks 
Jt  won't  do  much  to  revive  growth 


By  Peter  Coy 

Give  Federal  Reserve  Chairman  Ben  S. 
Bernanke  an  "A"  for  creativity.  As  the 
credit  crunch  worsened  this  fall,  Ber- 
nanke saw  a  financial  system  in  shock 
but  an  economy  that  seemed  relatively 
healthy.  He  wanted  to  restore  confi- 
dence in  the  banks  without  flooding 
the  system  with  money,  which  would 
risk  an  outbreak  of  inflation. 

His  solution:  First,  on  Dec.  n  the  Fed 
cut  rates  by  a  modest  quarter  point. 
Then  on  Dec.  12  the  central  bank  un- 
veiled a  brand-new  monetary  tool— a 
periodic  auction  of  loans  to  banks. 
These  will  be  secured  by  a  wide  variety 
of  collateral,  including  mortgage  - 
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backed  securities.  By  lending  freely  to 
beleaguered  banks,  the  Fed  is  sending  a 
signal:  We  won't  let  this  credit  crunch 
spiral  downward  into  an  outright  crisis. 

Whether  it  works  depends  on  how 
you  define  success.  The  so-called  Term 
Auction  Facility  should  help  relieve  the 
stresses  in  the  financial  system  that 
have  left  banks  afraid  to  lend  even  to 
one  another  because  they  don't  trust 
the  quality  of  borrowers'  collateral. 
With  the  Dec.  12  announcement,  the 
possibility  of  a  financial -sector  melt- 
down has  diminished. 

For  the  overall  economy,  though,  it's 
no  miracle  cure.  It's  specifically  not  in- 
tended to  expand  the  supply  of  money 
in  the  economy.  And  it  does  nothing  to 
strengthen  banks'  weakened  balance 
sheets.  So  even  with  the  new  Fed  back- 
stop, lenders  may  remain  reluctant  to 
lend.  To  revive  economic  growth,  more 
action  will  likely  be  required:  bigger 
rate  cuts,  stronger  government  mea- 
sures to  clean  up  the  subprime  debacle, 
or  some  combination  of  the  two. 

In  keeping  with  the  Fed's  discreet 
ways,  Bernanke  didn't  stage  a  press 
conference  to  announce  the  Term  Auc- 
tion Facility.  Two  senior  Fed  officials 
briefed  reporters  on  background.  The 
Fed  will  lend  up  to  $20  billion  at  each  of 
two  December  auctions,  with  two  more 
scheduled  for  January.  Rates  will  be  set 
through  bidding.  They  probably  will 
be  at  least  as  high  as  the  federal  funds 
rate,  which  banks  charge  each  other  for 
overnight  loans  of  reserves,  but  lower 
than  the  discount  rate  that  the  Fed  itself 
charges  for  loans. 

The  key  is  that  the  Fed  will  lend  to 
any  healthy  bank  and  will  accept  many 
types  of  collateral,  perhaps  placing  a 
higher  value  on  it  than  the  banks  would 
be  able  to  get  on  the  open  market.  The 
Fed  also  arranged  to  swap  currencies 
with  the  European  Central  Bank  and 
the  Swiss  central  bank,  allowing  those 
institutions  to  lend  up  to  $24  billion 
to  banks  that  have  trouble  borrowing 
dollars  on  the  open  market. 


How  low  does  the  fed  funds  rate  have  to 
go  to  spur  growth?  Goldman  Sachs'  chief 
economist  says  3%  by  mid-2008 
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THE  FED'S  NEW 
RESCUE  PLAN 

Here  are  the  key  parts  of  the  Federal 
Reserve's  latest  plan  to  restore  confi- 
dence in  the  financial  system: 

Allow  healthy  banks  to  borrow  directly 
from  the  Fed  by  bidding  for  28-  to  35- 
day  loans.  These  loans  are  intended  to 
alleviate  funding  problems. 

Accept  a  wide  variety  of  assets  from 
the  banks  as  collateral,  including 
many— but  hot  all— mortgage-backed 
securities.  The  securities  could  be 
valued  at  above-market  rates. 

Coordinate  with  the  central  banks  of 
Europe,  Switzerland,  Britain,  and 
Canada.  Through  a  swap,  European 
and  Swiss  central  banks  will  obtain  up 
to  $24  billion  from  the  Fed  for  lending 
to  banks  that  need  dollars. 


The  market's  reaction  to  the  Fed's 
latest  actions  was  mixed  to  negative. 
With  fears  of  a  2008  recession  on  the 
rise,  stocks  plunged  on  Dec.  11  after 
the  Federal  Open  Market  Commit- 
tee announced  the  reduction  of  the 
federal  funds  rate  to  4.25%,  as  well  as  a 
quarter -point  cut  in  the  discount  rate, 
to  4.75%.  Traders  thought  there  was 
a  good  chance  that 
the  Fed  would  cut  the 
discount  rate  by  a  half 
point,  and  some  were 
holding  out  hope  for  a 
half- point  cut  in  the 
funds  rate  as  well.  The 


Dow  Jones  industrial  average  fell  294 
points,  or  more  than  2%. 

Markets  weren't  charmed  by  the 
Fed's  latest  innovation,  either.  Stock:! 
surged  at  the  opening  on  Dec.  12  afteij 
the  Fed  announced  the  loan  auction, 
regaining  almost  all  of  the  previous 
day's  loss.  But  the  market  surrendere 
most  of  its  gains  after  details  emergei 

NOT  ENOUGH? 

What's  becoming  clear  is  that  marke 
frenzies  take  their  own  course,  and 
there's  no  easy  remedy.  The  core  prol 
lem  remains :  Many  banks  loaded  up 
iffy  assets  such  as  subprime  loans  th; 
are  continuing  to  lose  value  as  the  U. 
housing  market  keeps  sinking.  They: 
reluctant  to  make  new  loans  because 
they  don't  trust  their  borrowers,  and 
they  want  to  husband  their  cash  in  c 
they  have  to  make  further  writedowr 
The  Fed's  Dec.  12  plan,  while  it  shoul 
ease  stress  in  the  system,  "does  not  fj 
in  any  shape  or  form  the  source  of  th 
problem,"  says  Lena  Komileva,  Grou] 
G7  economist  for  Tullett  Prebon,  an 
interbank  broker. 

With  the  economy  slowing,  Ber- 
nanke &  Co.  will  probably  have  to  cui 
the  fed  funds  rate  again,  though  they 
may  not  like  it.  If  rates  fall  far  enough 
and  stay  down  long  enough,  they  wil 
stimulate  growth  by  encouraging  mc 
purchases  of  cars,  houses,  and  busi- 
ness equipment,  notes  Laurence  M. 
Ball,  an  economist  at  Johns  Hopkins 
University.  How  far  down?  Goldman 
Sachs  Chief  Economist  Jan  Hatzius, 
one  of  the  most  bearish  figures  on  Wi 
Street,  expects  the  Fed  to  cut  the  fun 
rate  to  3%  by  mid-2008, 1.25  percent 
age  points  below  its  current  level. 

But  more  money  alone  won't  be 
enough.  It  will  have  to  be  coupled  witi 
strong  action  to  clean  up  the  bad  debt 
on  bank  balance  sheets.  As  the  Japanc 
discovered  in  the  slow-growth  lost  di 
cade  of  the  1990s,  banks  won't  exten 
new  credit,  even  when  their  borrowir 
costs  are  superlow,  if  they  are  preoc- 
cupied with  rolling  over  bad  debt.  Th 
Bush  Administration  initiative  to  pro 
vide  relief  to  some  subprime  mortgag < 
borrowers  goes  only  partway  to  copir 
with  the  debt  overhang.  The  Fed's  lat 
plan  will  help  as  well— but  in  the  end, 
lot  more  will  be  needed.  1 BW 1 
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Introducing  the  awards  winning  Nissan  Maxima. 


The  Nissan  Maxima 

The  Nissan  Maxima  is  the  proud  winner  of  the  2007  Total  Quality  Award' 
md  the  2007  Vehicle  Satisfaction  Award."**  Which  means  our  owners  voted  it  best 
ji  its  class  as  measured  across  more  than  45  areas,  including  comfort,  reliability,  safety  and 
style.  And  that  is  the  best  award  of  all.  To  learn  more,  visit  NissanUSA.com. 


issan  Maxima  tied  for  first  place  in  the  Medium  Car  Segment  for  the  Strategic  Vision  Total  Quality  Award.™  Strategic  Vision's  2007  Vehicle  Experience  Study'"  surveyed  27.780  Oct.-Nov.  new-vehicle 
»jyers  after  the  first  90  days  of  ownership.  "  c  2007  AutoPacrfic,  Inc.  Vehicle  Satisfaction  Award  for  Luxury  Mid-Size  Cars.  The  2007  Vehicle  Satisfaction  Awards  are  based  on  scores  developed 
Sing  results  from  the  AutoPacrfic'  National  Future  Vehicle  Survey,  in  which  respondents  rate  46  attnbutes  for  importance  in  the  purchase  decision  and  satisfaction  after  purchase.  Nissan,  the  Nissan 
Irand  Symbol,  "SHIFT_"  tagline  and  Nissan  model  names  are  Nissan  trademarks.  Always  wear  your  seat  belt,  and  please  don't  drink  and  drive.  ©2007  Nissan  North  America,  Inc. 
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DOG  DAYS 
AT  CERBERUS 


The  bad  news  for  the  investment  powerhouse  keeps 
coming— and  it  goes  deeper  than  Chrysler  and  GMAC 


By  David  Welch  and  Christopher  Palmeri 
Cerberus  Capital  Management 
sweated  for  months  over  its  $7  billion 
bid  to  buy  the  construction  equipment 
leasing  company  United  Rentals.  With 
the  financial  markets  in  turmoil,  the 
investment  management  firm  pushed 
hard  to  renegotiate  the  price.  When 
that  failed,  Cerberus  abandoned  the 
deal  on  Nov.  14,  just  days  before  it 
was  set  to  close.  The  news  chopped 


Cerberus  has  made  a  specialty  of 
distressed  companies,  but  now  its  books 
are  blemished  by  major  fix-it  projects 


$1.2  billion  off  United's  market  value. 
Two  days  later,  United  sued  a  Cer- 
berus-affiliated group  for  pressuring 
its  board  to  accept  a  lower  price. 

That  isn't  the  only  headache  for 
Cerberus  these  days.  In  recent  months 
two  of  its  other  deals  have  fallen  apart, 
several  investments  have  soured,  and 
the  problems  at  its  big  plays,  Chrys- 
ler and  GMAC,  have  worsened.  In 
hindsight,  Cerberus'  bets  on  hous- 
ing, financials,  and 
autos  look  perilous.  It 
bought  GMAC  Finan- 
cial Services,  which 
owns  a  mortgage 
lender,  as  the  real 
estate  bubble 


was  bursting. 

Now,  say  source 
close  to  Cerberus, 
$26  billion  firm  ha 
slowed  its  pace  of  1 
making  with  the  ci 
crunch  in  full  force 
also  focusing  more 
orously  on  the  troi 
holdings  in  its  porl 
folio — some  of  whi 
may  have  blindsidt 
the  firm.  The  situa 
has  prompted  cone 
that  Cerberus'  reti 
may  suffer.  This  cc 
at  a  time  when  all  t 
ers  are  under  press 
"Industry  returns 
have  been  extraord 
nary,  20%  to  30%; 
year,"  says  Katharii 
Lichtner,  managin 
director  of  the  priv 
equity  advisory  fin 
Capital  Dynamics 
"Returns  will  come  down,  revert  tc 
more  normal  16%." 

Cerberus— named  for  the  three - 
headed  hound  at  the  gates  of  Hade.1: 
has  seen  its  reputation  reach  mythi 
heights  in  recent  years.  Founded  by 
former  Drexel  Burnham  Lambert 
bond  whiz  Stephen  Feinberg  in  199 
it  emerged  as  the  ultimate  example 
of  prosperity  during  the  recent  stoc 
market  boom,  posting  outsized  reti' 
with  an  investment  strategy  that's  1 
hedge  fund  and  part  private  equity . 
firm.  Its  returns  routinely  rank  amc 
the  top  funds  tracked  by  researcher 
Private  Equity  Intelligence.  Among 
its  recent  coups:  selling  Vanguard  C 
Rental,  parent  of  Alamo  Rent  A  Car' 
and  National  Car  Rental,  to  Enter- 
prise Rent  -A-  C  ar  f or  $  1 . 2  billion  in 
2006— making  a  killing  on  its  three 
year  investment. 

Unlike  more  concentrated  portfo 
lios,  Cerberus  has  dozens  of  invest- 
ments across  a  number  of  industrie 
The  firm  also  specializes  in  distress 
companies.  As  a  result,  Cerberus  of 
juggles  a  mix  of  winners  and  losers. 
Even  so,  Cerberus  faces  an  espe- 
cially tough  slog  on  some  major  fix- 
jobs— at  a  time  when  the  investmen 
climate  remains  challenging.  "We'r 
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Hitachi  I  true  stories 


0  Watch  now  at  hitachi.com/truestories 
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brld-of  diverse  technologies,  each  with  a  story  to  tell. 

?r-seeking  proton  beams.  An  eco-friendly  coal  power  plant.  Storage  systems 
ut  cyber  criminals  behind  bars.  Just  three  ways  Hitachi  technologies  are  helping 
e  and  businesses  take  on  society's  most  daunting  challenges. 


d  every  one  of  our  diverse  technologies 
world's  smallest  accelerometers,  waits  a 


largest  water  pumps 


vvoria  s  smallest  accelerometers,  waits  a  story  that  will  surprise  you.  txpenence 
stories  through  the  words  and  lives  of  the  people  living  them  by  visiting  our 
nentary  film  series.  Hitachi  True  Stories. 
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HAS  CERBERUS  BITTEN  OFF  MORE 
THAN  IT  CAN  CHEW? 

Some  of  the  investment  management  firm's  deals  have  soured 
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Nardelli's 

1  Chrysler  debut 

Global  Home 
Products 

APRIL  2004 

$310 

MILLION 

Pummeled  by  high 
energy  costs  and  cheap 
imports,  the  company 
filed  for  bankruptcy 
protection.  The  assets 
were  sold  for  $124 
million. 


Rafaella 
Apparel 

JUNE  2007 

$150 

MILLION 

Sales  dropped  at 
the  women's  clothing 
maker  after  Macy's 
acquired  the 
company's  largest 
customer,  May 
Department  Stores. 


Chrysler 

AUGUST  2007 

$7.4 

BILLION 

Losses  at  the  carmaker 
should  hit  $1.6  billion 
this  year.  And  the  new 
management  team 
recently  cut  production 
and  10,000  more  jobs. 


GMAC 

NOVEMBER  2006 


Scottish 
Re 

NOVEMBER  2006 

$600 

MILLION 

As  the  insurance 
company's  mortgage 
investment  portfolio  has 
eroded,  its  stock  price 
has  plummeted  from 
$5.80  to  80$. 


$14 

BILLION 


The  financial  arm  of 
General  Motors  re- 
ported massive  losses 
of  $3.4  billion  at  the 
mortgage  business, 
prompting  a  $2  billion 
cash  infusion. 


not  market -timers,"  says  Cerberus 
Managing  Director  Timothy  F.  Price. 
"We  buy  things  other  people  can't 
make  work.  Because  of  our  operational 
expertise,  we  make  them  work." 

It's  unclear  just  how  much  work  it 
will  take  to  fix  GMAC,  the  financing 
arm  of  General  Motors.  A  Cerberus - 
led  group  paid  $14  billion  for  a  51% 
stake  in  September,  2006.  Cerberus 
wasn't  exactly  an  industry  newcomer. 
It  had  a  front  row  seat  at  the  subprime 
show  with  Aegis  Mortgage,  a  lender 
it  took  control  of  in  1996.  Yet  Cer- 
berus jumped  into  GMAC  at  exactly 
the  wrong  moment.  Price  defends 


"I  don't  think  anyone  is  panicked,"  says  an 
insider.  But  "we  sure  as  hell  didn't  expect 
GMAC  t6  be  what  it  turned  out  to  be" 
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the  move:  "There  was  one  time  to  buy 
GMAC.  We  wanted  it  and  took  action." 
The  short  story?  Aegis  filed  for  bank- 
ruptcy in  August,  and  GMAC 's  mort  - 
gage  group  ResCap  has  been  bleeding 
red  ink.  Cerberus  watched  GMAC 
continue  to  make  subprime  loans  in  the 
first  quarter  but  has  since  reined  it  in.  It 
wasn't  fast  enough  to  prevent  the  pain. 
ResCap  has  lost  $3.4  billion  so  far  this 
year,  forcing  GMAC  to  pump  $2  billion 
into  the  business  to  help  it  survive  the 
mortgage  mess.  And  Lehman  Broth- 
ers analyst  Brian  Johnson  forecasts  an 
additional  $1.3  billion  hit  this  quarter 
and  $600  million  in  2008.  "I  don't  think 
anyone  is  panicked," 
says  one  Cerberus 
insider.  But  "we  sure 
as  hell  didn't  expect 
GMAC  to  be  what  it 
turned  out  to  be." 
Those  problems 


may  put  a  kink  in  th 
firm's  strategy.  Cer 
berus,  which  also  o1 
80.1%  of  struggling 
automaker  Chrysle: 
wants  to  merge  the 
lending  operations 
both  companies.  By 
doing  so,  it  could  re 
massive  savings  on 
office  and  loan  proc 
ing  operations,  boo: 
returns  at  both  GM, 
and  Chrysler. 

The  unexpected 
losses  at  ResCap  co 
forestall  a  deal.  Sou 
close  to  Cerberus  a; 
GM,  which  still  owi 
49%  of  GMAC,  say 
situation  at  ResCap 
needs  to  stabilize 
before  they  can  mo' 
forward.  If  Cerberu 
can't  shore  up  ResC 
GMAC 's  credit  rath: 
could  drop  and  Chr 
ler  too  would  suffer 
And  even  if  ResC; 
can  be  revived,  clea. 
hurdles  with  regula 
and  GM  may  be  trie 
One  GM  executive  \ 
asked  not  to  be  nam 
said  the  carmaker 
wants  to  preserve  the  right  to  buy  1 
its  financing  arm  one  day  and  does 
want  to  pony  up  more  capital. 

Cerberus  also  has  its  hands  full  w 
Chrysler.  After  backing  the  carmak 
initial  turnaround  strategy,  dating  1 
seven  months,  Cerberus'  new  execi 
fives  decided  they  needed  deeper  a 
In  November,  with  inventory  climb  II 
rapidly,  Chairman  and  CEO  Robert 
Nardelli  announced  the  company's 
second  restructuring  this  year,  slasi 
ing  10,000  more  jobs  and  reducing 
production  by  400,000  cars. 

That  will  help  keep  expenses  dow 
but  Chrysler's  real  problem  stems 
from  an  outdated  car  line.  Most  of  i1 
top  sellers  are  gas-guzzlers.  Andits 
smaller  vehicles,  especially  passen- 
ger cars  and  crossover  SUVs,  need  a 
complete  overhaul  to  attract  buyers 
satisfactory  numbers. 
Cerberus  is  trying  to  do  both  thin 
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We're  right  there  with  you. 

Think  of  the  different  risks  that  seven  continents,  hundreds  of 
countries,  and  all  the  oceans  can  serve  up.  Even  the  largest 
global  companies  struggle  to  keep  up  with  the  risks  they 
already  see,  let  alone  those  that  lie  just  under  the  surface.  To 
help  our  customers,  our  international  operations  are  designed 
to  provide  consistent  risk  analysis,  underwriting  and  claims 
services.  In  a  changing  world  where  risks  can  appear  any- 
where, we  believe  the  most  effective  approach  is  to  act  as  one. 
www.zurichna.com/corporatebusiness 


Because  change  happenz! 
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ted  States,  coverages  are  underwritten  by  member  companies  of  Zurich  in  North  America,  including  Zurich  American  Insurance  Company  Certain  coverages  not  available  in  all  states.  Some  coverages 
itten  on  a  non-admitted  basis  through  surplus  lines  brokers  Risk  engineering  services  are  provided  bv  Zurich  Services  Corporation 
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without  laying  out  more  cash.  That 
may  prove  difficult.  When  Magna 
International  was  bidding  on  Chrysler, 
the  parts  maker  figured  it  would  need 
$2  billion  up  front— in  addition  to  the 
existing  $3  billion  annual  capital  bud- 
get—to improve  Chrysler's  cars  and 
upgrade  plants. 

Price  has  said  in  the  past  that 
"failure's  not  an  option"  with  Chrys- 
ler. But  the  carmaker  may  require  a 
lot  of  patience.  And  lately  Cerberus 
has  shown  it  doesn't  have  a  problem 
cutting  losses  when  situations  prove 
too  dire.  The  firm  sold  auto  sealant 
maker  GDX  International  Holdings 
at  a  loss  in  October  to  private  equity 
firm  Wynnchurch  Capital.  In  2004, 
Cerberus  bought  a  collection  of  three 
houseware  brands  from  Newell  Rub- 
bermaid for  $310  million.  But  the 
newly  formed  company,  Global  Home 
Products,  filed  for  bankruptcy  two 
years  later,  and  Cerberus  offloaded  the 
assets  for  $124  million. 

"THEY'RE  RUTHLESS" 

Not  surprisingly,  Cerberus  has  ruffled 
some  feathers  with  its  slash-and-burn 
approach  at  those  companies.  At  GDX, 
it  laid  off  1,500  workers  and  reduced 
the  union's  medical  benefits.  After  the 
bankruptcy  of  Global  Home  Products, 
the  Pension  Benefit  Guarantee  Corp., 
a  quasi -government  group,  had  to 
step  in  and  pick  up  the  $8.5  million 
shortfall  at  one  division's  pension 
fund.  Says  Gary  Bone,  president  of  the 
United  Steelworkers  Local  626,  which 
represented  some  of  GDX  employees: 
"They're  ruthless." 

Meanwhile,  Cerberus  has  bailed  on  a 
few  deals.  In  early  December,  it  pulled 
out  of  a  deal  to  buy  Option  One  Mort  - 
gage  from  H&R  Block  as  conditions 
deteriorated  in  the  housing  market. 
Earlier,  Cerberus  walked  away  from  its 
bid  for  Affiliated  Computer  Services, 
after  the  ACS's  independent  directors 
sought  other  offers. 

Cerberus  seems  unfazed  by  it  all — 
and  confident  that  it  can  turn  around 
the  troubled  companies.  "We  believe  at 
the  other  end  of  the  current  deep,  dark 
valley  is  a  sunny  one  from  which  we'll 
emerge  with  a  bunch  of  great  compa- 
nies," says  Price.  "We  do  well  in  good 
timesandbad."iBWi 
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THE  EASY  TRILLIONS 
ARE  GONE 

The  mood  among  dealmakers:  The  sellers'  market  is 
history,  and  LBOs  will  get  scarcer 


By  Jessica  Silver-Greenberg 

The  chill  is  on.  Back  in  June, 
dealmakers  gushed  about 
the  hot  market  after  notch- 
ing a  record  $2.7  trillion  of 
mergers  and  acquisitions 
worldwide  in  the  first  half 
of  2007.  With  the  number 
of  deals  down  49%  in  the 
credit  crunch,  sentiments 
have  cooled:  Nine  percent 
of  dealmakers  are  calling  the 
M&A  environment  "excel- 
lent," vs.  49%  in  midyear, 
according  to  exclusive  re- 
search from  the  Association 
for  Corporate  Growth  and 
Thomson  Financial. 

The  groups'  biannual  survey,  which 
polled  813  private  equity  execu- 
tives, investment  bankers,  lenders, 
entrepreneurs,  and  other  players  in 
M&A,  found  that  the  once -unbridled 
optimism  has  been  replaced  by  more 
realistic  expectations.  Although  the 
dreams  of  $100  billion  buyouts  are 
gone,  most  pros  expect  strong  M&A 
activity.  After  all,  private  equity  firms 
are  sitting  on  huge  piles  of  cash  after 
collecting  billions  from  investors  in 
recent  years.  In  the  lat- 
est quarter  they  raised 
$30  billion,  down  from  a 
record  $60  billion  in  the 
fourth  quarter  of  2006. 

Don't  expect  the  same 
type  of  deals,  though.  For 
one  thing,  it's  no  longer 
a  sellers'  market.  Now 
that  stock  prices  have 
dropped,  39%  of  deal- 
makers  figure  buyers  have 
the  upper  hand,  up  from 
13%  six  months  ago. 

Some  75%  of  the  212 


9% 


Percentage  of 
dealmakers  who 
call  the  M&A  environ 
ment  "excellent," 
compared  with  49% 
six  months  ago 

Data:  ACG/Thomson 
DealMakers  Survey 


private  equity  firms  surveyed,  a  subf 
of  the  group,  predict  that  the  numbe 
of  buyouts  will  shrink,  while  93%  figj 
distressed  deals  will  be  in  vogue.  Dea] 
also  may  have  a  more  international 
flavor.  Some  43%  of  all  participants 
think  cross-border  deals  are  increas 
ingly  important.  Yet  46%  of  the  priv 
equity  types  say  the  U.S.  is  still  theb 
place  for  their  deals.  Next  best:  Chin 
Despite  the  new  mood,  buyout  fir' 
don't  expect  their  day-to-day  work  1 
will  change  much.  Some  80%  say  th! 
won't  change  gears  am 
modify  their  investme 
strategy.  Of  course,  tin: 
may  have  to  battle  stra 
tegic  corporate  buyers 
over  targets  more  than 
in  the  era  of  easy  mone 
"The  pendulum  has 
shifted  away  from  priv. 
equity,"  says  Robert 
Kaiser,  vice-president 
Thomson  Financial.  "I 
the  future,  private  equi 
will  be  lucky  to  be  25% 
U.S.M&A."iBWi 
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HILIPS:  LORD  OF 
HE  LIGHTS 

the  race  to  convert  the  world  to  earth-friendly  LEDs, 
lead  has  put  GE  in  the  shadows 


ennifer  L.  Schenker 
!  Christmas,  Royal  Philips 
:tronics  is  vividly  displaying  its 
linance  in  the  lighting  market, 
lpplied  the  50  giant  illuminated 
wflakes  that  festoon  the  front  of 
flagship  Saks  Fifth  Avenue  store  in 
i  York.  The  flakes  are  aglow  with 
t-emitting  diodes,  or  LEDs— semi- 
iuctor  devices  that  produce  bright 
ns  of  light  using  a  fraction  as  much 
tricity  as  incandescent  bulbs.  The 
)00  -plus  LEDs  in  the  display  sip 
it  the  same  amount  of  power  as 
e  toaster  ovens. 

ilips  also  will  provide  the  lights  for 
Vew  Year's  Eve  Times  Square  Ball 
ew  York.  Instead  of  600  incandes- 
■  and  halogen  bulbs,  the  ball  will 
Itted  with  more  than  9,500  LEDs, 
l:h  burn  twice  as  brightly  and  can 
Ite  a  palette  of  16  million  colors, 
lending  on  their  hue,  they'll  be  up 
|I3%  more  energy- efficient  than  the 
Is  they  replace. 

tiilips'  latest  LED  installations  give 
l:ompany  much -coveted  green 
Rging  rights.  Lighting  accounts 


for  about  one -fifth  of  all  electricity 
used,  in  part  because,  with  traditional 
incandescent  bulbs,  most  of  the  energy 
is  wasted  in  heat  .LEDs  burn  cooler  and 
last  much  longer  (table).  So  the  com- 
pany that  leads  in  this  area  can  claim  to 
be  helping  planet  earth. 

General  Electric,  Philips'  biggest 
rival  in  lighting,  has  spent  millions 
to  bolster  its  own  environmental 
credentials  in  a  high-profile  campaign 
whose  slogan  is  "ecomagination."  But 
it  hasn't  matched  the  billions  of  dollars 
Philips  has  spent  on  LEDs  and  other 
energy-efficient  lighting  systems.  This 
year  alone,  Philips  has  paid  $4.2  billion 
to  acquire  five  companies  in  the  light- 


LEDS  BY  THE  NUMBERS 

INCANDESCENT 

LED 

Life  span 

1 ,000  hours 

Up  to  60,000  hours 

Bulb  cost 

67(t 

$35 

Cost  of  electricity* 

$360 

$12 

Note:  Comparison  is  for  a  60-wart  incandescent  bulb  vs.  a 
"Based  on  60,000  hours  at  10<t  per  kwh 
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Philips'  display  at  ing  sector,  including 
Saks  Fifth  Avenue  the  Nov.  26  purchase 
in  New  York  is  a        ofGenlyte  in  Louis- 

power  miser  ...      ,,     _„        „  „ 

ville,theNo.2U.S. 

maker  of  lighting  fixtures.  As  a  result, 
Philips  has  vaulted  past  GE  as  the  lead- 
ing supplier  of  lights  and  fixtures  in  the 
all-important  U.S.  market. 

Over  the  next  ten  years,  as  much  of 
the  world  makes  the  transition  to  LED 
lights,  Philips'  lead  over  GE  is  expected 
to  grow.  "A  building  contractor  can  go 
to  Philips  and  get  everything  he  wants," 
says  Janardan  Menon,  a  financial  ana- 
lyst at  Dresdner  Kleinwort  in  London. 
The  same,  he  argues,  is  not  true  for  GE. 

That  said,  GE  will  also  be  doing 
some  seasonal  boasting  this  year.  It's 
supplying  30,000  multicolored  LEDs 
to  light  up  the  Rockefeller  Center 
Christmas  tree  in  New  York.  Perhaps 
more  important,  GE  won  the  contract 
to  replace  the  fluorescent  lighting  in 
more  than  500  Wal-Mart  Stores  across 
the  U.S.  with  LEDs.  While  the  com- 
pany has  avoided  making  the  kinds  of 
acquisitions  Philips  has  pursued  and 
purchases  its  LED  chips  from  Japanese 
manufacturer  Nichia  instead  of  making 
them  itself,  GE  executives  deny  they 
are  surrendering  the  field  to  Philips. 
"Investment  in  products  and  evolving 
technologies  is  clearly  a  cornerstone  of 
our  business,"  says  Michael  Petras,  a 
GE  vice-president  responsible  for  the 
company's  global  LED  business. 

Philips  and  GE  both  face  risks  as 
they  chart  energy- efficient  lighting 
strategies.  Because  LEDs  last  so  long, 
there's  no  significant  replacement 
market,  as  there  is  for  incandescent 
bulbs.  A  typical  LED  will  work  for  more 
than  11  years  if  burned  12  hours  a  day. 

To  make  up  for  the  lost  bulb  income, 
Philips  gradually  has  maneuvered  its 
way  into  every  corner  of  the  lighting 
market.  The  thinking  is,  to  take  full  ad- 
vantage of  LED  light- 
ing, customers  also 
must  install  fixtures 
and  control  systems. 
Between  retrofits  and 
fresh  construction, 
Philips  figures  it  has 
decades  of  sales  ahead, 
stoking  the  expansion 
of  next  -  generation 
lighting.  1  bw  1 
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2-watt  LED  bulb 
Data:  C.  Crane 
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NOT  ON  OUR 
NETWORK,  YOU  DON'T 

The  big  wireless  guys  talk  about  opening  up— while 
rejecting  some  competing  mobile  text  services 


By  Bruce  Meyerson 

Even  as  the  wireless  industry  spreads 
a  new  gospel  about  opening  mobile - 
phone  networks  to  outside  devices  and 
applications,  some  of  the  biggest  U.S. 
carriers  are  blocking  new  services  that 
would  compete  with  their  own. 

At  issue  is  a  type  of  mobile  text  mes  - 
sage  known  as  a  short  code,  a  shortcut 
that  lets  cell-phone  users  access  an 
array  of  services  -  say,  getting  sports 
scores  or  voting  for  a  contestant  on 
American  Idol— by  punching  in  five 
or  six  digits  instead  of  the  usual  seven 
plus  area  code.  While  it's  illegal  for 
phone  companies  to  dictate  which 
numbers  customers  can  or  can't  dial, 
carriers  don't  appear  to  be  breaking 
regulations  by  blocking  short  codes. 

The  Federal  Communications  Com- 
mission, which  declined  to  comment, 
has  never  regulated  the  codes.  How- 
ever, on  Dec.  11,  Public  Knowledge  and 


The  carriers'  refusal  to  allow  so-called 
short  codes  is  a  threat  to  free  speech, 
consumer  groups  are  telling  the  FCC 
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other  consumer  groups  complained 
that  interference  in  text  messaging  is 
a  threat  to  free  speech.  They  asked  the 
FCC  to  ban  the  practice,  citing  Verizon 
Wireless'  refusal  in  September  to  allow 
a  short  code  for  NARAL  Pro -Choice 
America.  Verizon  quickly  reversed  that 
decision  and  apologized. 

LUCRATIVE  LITTLE  MESSAGES 

Verizon  and  other  carriers  say  short - 
code  applicants  can  still  use  regular 
text  messaging  to  offer  their  services. 
Therefore,  some  experts  say,  carriers 
may  be  acting  within  their  rights.  But 
consumers  are  coming  to  expect  short 
codes  much  as  they  expect  compa- 
nies to  have  toll-free  numbers.  And 
the  messages  can  be  lucrative.  In  the 
popular  TV  show  Deal  or  No  Deal,  for 
instance,  viewers  pay  $1  a  pop  for  a 
chance  to  win  $10,000.  Further,  the 
restrictions  seem  to  fly  in  the  face  of 
proclamations  by  Ve- 
rizon and  AT&T  about 
allowing  competing 
devices  and  services 
on  their  tightly  con- 
trolled networks. 
One  company 
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rebuffed  by  some  carriers  is  Rebtel 
Networks,  a  Swedish  provider  of  ch 
international  calls  over  the  Web.  Re 
wants  to  use  short  codes  to  bring  its 
service  to  mobile  phones.  Users  woi 
send  a  text  message  containing  the  < 
sired  overseas  phone  number  to  Ret 
tel's  short  code.  They  would  receive 
text  message  with  a  local  phone  nur 
ber  to  dial,  and  pay  pennies  per  min 
rather  than  the  quarters  and  dollars 
cellular  carriers  charge  for  overseas 
connections.  In  May,  Rebtel  applied 
for  a  short  code  with  five  big  U.S 
wireless  providers.  Sprin 
Nextel  and  AT&T  approv 
the  request.  But  Verizon, 
T- Mobile  USA,  and  Alltel 
denied  it.  Co-founder  Gr 
Spector  says  the  compan; 
handling  its  application  \ 
told  by  Alltel  that  Rebtel'; 
service  "cannibalizes  the* 
international  rates." 

T- Mobile  and  Alltel  de 
clined  to  comment.  Veriz, 
says  it  did  nothing  wrongi 
"They  can  still  text-mess 
our  customers,"  says  spokesman  Jefll 
Nelson.  Just  as  a  newspaper  can  rejei 
ads  from  a  rival,  he  says,  "we  don't 
need  to  provide  special  access  to  ouii 
customers  and  network  to  a  compar.i 
that's  in  direct  competition  with  us.' 
It's  not  just  small  fry  that  are  hav-. 
ing  trouble.  AT&T  recently  refused  I 
approve  short -code  applications  byi 
four  banks  wanting  to  offer  custome 
a  mobile  application  to  check  accou:. 
balances,  transfer  funds,  and  perfor  1 
other  transactions,  say  people  famili 
with  the  matter.  One  of  the  instituti' 
was  Bank  of  Stockton,  a  140-year-oi 
California  bank,  while  two  others  ww 
among  the  20  largest  U.S.  banks. 

The  applications,  submitted  in  th 
third  quarter,  were  initially  rejected 
in  October,  the  sources  say.  Under 
pressure  from  the  banks  and  financi 
industry  groups,  AT&T  relented  in 
mid -November.  But  around  the  san 
time,  the  phone  giant  launched  its 
own  mobile -banking  service  in  pari 
nership  with  Wachovia  and  SunTru 
Banks.  AT&T  declined  to  discuss 
specific  applications,  but  stressed  ti 
it  had  approved  other  banking  short 
codes  in  the  past,  ibwi 
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atching  the  game, 
bathroom? 


LOMAX  may  improve  maH  urinary  symptoms  due  to  BPH. 
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raking  up  to 
Stopping  &  starting^ 
Going  often? 

Straining? 

^  Going  urgently?  j 

Weak  stream? 

Talk  to  your  doctor  today. 
For  many  men,  FLOMAX  may  help  in  1  week. 

OMAX  is  approved  to  treat  male  urinary  symptoms  due  to  BPH,  also  called  enlarged  prostate. 
ily  your  doctor  can  tell  if  your  symptoms  are  due  to  BPH  and  not  another  condition  such 
j  prostate  cancer.  Common  side  effects  are  runny  nose,  dizziness  and  decrease  in  semen, 
sudden  decrease  in  blood  pressure  may  occur  upon  standing,  rarely  resulting  in  fainting. 
J  avoid  situations  where  injury  could  result.  If  considering  cataract  surgery,  tell  your  eye 
igeon  you've  taken  FLOMAX.  To  learn  more,  call  866-432-9734  or  visit  4FLOMAX.com. 
If  you  can't  afford  FLOMAX,  our  Patient  Assistance  Program  may  help.  Call  800-556-83 1 7. 
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TAMSULOSIN  HCI 
The  1 -week  difference. 


ise  see  Patient  Information  on  adjacent  page. 
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IMPORTANT  PATIENT  INFORMATION 


What  is  FLOMAX? 

FLOMAX  is  a  prescription  medication  that  is 
specifically  designed  to  help  relieve  the  signs  and 
symptoms  of  benign  prostatic  hyperplasia  (BPH),  a 
condition  your  physician  may  refer  to  as  an  enlarged 
prostate.  FLOMAX  works  by  relaxing  the  prostate 
muscles  around  the  urethra,  allowing  urine  to  flow 
more  freely  out  of  the  bladder.  FLOMAX  is  NOT 
indicated  for  the  treatment  of  high  blood  pressure. 

Who  should  not  use  FLOMAX? 

You  should  not  take  FLOMAX  if  you  are  allergic  to 
tamsulosin  hydrochloride  or  any  other  component  of 
FLOMAX. 

What  should  I  be  aware  of  before  taking 
FLOMAX? 

o  An  enlarged  prostate  (BPH)  and  cancer  of  the 
prostate  cause  many  of  the  same  symptoms.  It  is 
important  that  you  see  your  doctor  first  to  rule 
out  prostate  cancer. 

o  Though  extremely  rare,  FLOMAX  and  other 
drugs  in  this  class  (alpha- 1  blockers)  have  been 
associated  with  prolonged  painful  erection 
(priapism),  which  is  unrelieved  by  sex.  If  this 
occurs,  seek  immediate  medical  attention,  since 
this  condition  can  lead  to  permanent  inability  to 
have  an  erection,  if  left  untreated. 

o  During  cataract  surgery,  a  condition  known  as 
intraoperative  floppy  iris  syndrome  (IFIS)  has 
been  observed  in  patients  treated  with  drugs  in 
this  class.  When  considering  cataract  surgery, 
inform  your  surgeon  if  you  are  taking  or  have 
taken  FLOMAX  and/or  other  drugs  in  this  class. 

o  If  you  have  had  a  serious  reaction  to  sulfa,  be 
sure  to  tell  your  doctor  before  taking  FLOMAX. 

o  FLOMAX  should  NOT  be  used  in  combination 
with  other  drugs  in  its  class  since  interactions 
may  be  expected. 

o  FLOMAX  should  be  used  with  caution  in 
combination  with  cimetidine  or  with  warfarin  (a 
drug  often  prescribed  under  the  brand  name 
Coumadin®  [Bristol-Myers  Squibb  Company]). 

Are  there  any  warnings  associated  with  the 
use  of  FLOMAX? 

FLOMAX  may  cause  a  sudden  drop  in  blood 
pressure,  especially  following  the  first  dose  or  when 
changing  doses.  Although  rare,  this  drop  in  blood 
pressure  may  be  associated  with  fainting, 
lightheadedness   or  dizziness.   Caution   should  be 


exercised  when  driving,  operating  machinery,  oi 
performing  hazardous  tasks,  since  injury  could  result. 

What  are  the  most  common  side  effects  oi 
FLOMAX? 

The  most  common  side  effects  are  dizziness,  runny 
nose,  and  a  decrease  in  semen.  Other  side  effects 
include  headache  and  tiredness. 

How  should  I  take  FLOMAX? 

FLOMAX  0.4  mg  capsules  are  taken  once  daily 
FLOMAX  should  be  taken  approximately  one-hali 
hour  after  the  same  meal  each  day.  If  you  stop  oi 
forget  to  take  FLOMAX  for  several  days,  start  again' 
with  the  0.4  mg  once-daily  dose.  If  you  were 
previously  on  a  higher  dose,  contact  your  doctor 
before  returning  to  the  higher  dose. 

Do  not  crush,  chew,  or  open  FLOMAX  capsules. 

What  about  overdosing  with  FLOMAX? 

You  should  always  take  your  medications  according! 
to  the  directions  given  by  your  doctor.  If  you  think 
you  have  taken  an  overdosage  of  FLOMAX  capsules.' 
contact  your  doctor  immediately. 


Still  have  questions? 

For  more  information,  ask  your  doctor  or  pharmacist,  call) 
1-866-432-9734,  and/or  visit  www.4FLOMAX.com. 
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ABORS  NEW  ROLL 
IF  THE  DICE 

ie  UAW  and  transport  workers  look  to  casinos  to 
pand  membership  depleted  by  job  losses 


JAW  member     V 
als  blackjack 
a  casino  in 
troit 


>avid  Kiley 

ng  through  the  new  MotorCity 
ino  Resort,  with  its  neon-trimmed 
or  and  expansive  gaming  space, 
you  will  likely  find  a  United  Auto 
rkers  member  at  the  poker  tables. 
3  is  Detroit,  after  all.  Yet  they're  not 
the  gamblers.  The  dealers  shuffling 
is  are  also  UAW  members, 
his  is  the  future,  glitzier  face  of 
UAW— or  at  least  that's  the  plan, 
union's  auto  company  member - 
k  is  expected  to  drop  to  150,000  by 
ade's  end,  from  a  peak  of  1.5  million 
ie  mid-1970s,  owing  to  troubles 
eneral  Motors,  Ford,  and  Chrys- 
Since  2002  it  has  signed  up  some 
)00  white-collar  workers  (even 
/ers)  to  diversify.  Now  UAW  Presi- 
t  Ronald  Gettelfinger  sees  casinos 
huge  opportunity. 
)  far  the  UAW  has  organized  only 
)0  or  so  casino  dealers,  primarily 
tlantic  City,  Detroit,  and  Newport, 
Of  those,  6,000  have  signed  up  in 
7,  and  there  could  be  more  gains  at 


the  400 -odd  Indian  tribal  casinos  that 
employ  about  250,000  dealers  nation- 
ally. A  federal  appeals  court  in  February 
knocked  down  a  claim  by  Indian  tribes 
that  their  casinos  aren't  subject  to 
the  National  Labor  Relations  Act  and 
hence  not  open  to  unionization. 

The  UAW  has  since  pounced:  On 
Nov.  24  it  won  the  right  to  represent 


THE  UAW  DIVERSIFIES 
INTO  CASINOS 


THOUSANDS 


AUTO  WORKERS 
■  CASINO  WORKERS 


2003  2007 

Data:  UAW,  press  reports 
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2,600  workers  at  Connecticut's 
Foxwoods  Resort  &  Casino  after  a 
successful  vote  at  the  tribe  -  owned 
casino.  That  about  covers  the  jobs  lost 
at  Ford's  Richmond  (Va.)  pickup  truck 
plant  this  year  when  it  closed. 

Like  auto  workers,  casino  dealers 
earn  on  average  about  $60,000  a  year, 
though  that  includes  tips.  "Middle- 
class  jobs  that  can  sustain  a  family  are 
the  heart  of  union  organizing,"  says 
Elizabeth  Bunn,  UAW  secretary  and 
treasurer.  There's  almost  no  union 
representation  at  tribal  casinos,  which 
employ  670,000  workers  of  all  kinds. 

The  UAW  isn't  the  only  union  seek- 
ing new  members.  In  Las  Vegas,  the 
Transport  Workers  Union  of  America, 
like  the  UAW  a  member  of  the  AFL- 
CIO,  is  trying  to  organize  the  Strip  ca- 
sinos. It  has  won  the  right  to  negotiate 
for  dealers  at  Wynn  and  is  expected  to 
snare  Caesars  Palace  this  month. 

Once  wary  of  unions,  dealers  now 
face  cuts  in  health -care  and  retirement 
benefits  at  a  time  of  industry  growth. 
Some  casino  owners  are  trying  to  cut 
into  dealers'  income  by  requiring  them 
to  share  tips  with  supervisors.  All  this 
helps  explain  why  some  80%  of  the 
dealers  at  Casino  Aztar  in  Evansville, 
Ind.,  last  August  voted  to  be  repre- 
sented by  the  UAW. 

Management,  however,  isn't  rolling 
over.  Trump  Marina  Hotel  Casino  in 
Atlantic  City  defeated  the  UAW  in  an 
election  this  year.  Meanwhile,  Fox- 
woods  Resort  Casino  President  John 
O'Brien,  who  has  yet  to  sit  down  with 
the  UAW,  is  continuing  to  challenge  in 
court  the  federal  government's  juris- 
diction over  a  tribe  -  owned  casino. 

O'Brien  doesn't  want  to  see  his  deal- 
ers hit  with  union  dues  or  beholden  to 
UAW  leaders.  "Employees  should  have 
the  right  to  speak  for  themselves,"  he 
says.  If  the  auto  workers '  union  pre  - 
vails  at  Foxwoods,  its  agreement  could 
serve  as  a  model  for  other  casinos. 

The  UAW  also  would  have  a  new 
source  of  growth  from  a  flourishing  in- 
dustry that  can't  outsource  its  services 
abroad.  But  the  union  does  face  one 
threat:  automation.  The  Las  Vegas  gam- 
ing commission  is  testing  robotic  poker 
dealers,  which  can  handle  40  hands  per 
hour,  vs.  25  to  30  hands  for  human  deal- 
ers. No  tipping  necessary,  i  BW  i 


037 


DECEMBER  24,  2007  I  BUSINESSWEEK 


K 


IN  DEPTH 


THE  UGLY  SIDE 


OF  MICRO-LENDING 


By  Keith  Epstein  and  Geri  Smith 

Photographs  by  Bruce  Gilden  /  Magnum 

How  big  Mexican  banks  profit 
as  many  poor  borrowers  get 
trapped  in  a  maze  of  debt 


I    Juan  Carlos  Perez 
Kfc'JLopanzi  is  a  collec- 
-^.tion  agent  in  San 
Martin  Texmelucan 
for  Banco  Azteca, 
which  makes  small 
loans  to  the  poor 


In  a  gleaming  office  tower  in  Mexico 
City  secured  with  retinal  scanners, 
bulletproof  glass,  and  armed  guards, 
dozens  of  workers  in  white  lab  coats 
dart  around  a  large  operations  cen- 
ter monitoring  long  rows  of  com- 
puters. Along  one  wall,  54  enormous 
screens  flicker  dizzyingly  with  num- 
bers, graphs,  and  fever  charts:  a  re- 
lentless stream  of  data.  You'd  think 
the  urgent  mission  involved  tracking 
the  trajectory  of  a  spacecraft  or  the 
workings  of  a  national  power  grid, 
not  tiny  amounts  of  cash  and  credit 
for  Mexico's  working  poor. 

The  transactions  are  so  minuscule 
they  hardly  seem  worth  the  bother. 
The  average  loan  amounts  to  $257. 
But  for  Banco  Azteca,  a  swiftly  grow- 
ing bank  affiliated  with  Latin  Amer- 
ica's largest  household  retailer,  the 
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small  sums  represent  a  torrent  of  revenue  that  has  caught  even 
its  founders  by  surprise.  For  three  decades,  micro-lending  was 
seen  as  a  tool  of  nonprofit  economic  development.  Now  poor 
people  are  turning  into  one  of  the  world's  least  likely  sources  of 
untapped  profit ,  primarily  because  they  will  pay  interest  rates 
most  Americans  would  consider  outrageous,  if  not  usurious. 
With  no  legal  limits  on  interest  levels  and  little  government 
oversight,  for-profit  banks  in  Mexico  impose  annual  inter- 
est rates  on  poor  borrowers  that  typically  range  from  50%  to 
120%.  That  compares  with  a  worldwide  average  of  31%  among 
nonprofit  micro-lending  institutions,  and  the  22%  to  29% 
that  Americans  with  bad  credit  histories  incur  on  credit  -  card 
debt.  Azteca's  business  model  succeeds  not  only  because  it 
can  charge  credit -starved  clients  almost  whatever  it  wants. 
Equally  important  is  that  low-income  Mexicans  anxious 
about  maintaining  their  reputation  tend  to  pay  back  what  they 
owe,  regardless  of  the  hardship.  Those  who  slip  behind  receive 
frequent  visits  from  motorcycle -riding  collection  agents.  De- 
fault rates  are  infinitesimal.  "We  lend  to  them  as  much  as  they 
can  borrow,"  says  Azteca  Vice -Chairman  Luis  Nino  de  Rivera, 
"and  they  can  borrow  as  much  as  they  can  pay." 

WHIFF  OF  PROFITS 

In  a  Mexico  that  is  modernizing  economically  even  as  most 
people  still  struggle  to  make  ends  meet ,  Azteca  has  discovered 
an  improbable  market  for  financial  services.  Much  larger  com- 
panies based  in  the  U.S.  and  Europe  also  have  picked  up  the 
whiff  of  profits.  Wal-Mart  Stores,  which  obtained  a  Mexican 
banking  license  a  year  ago,  began  offering  loans  for  purchases 
at  16  of  its  997  Mexican  outlets  in  November.  In  the  U.S.,  the 
retailer  markets  itself  as  a  friend  to  the  budget-conscious.  In 
Mexico,  it  charges  interest  rates  that  might  set  off  popular  and 
political  revolts  back  home,  although  Wal-Mart  describes 
its  terms  as  appropriate  to  the  Mexican  market.  At  one  store 
west  of  Mexico  City,  a  32-inch  LG  plasma  TV  with  a  price 
tag  of  $957  can  ultimately  cost  as  much  as  $1,474,  thanks  to  a 
52-week  payment  plan  that  carries  an  annual  percentage  rate 
(APR)of86%(page42). 

Banamex,  Mexico's  second-largest  bank  and  a  wholly 
owned  unit  of  Citigroup,  is  stepping  up  its  pitches  of  personal 
loans  to  the  working  poor  in  127  cities  where  it  operates  shops 
called  Credito  Familiar,  or  Family  Credit.  HSBC  Holdings  last 
year  bought  a  20%  stake  in  Financiera  Independencia,  a  high- 
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interest  consumer  lender  that  went  public 
on  Nov.  1 .  The  Swiss  insurer  Zurich  Finan- 
cial Services  is  underwriting  term  life  in- 
surance policies  that  are  sold  along  with 
small  loans  in  Mexico.  And  homegrown 
nonprofit  Compartamos  morphed  into  a 
full-fledged  commercial  bank  last  year;  it 
went  public  in  April,  reaping  hundreds  of 
millions  of  dollars  for  investors  (page  45). 
All  are  examples  of  how  financial  players 
worldwide  are  pursuing  profits  by  putting 
loans  within  reach  of  deprived  borrowers. 

Access  to  credit  opens  opportunities  for 
the  poor.  But  it  creates  tempting  hazards 
as  well,  which  in  Mexico  are  drawing  many 
unsophisticated  families  into  a  maze  of 
debts.  Pawnshops  and  loan  sharks,  whose 
interest  rates  of  up  to  300%  have  plagued 
generations  of  Mexicans,  now  face  rivals 
offering  terms  that  are  less  harsh.  But  along 
the  road  to  previously  unavailable  financ- 
ing, some  Mexicans  are  stumbling  badly. 

The  Arana  family  is  but  a  blip  on  one  of 
the  wide  screens  at  Azteca's  operations 
center.  Beneath  the  digital  glimmer  lies  a 
story  of  striving.  Adrian  Arana  Sanchez ,  his 
wife,  Francisca,  and  their  extended  family 
take  whatever  work  they  can  find,  adding  a 
few  pesos  here  and  there.  Last  July,  Adrian 
lost  an  $8o-a-week  job  delivering  soft 
drinks  to  stores  in  gritty,  exhaust -choked 
San  Martin  Texmelucan,  a  city  of  143,000 
two  hours  southeast  of  Mexico  City.  He 
now  brings  home  half  that  amount  ped- 
dling vegetables  door  to  door  and  making 
plaster-cast  statuettes  of  Jesus.  Francisca 
sells  crunchy  slices  of  jicama  root  outside  an  elemen 
school.  With  four  children,  two  grandchildren,  and  a  son 
law,  they  live  in  a  four- room  cinderblock  house  in  the  sha 
of  snow-capped  volcanoes  once  revered  by  the  Aztecs. 

Although  indigent  by  U.S.  or  Western  European  standi 
the  Aranas  see  themselves  as  aspiring  consumers  and  ( 
as  entrepreneurs  in  a  society  that  makes  all  manner  of  g( 
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Wal-Mart  and 
Citigroup  units 
compete  with 
.homegrown 
banks  Azteca  and 
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charging  annual 
interest  raiesthat 
can  top  80% 
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U.S.  venture  firm 
Sequoia  Capital 
has  an  $11 .5  mil- 
lion stake  in  SKS 
Microfinance, 
which  lends  to 
1 .4  million  clients 
at  rates  of  24% 
to  30% 
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U.S.  pension 
manager  TIAA- 
CREF  anticipates 
up  to  a  15% 
return  on  its 
investment  in 
micro-loans  to 
thousands  in 
Africa 
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Morgan  Stanley 
and  Lehman 
Brothers 
package 
securities  based 
on  loans  to 
low-income 
Asian  borrowers 
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Deutsche  Bank 
offers 
securitized 
loans  to  the 
working  poor 
that  yield  6%  to 
7.5%  returns  for 
investors 
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services  available  for  what  seem  like  manageable  weekly 
nents.  Banco  Azteca  plays  a  central  role  in  that  emerg- 
redit  economy.  Started  five  years  ago,  it  operates  from 
learly  800  locations  of  its  parent,  Grupo  Elektra,  Latin 
rica's  largest  electronics  and  home  appliance  chain. 
tra/Azteca  has  the  sort  of  ubiquitous  presence  that  Wal- 
t  enjoys  in  the  U.S. 

KING  A  MIDDLE-CLASS  LIFE 

dazzling  yellow  facades  of  Elektra/Azteca  outlets  shout 
ittention  in  rundown  neighborhoods.  Inside  the  store 
ss  from  the  Catholic  cathedral  in  San  Martin  Texmelucan, 
;  on  a  six- speaker  sound  system  throbbing  with  ranchero 
ic  carries  a  price  of  $691,  but  larger  bold  print  stresses 
dy  payments  of  only  $16.  An  installment  plan  can  be  ar- 
ed  by  Azteca  staffers  who  work  from  metal  desks  at  the 
.  Over  18  months,  the  weekly  payments  nearly  double  the 
i,  to  $1,248.  That's  an  APR  of  88%.  APRis  commonly  used 
e  U.  S.  to  compare  total  loan  costs.  In  Mexico,  Azteca  isn't 
ly  obliged  to  disclose  it —and  doesn't.  (Mexican  loans  in- 
e  a  15%  tax  on  financial  services.) 
Irian  Arana,  50  years  old  and  with  a  sixth-grade  education, 


has  become  a  regular  customer  at 
this  branch  of  Elektra/Azteca.  He 
and  Francisca,  who  completed  only 
the  second  grade,  have  obtained  a 
series  of  small  loans  over  the  past 
four  years  to  purchase  a  CD  play- 
er, bicycle,  TV,  video  camera,  and 
bedroom  furniture.  In  2006  they 

took  the  next  step,  borrowing  $920  to  pursue  a  long -cherished 
ambition:  opening  a  dry -goods  store  in  the  front  room  of  their 
house.  They  saw  the  store  as  a  means  to  achieve  stability,  and 
maybe  a  middle -class  life.  But  like  many  tiny  businesses  start- 
ed by  inexperienced  proprietors,  this  one  soon  failed.  A  neigh- 
bor had  just  opened  a  similar  but  better- stocked  home  shop. 
The  Aranas  toiled  diligently  at  their  other  jobs  to  pay  back  the 
loan,  missing  some  weekly  payments  and  incurring  late  fees. 
With  an  APR  of  105%,  the  loan  ended  up  costing  about  $1,485 
over  a  year.  But  they  paid  it  off. 

Determined  to  try  again,  they  were  back  at  Azteca  in  Feb- 
ruary with  a  new  plan,  this  time  to  start  a  gift  shop.  Azteca 
granted  them  a  bigger  loan,  for  $1,380  over  18  months,  but 
deducted  $65  up  front,  leaving  the  Aranas  with  $1,315  and  an 
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APR  of  90%.  They  say  they  didn't  understand  these  terms. 
They  focused  instead  on  the  weekly  payment  of  only  $32. 
"They  never  tell  you  what  the  interest  rate  is,"  says  Adrian. 
"They  say,  'Sign  here,'  but  they  don't  give  you  time  to  read 
everything." 

Some  Azteca  executives  concede  that  borrowers  sometimes 
walk  away  confused.  "Terms  are  explained  to  them,  maybe 
not  as  clearly  as  they  should  be,  but  many  clients  don't  un- 
derstand," says  Pedro  Morales,  head  of  the  bank's  local  legal 
department.  "They  take  on  financial  commitments  they  can't 
meet."  But  Nino  de  Rivera,  the  bank's  vice-chairman,  says: 
"There  is  no  pressure  to  sign  loans,  and  consumers  are  encour- 
aged to  shop  around  freely  for  what  best  suits  their  needs." 

The  Aranas  used  the  $1,315  to  buy  picture  frames,  toys,  and 
inexpensive  cosmetics,  which  they  displayed  in  their  front 
room,  beneath  a  dangling  lightbulb  illuminating  a  portrait  of 
the  Virgin  of  Guadalupe.  Once  again,  their  business  faltered. 
Two  textile  factories  in  the  area  had  closed  recently,  throwing 
thousands  out  of  work.  Mexico  offers  no  government  benefits 
to  cushion  such  adversity.  The  Aranas  saw  few  customers. 

For  six  months  they  made  their  payments ,  but  then,  in  July, 


Adrian  lost  his  soft-drink  delivery  job.  By  September,  p 
due  notices  and  interest  charges  were  piling  up,  and  an  Az 
collection  agent  was  visiting  regularly.  "We  either  eat  o 
pay  off  the  loan,"  says  Adrian.  The  despairing  family  reso 
to  borrowing  $200  from  a  loan  shark  at  10%  a  month.  In 
mal  lending  of  this  sort,  despite  its  attendant  threat  of 
lence,  is  not  prohibited  in  Mexico.  Azteca's  local  collect 
chief,  Alejandro  Tejeda,  says  it's  a  shame  that  borrowers 
land  in  such  trouble.  "But  these  people  made  a  commitm 
and  they  need  to  live  up  to  it,"  he  says. 

With  no  money  to  pay  the  loan  shark  or  Azteca,  and  fea 
that  the  bank  will  seize  their  few  belongings,  the  Arana; 
trying  to  sell  their  house.  So  far  they  haven't  found  a  bt 
and  if  they  do,  it's  not  clear  where  they  would  live.  The 
keeping  food  on  the  table ,  barely,  with  Adrian's  door  -  to  -  c 
sales  of  tomatoes  and  herbs,  which  he  transports  in  the  ba 
of  a  large  tricycle.  "We  never  thought  this  would  happen 
says.  "We're  sinking  fast." 

Banco  Azteca  and  Grupo  Elektra  are  key  parts  of  Grupo 
linas,  an  amalgam  of  media,  telecommunications,  and  n 
businesses  controlled  by  billionaire  Ricardo  B.  Salinas  Ph 


WAL-MART  BANKS  ON 
THE  'UNBANKED' 

Its  new  Mexican  lending  arm  taps  a  fresh  source  of  growth 


By  Geri  Smith  and  Keith  Epstein 

Every  day  2.5  million  people  walk 
through  the  doors  of  a  Wal-Mart  store  in 
Mexico,  generating  nearly  $20  billion  in 
sales  last  year.  Now  they  are  potential 
customers  of  Banco  Wal-Mart,  the 
chain's  new  lending  operation.  So  are 
the  company's  12,000  Mexican  suppli- 
ers, as  well  as  its  155,000  employees. 
"We  want  to  leverage  this  traffic  we 
have  in  our  stores,"  says  Julio  B.  Gomez, 
Banco  Wal-Mart's  chief  executive. 

As  in  the  U.S.,  Wal-Mart  is  Mexico's 
largest  retail  chain.  It  has  997  loca- 
tions, including  supercenters,  food  and 
clothing  stores,  and  restaurants.  It  has 
diverted  many  Mexicans  from  tradi- 
tional commerce  and  stirred  occasional 
opposition  from  local  merchants.  But 
the  president  of  Mexico's  central  bank, 
for  one,  publicly  credits  Wal-Mart's 
high-volume  budget-conscious  retail 
strategy  with  heioing  tame  inflation  to 


the  low  single  digits.  Mexican  regulators 
say  they  expect  the  newly  chartered 
Banco  Wal-Mart  to  spark  competition 
that  eventually  could  lower  the  cost  of 
consumer  borrowing. 

For  the  moment,  though,  Wal-Mart  is 
taking  advantage  of  a  market  where  an- 
nual interest  rates  often  exceed  100%. 
A  supercenter  just  west  of  Mexico  City 
offers  aside-by-side  $1,100  Whirlpool 
refrigerator  for  104  weekly  payments 
of  $23,  which  works  out  to  an  annual 
percentage  rate  of  86%  and  more  than 
doubles  the  cost,  to  $2,295. 

"We  are  not  saints,"  Gomez  told  indus- 
try analysts  in  a  Nov.  12  Webcast.  "We've 
come  into  this  business  for  volume  and 
profitability  similar  to  our  other  business- 
es, or  else  we  wouldn't  invest."  Asked 
separately  about  Wal-Mart's  rates, 
spokesman  Raul  Arguelles  says:  "We  of- 
fer very  competitive  [financial]  products 
that  we  will  be  constantly  evaluating  to 


make  them  even  more  attractive." 

When  Wal-Mart  sought  a  banking 
license  in  the  U.S.  two  years  ago,  its 
path  was  blocked.  Among  the  obstacle: 
American  banks,  unions,  grocery  store  ■ 
owners,  and  both  Republicans  and 
Democrats  in  Congress.  Even  then- 
Federal  Reserve  Chairman  Alan  Green- 
span weighed  in  with  worries  about  ligh' 
ly  regulated  "industrial  loan  corporation:-' 
that  could  hobble  the  financial  system. 
So  the  company  looked  south,  where 
regulators  couldn't  have  been  more 
pleased  to  welcome  Banco  Wal-Mart. 

Sixteen  Wal-Mart  bank  branches  are : 
already  offering  installment  plans  on 
electronics  and  household  appliances. 
By  the  end  of  next  year,  Banco  Wal-Mai 
expects  to  operate  in  100  stores,  and  it ' 
projects  that  it  will  be  profitable  within 
four  years.  It  also  intends  to  offer  credit 
cards  and  micro-loans  for  entrepreneur 

Consumer  finance  offers  a  fresh 
growth  opportunity  for  a  company 
whose  huge  outlets  are  maturing  in 
Mexico  as  in  the  U.S.,  says  Wayne  Hoo< 
a  retail  analyst  at  BMO  Financial  Group 
"Their  idea  is,  you  have  a  core  group  of 
loyal  customers  who  are  'unbanked'  wh 
shop  every  day.  Why  not  try  to  provide 
them  banking  services?"  he  says.  "It's 
easier  to  do  in  Mexico  because  the 
regulatory  environment  isn't  as  tough." 
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averick  among  Mexico's 
ness  elite,  he  has  sparked 
:roversy.  In  2006  he  set- 
civil  fraud  allegations  by 
J.S.  Securities  &  Exchange 
imission  concerning  the  fi  - 
:es  of  his  TV  network,  then 
=d  on  the  New  York  Stock 
lange.  He  denied  wrong- 
g  but  paid  $  7. 5  million  and 
barred  for  five  years  from 
ing  as  an  executive  or  di- 
or  of  companies  listed  in 
J.S. 

le  Salinas  family  began 
ng  furniture  on  credit 

2  than  a  century  ago  in  the 
hern  city  of  Monterrey.  Ri  - 
0, 51,  says  he  learned  early 
e  that  those  who  work  in 

dco's  informal  economy, 
out  pay  stubs  or  much 
teral,  and  who  can't  afford 
or  blenders  outright,  will 
up  merchandise  if  offered 
lingly  manageable  terms, 
ou  want  to  become  rich, 
0  the  poor,"  he  recalls  his 
dfather  instructing  him. 
;  learned  to  get  even  richer 
nding  to  the  poor,  and  to 

3  who  are  better  off.  Azteca  targets  14.5  million  Mexican 
lies  earning  $5,100  to  $33,600  a  year.  Mexico  has  a  total 
dation  of  109  million,  with  a  median  annual  household 
me  of  $7,297.  Mainstream  Mexican  banks  cater  to  the 
thier  elite,  while  less  than  one-third  of  working-poor 
ies  have  access  to  any  banking  services  at  all. 

teca  has  absorbed  Elektra's  ethos  of  high-pressure  em- 
le  quotas  and  incentives.  Elektra  clerks,  clothed  in  the 
's  signature  bright  yellow,  earn  commissions  on  top  of 
standard  weekly  salary  of  $120  for  tacking  on  extras  such 
irranties ,  life  insurance ,  and  even  long  -  distance  bus  tick- 
The  biggest  score  comes  from  persuading  a  customer  to 
id  payments  over  the  longest  possible  period,  104  weeks, 
on  credit  and  earn  much  more  money! "  an  online  corn- 
training  manual  states. 

ORB! KE  CAVALRY 

strategy  has  far  exceeded  the  expectations  of  Grupo 
ra  executives.  The  bank  already  contributes  one-fifth 
parent's  $5  billion  in  annual  revenue.  It  boasts  a  con- 
:r  loan  portfolio  of  $2  billion  and  a  healthy  22.3%  return 
areholder  equity. 

e  main  Elektra/Azteca  branch  in  San  Martin  Texmelu- 
ims  to  meet  a  daily  target  of  $9,000  in  fresh  loans.  The 
;y  isn't  spewed  out  carelessly.  With  efficiency  unusual  in 
[exican  marketplace,  the  bank  deploys  a  cavalry  of  credit 
:ollection  agents  on  motorbikes.  These  jefes  de  credito 


y  cobranza  visit  borrowers 
within  24  hours  of  a  purchase 
or  loan  application. 

Juan  Carlos  Perez  Lopanzi, 
a  25 -year- old  college  gradu- 
ate who  studied  international 
commerce,  serves  as  one  of 
13  credit  agents  in  San  Mar- 
tin Texmelucan.  One  Octo- 
ber morning,  he  rumbles  up 
to  the  home  of  Maria  Teresa 
Hernandez  as  neighbors  peer 
from  their  windows.  Hernan- 
dez, a  50-year-old  street  ven- 
dor, wants  to  borrow  $460  for 
a  new  hot  dog  wagon.  She  isn't 
home,  so  Lopanzi  questions 
her  adult  daughter  about  the 
family's  finances.  Do  they  rent 
or  own?  Have  they  lived  there 
at  least  two  years?  What  do 
they  spend  on  food  ? 

With  each  answer,  Lopanzi 
taps  the  screen  of  a  handheld 
computer.  Data  will  be  routed 
to  Azteca's  operations  center 
in  Mexico  City.  The  state-of- 
the-art  system  keeps  the  cost 
of  processing  7  million  trans- 
actions a  day  to  a  mere  3<£  per 
transaction,  according  to  Az- 
teca. "It's  amazing  — all  this 
is  for  poor  people,"  says  Juan 
Arevalo  Carranza,  the  bank's 
technology  chief. 

Back  in  dusty  San  Martin 
Texmelucan,  Azteca's  propri- 
etary software  alerts  the  agent, 
Lopanzi,  that  Hernandez,  who  earns  $276  a  month,  doesn't 
qualify  for  a  $460  loan.  He  offers  $370  instead.  That  will  re- 
quire $10.60  weekly  payments  for  12  months  for  an  APR  of 
85%.  Hernandez  will  end  up  paying  $551.  "If  she  had  more  in- 
come, she  could  have  a  shorter  payback  period,  and  the  inter- 
est rate  would  be  lower,"  the  agent  explains  to  the  daughter. 
She  shrugs,  then  nods  in  acceptance. 

"Tell  her  she  can  go  by  the  store  this  afternoon  for  her 
check,"  Lopanzi  says,  as  he  registers  the  serial  numbers  of 
the  daughter's  stereo,  DVD  player,  TV,  and  refrigerator.  The 
items '  resale  value ,  preprogrammed  into  Lopanzi 's  digital  de  - 
vice ,  must  add  up  to  around  double  the  value  of  the  loan.  If  the 
woman  fails  to  pay,  Azteca  will  cart  away  the  daughter's  pos  - 
sessions  and  sell  them  in  a  Grupo  Elektra  used-goods  store. 

Azteca  deducts  the  depreciated  value  of  seized  goods  from 
outstanding  loan  balances,  so  if  someone  who  doesn't  pay  has 
enough  possessions  to  cover  the  debt,  the  bank  considers  it 
paid.  Azteca  bars  such  customers  from  borrowing  again  but 
doesn't  count  them  as  having  defaulted,  which  helps  explain 
its  stated  loan  failure  rate  of  just  1% .  Banks  serving  more  pros  - 
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perous  clients  average  a  5.3%  default  rate  on  consumer  loans. 
Mexican  lenders  benefit  from  attitudes  cultivated  in  a  so- 
ciety lacking  a  welfare  safety  net,  personal  bankruptcy  sys- 
tem, or  meaningful  consumer  protection  laws.  Credit  bureaus 
have  recently  sprung  up  in  Mexico,  including  one  that  Elek- 
tra  helped  start  in  2005,  and  many  among  the  working  poor 
worry  about  sullying  their  new  credit  ratings.  They  assume 
that,  one  way  or  the  other,  they  or  their  relatives  will  just  have 
to  pay  back  whatever  they  borrow,  says  Gustavo  A.  Del  Angel , 
an  economic  historian  who  studies  micro  -  finance  at  the  Cen- 
ter of  Research  &  Economic  Teaching  in  Mexico  City. 

'BAD  MANNERS' 

Borrowers  who  fall  behind  realistically  fear  public  embarrass  - 
ment.  Photocopies  of  debtors'  national  identification  cards 
sometimes  turn  up  on  telephone  poles  and  at  central  mar- 
ketplaces with  warnings  that  say  "DON'T  LEND  TO  THIS 
PERSON!"  Six  months  ago,  an  Azteca  agent  in  San  Martin 
Texmelucan  posted  such  flyers.  The  company  fired  him. "  Our 
system  is  not  intended  to  be  publicly  shaming,"  says  Nino  de 
Rivera,  Azteca's  vice-chairman,  but  he  acknowledges  it  "is 
intended  to  exercise  peer  pressure." 

Even  as  Mexico's  economy  modernizes,  companies  operate 
with  minimal  oversight  from  government.  Luis  Pazos,  head 
of  C  ondusef ,  Mexico 's  regulator  of  consumer  financial  trans  - 
actions,  says  his  agency  logs  complaints  about  Azteca's  col- 
lection methods  and  the  adequacy  of  its  disclosure  of  credit 
terms.  "We've  talked  with  that  bank  about  the  bad  manners 
they've  had,"  he  says.  But  Condusef  hasn't  taken  any  sub- 
stantial action  against  Azteca,  which  says  it  scrupulously 
polices  the  behavior  of  its  employees.  Last  year,  in  a  brash 
move  characteristic  of  Grupo  Salinas,  lawyers  for  Azteca  went 
to  court  rather  than  comply  with  a  new  law  requiring  banks 
to  inform  clients  of  the  total  financing  costs  they  are  charged. 
Azteca  sought  a  type  of  protective  order  with  which  individu  - 
als  or  companies  can  shield  themselves  from  application  of 
a  particular  law  or  other  government  action.  A  federal  judge 
granted  the  exception. 

Freed  of  disclosure  requirements,  Azteca  continues  stress  - 
ing  weekly  payments  rather  than  long-term  interest  rates. 
When  pressed  for  its  average  annual  rate,  Azteca  asserts  that 
it  is  about  55%.  But  Chuck  Waterfield,  a  consultant  based 
in  Lancaster,  Pa.,  who  specializes  in  financial  modeling  for 
micro-lenders,  points  out  that  if  Azteca's  average  rate  is 
translated  to  make  it  comparable  with  APRs  in  the  U.S.,  it 
comes  to  110%.  That's  because  Azteca  charges  interest  on 
the  full  amount  borrowed  throughout  the  life  of  the  loan, 
even  as  the  principal  declines  —  not  on  the  declining  balance, 
as  is  common  in  the  U.S.  An  adjunct  professor  at  Columbia 
University's  School  of  International  and  Public  Affairs,  Wa- 
terfield has  no  relationship  with  Azteca. 

When  Azteca  loans  go  bad,  the  results  can  be  bruising  for 

BUSU4ESSWEEK.COM    |    The  authors' online  exclusives  include  a  look 

I    at  the  debate  over  nonprofit  vs.  for-profit 
micro-lending  and  the  nagging  lack  of  evidence  that  either  approach  helps 
the  poor  as  a  group.  A  slide  show  and  podcast  interview  with  the  reporters 
provide  the  stories  behind  the  story  on  tiny  loans  for  the  indigent. 
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borrowers.  Porfirio  Soriano  Perez  and  his  son  Zalatiel  bo 
a  $1,435  Chinese-made  motorcycle  last  year  on  an  l8-m< 
plan  that  required  $20  weekly  payments.  They  intended  t( 
the  bike  to  scout  out  customers  for  the  parsley  they  gro1 
several  acres  just  outside  San  Martin  Texmelucan.  The 
rianos  knew  the  68%  financing  would  boost  the  motorcy 
total  cost  to  $2,289,  but  they  lacked  cash  to  pay  up  front. 

In  February,  disaster  hit.  A  hailstorm  wiped  out  their  1 
and  with  it  their  $350  monthly  income.  "Suddenly,"  says  '.■ 
firio,  "we  had  nothing  to  seH,  and  no  money."  They  fell  be. 
on  payments.  Soon  a  collection  agent  began  showing  up  a 
extended  Soriano  family's  unpainted  home.  In  October, 
teca  delivered  written  warning  of  legal  action.  "The  pro! 
is  that  people  go  into  the  store  and  buy  out  of  pure  emoti 
says  Morales,  chief  of  Azteca's  local  legal  department . 

The  Sorianos  already  had  paid  $1,560  on  the  motorcyc 
more  than  the  original  sticker  price— and  owed  about  $ 
more,  but  ended  up  returning  the  purchase.  That  erasec 
debt  in  Porfirio 's  name.  The  company  will  resell  the  bike 
recover  the  money  it's  owed.  The  Sorianos,  meanwhile,  1 
nothing  left  to  plant  a  new  crop.  1 BW 1 
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IOMPARTAMOS:  FROM 
MONPROFIT  TO  PROFIT 

fchind  its  gentle  image  is  a  tough,  highly  lucrative  bank 


Keith  Epstein  and  Geri  Smith 

tnco  Compartamos  portrays  itself 
the  gentler  lender  to  Mexico's  poor. 
jmpartamos  means  "let's  share," 
lecting  the  philosophy  of  its  founder, 
se  Ignacio  Avalos  Hernandez.  The 
ion  of  a  cosmetics  business  family, 
alos,  48,  is  a  devout  Catholic  who  in 
,90  converted  a  nonprofit  donating 
;)d  and  clothing  to  the  deprived  into 


one  that  made  loans  guaranteed  by  bor- 
rowers' neighbors. 

Clients,  mostly  women,  gather  weekly 
in  groups  of  12  or  more.  They  can 
borrow  only  for  small  businesses,  not 
consumer  purchases,  and  they  agree 
to  see  that  the  creditor  gets  its  money 
back,  even  if  the  group  has  to  make  up 
the  difference  when  a  member  falters. 
Peer  pressure  substitutes  for  motor- 


cycle-mounted collection  agents. 
In  2000,  Compartamos  sought 
greater  scale  by  becoming  a  for-profit, 
which  led  to  the  founding  of  the  bank  in 
2006.  Today  it  has  a  portfolio  of  $316 
million  lent  to  765,000  clients,  dwarfing 
nonprofit  micro-finance  organizations 
in  Latin  America.  Fueled  by  annual 
interest  rates  that  can  exceed  100%,  it 
is  one  of  Mexico's  most  financially  suc- 
cessful banks,  providing  investors  with 
an  average  annual  return  on  equity  of 
53%  over  the  past  seven  years. 

In  its  initial  public  offering  in  April,  of 
30%  of  the  company,  Compartamos 
raised  $467  million.  Like  other  early 
investors,  Avalos  reaped  an  extraordi- 
nary return:  The  $250,000  he  borrowed 
to  invest  in  2000  grew  in  value  to  $100 
million,  a  quarter  of  which  he  sold  in 
the  IPO  and  is  using  to  fund  various 
nonprofits.  He  remains  on  the  bank's 
board,  but  says  helping  run  a  for-profit 
business  "is  just  not  me." 

Compartamos  retains  an  altruistic 
public  image.  In  a  glossy  promotional 
book  entitled 
Historias  de 
Exito,  or  Stories 
of  Success,  the 
bank  boasts: 
"Our  clients 
are  agents  of 
change  who 
are  building  a 
better  country  and  world."  Among  the 
inspiring  narratives  is  that  of  Eva  Yanet 
Hernandez  Caballero.  She  poses  in 
one  photograph  behind  a  sock-knitting 
machine  in  her  unassuming  home  near 
San  Martin  Texmelucan.  A  visit  reveals 
a  tale  more  complicated  than  the  one 
Compartamos  tells. 

Hernandez,  29,  the  daughter  of  a 
small  farmer,  says  her  mother  purchased 
several  knitting  machines  in  1992,  but 
lacked  cash  for  yarn.  The  equipment  re- 
mained idle  for  years.  A  loan,  Hernandez 
thought,  would  enable  her  to  buy  nylon 
and  more  machines.  She  aimed  to  lure 
home  her  brother  and  two  sisters,  who 
she  says  are  undocumented  workers 
with  restaurant  and  hotel  jobs  in  the 
U.S.  Over  four  years,  beginning  in  2001 , 
she,  her  mother,  and  a  sister  took  out 


Hernandez  was 
a  poster  child  for 
Compartamos— but 
she  fell  behind  on 
payments  and  was 
banished  from  her 
borrowing  group 
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a  series  of  loans  ranging  from  $200  to 
$1 ,800,  at  an  APR  of  105%.  They  rolled 
one  into  the  next  and  used  the  money  to 
increase  their  weekly  output  from  800 
dozen  pairs  of  socks  to  1 ,500  dozen. 
At  their  peak,  they  say  they  brought  in 
$800  a  week,  more  than  enough  to 
sustain  an  extended  family  of  six. 

Then  things  unraveled.  Wholesale 
customers  fell  behind  on  payments. 
Compartamos'  steep  interest  rates  took 
an  unremitting  toll,  as  Hernandez  and 
her  relatives  each  missed  several  $130 
payments  to  the  lender.  That  was  a  lot 
for  the  rest  of  the  23-member  borrowing 
circle  to  make  up.  Resentment  surfaced. 
Soon  after  Compartamos  trumpeted  her 
story  in  2005,  Hernandez  and  her  family 
were  banished  from  the  group. 

Lacking  capital,  she  has  seen  her 
production  and  earnings  plunge  to  500 
dozen  pairs  of  socks  and  $270  a  week. 
Her  siblings  remain  north  of  the  border. 
Stoic  about  her  tarnished  accomplish- 
ments, she  is  uncertain  about  the  future. 
"It's  been  a  huge  effort,"  she  says,  "and 
we're  barely  afloat  now." 

Such  frustrations  are  inevitable,  says 
Carlos  A.  Danel,  co-chief  executive 
of  Compartamos.  However,  "the  rule 
is... you're  liable  for  each  other's  loans." 
The  bank's  rates  are  fair,  he  says,  and 


have  fallen  significantly  in 
recent  years. 

Compartamos  repre- 
sentatives supervising  the 
groups  earn  bonuses  of 
up  to  120%  of  their  salary 
based  on  growth  in  the 
numbers  of  clients  and  loans.  They  urge 
borrowers  to  seek  more  credit  as  soon 
as  they  pay  off  each  loan.  Nearly  9  out 
of  10  do  so,  the  bank  says.  Persistent 
indebtedness  can  create  daunting  bur- 
dens for  customers,  many  of  whom  also 
have  loans  from  Azteca,  loan  sharks, 
and  other  lenders.  Few  working-poor 
clients  understand  the  concept  of  inter- 
est rates,  Danel  admits.  "What  matters 
[to  most  borrowers]  is:  'How  much  do  I 
have  to  pay  every  week  or  every  month 
or  up  front?'" 

Although  Compartamos  may  have 
declared  victory  prematurely  in  the  case 
of  Hernandez,  there  are  other,  more 
promising  stories,  such  as  that  of  Jenny 
Ramirez,  a  24-year-old  single  mother 
whose  marriage  broke  up  after  her  hus- 
band left  for  the  U.S.  Until  five  months 
ago,  she  sold  children's  clothes  from  a 
sidewalk  table.  Compartamos  loans,  on 
which  she  pays  an  APR  of  105%,  en- 
abled her  to  open  a  small  store.  "From 
the  time  I  was  a  little  girl,  I  loved  money," 


she  says.  "I  sold  bread 
door  to  door.  I  sold  Fulk 
brushes,  I  sold  Avon." 
Ramirez'  group  of 
16  women  calls  itself 
Avanzando,  which  mea- 
"advancing."  Yet  even 
those  who  seem  to  be 
advancing  encounter 
financial  obstacles.  At  e 
October  meeting  in  the 
unfurnished  front  room 
of  a  member's  home  of 
a  dirt  alley,  the  women 
buzz  about  a  new  fee  fc 
life  insurance.  Compart 
mos  loans  automatical!1 
include  an  insurance 
policy.  Coverage  lasts 
only  for  the  term  of 
the  loan  and  pays  any 
remaining  debt  if  a  bor- 
rower dies,  as  well  as 
funeral  costs.  The  Com 
partamos  representativ 
has  told  the  group  that  j 
at  least  11  of  them  woui 
have  to  buy  additional 
insurance  at  a  cost  of 
$5.50  each,  or  else  the 
group's  loans  would  not  be  renewed. 
None  of  the  women  want  the  extra  co\ 
erage.  The  cost  may  sound  modest,  bi 
not  to  people  teetering  on  the  edge  of 
insolvency.  Reluctantly,  the  women  dra 
straws,  and  Ramirez  and  her  mother 
wind  up  among  the  unlucky  11  having 
pay  the  extra  $5.50. 

Ramirez  can't  contain  herself.  "You 
forced  us  to  buy  these  extra  policies, 
and  it's  not  fair,"  she  says  sharply  to  the 
bank  representative. 

Interviewed  later,  Danel,  the  co-CEC 
says  that  the  representative  acted 
"overe^gerly  and  wrongly"  and  that  in 
the  future  insurance  purchases  will  be: 
entirely  voluntary.  But  he  stresses  that 
Compartamos  is  no  longer  a  charity. 
"A  lot  of  people  have  suggested  that 
financial  inclusion  can  be  a  poverty  al- 
leviation tool,"  he  says.  "We're  not  out  t 
prove  that.  We're  out  to  provide  financi 
services  as  opportunities  to  these 
clients,  realizing  that  some  people  mig 
make  better  use  of  them  than  others." 
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By  Stephen  Baker 


GOOGLE  AND 
THE  WISDOM 
OF  CLOUDS 


A  lofty  new  strategy  aims  to  put 
incredible  computing  power  in 
the  hands  of  many 


One  simple  question.  That's  all  it  took  for  Christophe 
Bisciglia  to  bewilder  confident  job  applicants  at  Google. 
Bisciglia,  an  angular  27-year-old  senior  software  engi- 
neer with  long  wavy  hair,  wanted  to  see  if  these  undergrads 
were  ready  to  think  like  Googlers . "  Tell  me ,"  he  'd  say, "  what 
would  you  do  if  you  had  1,000  times  more  data?" 

What  a  strange  idea.  If  they  returned  to  their  school 
projects  and  were  foolish  enough  to  cram  formulas  with 
a  thousand  times  more  details  about  shopping  or  maps 
or— heaven  forbid— with  video  files,  they'd  slow  their  col- 
lege servers  to  a  crawl. 

At  that  point  in  the  interview,  Bisciglia  would  explain  his 
question.  To  thrive  at  Google,  he  told  them,  they  would  have 
to  learn  to  work — and  to  dream — on  a  vastly  larger  scale .  He 
described  Google 's  globe  -  spanning  network  of  computers . 
Yes,  they  answered  search  queries  instantly.  But  together 
they  also  blitzed  through  mountains  of  data,  looking  for 
answers  or  intelligence  faster  than  any  machine  on  earth. 
Most  of  this  hardware  wasn't  on  the  Google  campus.  It 
was  just  out  there,  somewhere  on  earth,  whirring  away  in 
big  refrigerated  data  centers.  Folks  at  Google  called  it  "the 
cloud."  And  one  challenge  of  programming  at  Google  was  to 
leverage  that  cloud — to  push  it  to  do  things  that  would  over  - 
whelm  lesser  machines.  New  hires  at  Google,  Bisciglia  says, 
usually  take  a  few  months  to  get  used  to  this  scale.  "Then 
one  day,  you  see  someone  suggest  a  wild  job  that  needs  a  few 
thousand  machines,  and  you  say:  'Hey,  he  gets  it.'" 

What  recruits  needed,  Bisciglia  eventually  decided,  was 
advance  training.  So  one  autumn  day  a  year  ago,  when  he 
ran  into  Google  CEO  Eric  E.  Schmidt  between  meetings, 
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he  floated  an  idea.  He  would  use  his  20%  time,  the  allotment 
Googlers  have  for  independent  projects,  to  launch  a  course. 
It  would  introduce  students  at  his  alma  mater,  the  Univer- 
sity of  Washington,  to  programming  at  the  scale  of  a  cloud. 
Call  it  Google  101.  Schmidt  liked  the  plan.  Over  the  follow- 
ing months,  Bisciglia's  Google  101  would  evolve  and  grow.  It 
would  eventually  lead  to  an  ambitious  partnership  with  IBM, 
announced  in  October,  to  plug  universities  around  the  world 
into  Google -like  computing  clouds. 

As  this  concept  spreads,  it  promises  to  expand  Google's 
footprint  in  industry  far  beyond  search,  media,  and  advertis- 
ing, leading  the  giant  into  scientific  research  and  perhaps  into 
new  businesses.  In  the  process  Google 
could  become,  in  a  sense,  the  world's 
primary  computer. 

"I  had  originally  thought  [Bisciglia] 
was  going  to  work  on  education,  which 
was  fine,"  Schmidt  says  late  one  recent 
afternoon  at  Google  headquarters. 
"Nine  months  later,  he  comes  out  with 


t 
i 
this  new  [cloud]  strategy,  which  was  completely  unexpected 
The  idea,  as  it  developed,  was  to  deliver  to  students,  researc 
ers,  and  entrepreneurs  the  immense  power  of  Google -st'  [ 
computing,  either  via  Google's  machines  or  others  offerir^ , 
the  same  service. 

What  is  Google's  cloud?  It's  a  network  made  of  hundreds  , 
thousands,  or  by  some  estimates  l  million,  cheap  servers,  ea 
not  much  more  powerful  than  the  PCs  we  have  in  our  homes  „ 
stores  staggering  amounts  of  data,  including  numerous  co 
ies  of  the  World  Wide  Web.  This  makes  search  faster,  hel 
ing  ferret  out  answers  to  billions  of  queries  in  a  fraction  o  ( 
second.  Unlike  many  traditional  supercomputers,  Googl 
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Friendly 

Is  are  giant  clusters  of 
uters  that  house  immense 
if  data  too  big  for  traditional 
uters  to  handle— such  as  the 
itsfrom  100  million  shoppers 
les  of  geological  data. 


system  never  ages.  When  its 
individual  pieces  die,  usu- 
ally after  about  three  years, 
engineers  pluck  them  out 
and  replace  them  with  new, 
faster  boxes.  This  means 
the  cloud  regenerates  as  it 
grows,  almost  like  a  living 
thing. 

A  move  towards  clouds 
lals  a  fundamental  shift  in  how  we  handle  information.  At 
most  basic  level,  it's  the  computing  equivalent  of  the  evo- 
on  in  electricity  a  century  ago  when  farms  and  businesses 
;t  down  their  own  generators  and  bought  power  instead 
n  efficient  industrial  utilities.  Google  executives  had  long 
isioned  and  prepared  for  this  change.  Cloud  computing, 
h  Google's  machinery  at  the  very  center,  fit  neatly  into  the 
.ipany  's  grand  vision,  established  a  decade  ago  by  founders 
gey  Brin  and  Larry  Page:  "to  organize  the  world's  informa- 
1  and  make  it  universally  accessible ."  Bisciglia's  idea  opened 
ithway  toward  this  future .  "Maybe  he  had  it  in  his  brain  and 
n't  tell  me,"  Schmidt  says.  "I  didn't  realize  he  was  going  to 
to  change  the  way  computer  scientists  thought  about  com- 
ing. That's  a  much  more  ambitious  goal." 

E-WAY  STREET 

small  companies  and  entrepreneurs,  clouds  mean  op- 
tunity — a  leveling  of  the  playing  field  in  the  most  data  -  in  - 
sive  forms  of  computing.  To  date,  only  a  select  group  of 
id- wielding  Internet  giants  has  had  the  resources  to  scoop 
luge  masses  of  information  and  build  businesses  upon  it. 
words,  pictures,  clicks,  and  searches  are  the  raw  material 
this  industry.  But  it  has  been  largely  a  one-way  street.  Hu- 
lity  emits  the  data,  and  a  handful  of  companies— the  likes 
Google,  Yahoo!,  or  Amazon.com— transform  the  info  into 
ghts,  services,  and,  ultimately,  revenue, 
his  status  quo  is  already  starting  to  change.  In  the  past 
r,  Amazon  has  opened  up  its  own  networks  of  computers 
aying  customers,  initiating  new  players,  large  and  small, 
loud  computing.  Some  users  simply  park  their  massive 
abases  with  Amazon.  Others  use  Amazon's  computers  to 
te  data  or  create  Web  service? .  In  November,  Yahoo  opened 
i  cluster  of  computers — a  small  cloud — for  researchers  at 
megie  Mellon  University.  And  Microsoft  has  deepened  its 
to  communities  of  scientific  researchers  by  providing 
m  access  to  its  own  server  farms.  As  these  clouds  grow, 
s  Frank  Gens,  senior  analyst  at  market  research  firm  IDC, 
vhole  new  community  of  Web  startups  will  have  access  to 
se  machines.  It's  like  they're  planting  Google  seeds."  Many 
h  startups  will  emerge  in  science  and  medicine,  as  data- 
nching  laboratories  searching  for  new  materials  and  drugs 
up  shop  in  the  clouds. 

or  clouds  to  reach  their  potential,  they  should  be  nearly  as 
/  to  program  and  navigate  as  the  Web.  This,  say  analysts, 
uld  open  up  growing  markets  for  cloud  search  and  soft- 
e  tools — a  natural  business  for  Google  and  its  competitors, 
midt  won't  say  how  much  of  its  own  capacity  Google  will 
r  to  outsiders,  or  under  what  conditions  or  at  what  prices. 


"Typically,  we  like  to  start  with  free,"  he  says,  adding  that 
power  users  "should  probably  bear  some  of  the  costs."  And 
how  big  will  these  clouds  grow?  "There's  no  limit,"  Schmidt 
says.  As  this  strategy  unfolds,  more  people  are  starting  to  see 
that  Google  is  poised  to  become  a  dominant  force  in  the  next 
stage  of  computing.  "Google  aspires  to  be  a  large  portion  of 
the  cloud,  or  a  cloud  that  you  would  interact  with  every  day," 
the  CEO  says.  The  business  plan?  For  now,  Google  remains 
rooted  in  its  core  business,  which  gushes  with  advertising 
revenue.  The  cloud  initiative  is  barely  a  blip  in  terms  of  in- 
vestment. It  hovers  in  the  distance,  large  and  hazy  and  still 
hard  to  piece  together,  but  bristling  with  possibilities. 

Changing  the  nature  of  computing  and  scientific  research 
wasn't  at  the  top  of  Bisciglia's  agenda  the  day  he  collared 
Schmidt.  What  he  really  wanted,  he  says,  was  to  go  back  to 
school.  Unlike  many  of  his  colleagues  at  Google,  a  place  teem- 
ing with  PhDs,  Bisciglia  was  snatched  up  by  the  company  as 
soon  as  he  graduated  from  the  University  of  Washington,  or 
U-  Dub,  as  nearly  everyone  calls  it .  He'd  never  been  a  grad  stu- 
dent .  He  ached  for  a  break  from  his  daily  routines  at  Google — 
the  10  -hour  workdays  building  search  algorithms  in  his  cube 
in  Building  44,  the  long  commutes  on  Google  buses  from  the 
apartment  he  shared  with  three  roomies  in  San  Francisco's 
Duboce  Triangle.  He  wanted  to  return  to  Seattle,  if  only  for 
one  day  a  week,  and  work  with  his  profes  - 
sor  and  mentor,  Ed  Lazowska.  "I  had  an 
itch  to  teach,"  he  says. 

He  didn't  think  twice  before  vaulting 
over  the  org  chart  and  batting  around 
his  idea  directly  with  the  CEO.  Bisciglia 
and  Schmidt  had  known  each  other  for 
years.  Shortly  after  landing  at  Google  five 
years  ago  as  a  22-year-old  programmer, 
Bisciglia  worked  in  a  cube  across  from 
the  CEO's  office.  He'd  wander  in,  he  says, 
drawn  in  part  by  the  model  airplanes  that 
reminded  him  of  his  mother's  work  as 
a  United  Airlines  hostess.  Naturally  he 
talked  with  the  soft-spoken,  professorial 
CEO  about  computing.  It  was  almost  like 
college.  And  even  after  Bisciglia  moved  to  other  buildings,  the 
two  stayed  in  touch.  ("He's  never  too  hard  to  track  down,  and 
he's  incredible  about  returning  e-mails,"  Bisciglia  says.) 

On  the  day  they  first  discussed  Google  101,  Schmidt  offered 
one  nugget  of  advice:  Narrow  down  the  project  to  something 
Bisciglia  could  have  up  and  running  in  two  months.  "I  actu- 
ally didn't  care  what  he  did,"  Schmidt  recalls.  But  he  wanted 
the  young  engineer  to  get  feedback  in  a  hurry.  Even  if  Bisciglia 
failed,  he  says,  "he's  smart,  and  he'd  learn  from  it." 

To  launch  Google  101,  Bisciglia  had  to  replicate  the  dynam- 
ics and  a  bit  of  the  magic  of  Google's  cloud— but  without  tap- 
ping into  the  cloud  itself  or  revealing  its  deepest  secrets.  These 
secrets  fuel  endless  speculation  among  computer  scientists. 
But  Google  keeps  much  under  cover.  This  immense  computer, 
after  all,  runs  the  company.  It  automatically  handles  search, 
places  ads,  churns  through  e-mails.  The  computer  does  the 
work,  and  thousands  of  Google  engineers,  including  Bisciglia, 
merely  service  the  machine.  They  teach  the  system  new  tricks 
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A  SEA  CHANGE 


Data  from  the  deep  like  never  before 


By  Stephen  Baker 

Scientists  knee-deep  in  data  are  longing  tor  the  storage 
capacity  and  power  of  cloud  computing.  University  of 
Washington  oceanographer  John  R.  Delaney  is  one  of 
many  who  are  desperate  to  tap  into  it. 

Delaney  is  putting  together  a  $170  million  project  called 
Neptune,  which  could  become  the  prototype  for  a  new  era 
of  data-intensive  research.  Launching  this  year,  Neptune 
deploys  hundreds  of  miles  of  fiber-optic  cable  connected 
to  thousands  of  sensors  in  the  Pacific  Ocean  off  the 
Washington  coast.  The  sensors  will  stream  back  data  on 
the  behavior  of  the  ocean:  its  temperature,  light,  life  forms, 
the  changing  currents,  chemistry,  and  the  physics  of  mo- 
tion. Microphones  will  record  the  sound  track  of  the  deep 
sea,  from  the  songs  of  whales  to  the  rumble  of  underwater 
volcanos. 

Neptune  will  provide  researchers  with  an  orgy  of  infor- 
mation from  the  deep.  It  will  extend  humanity's  eyes  and 
ears— and  many  other  senses— to  the  two-thirds  of  the 
planet  we  barely  know.  "We've  lived  on  Planet  Land  for  a 
long  time,"  says  Delaney,  who  works  out  of  an  office  near 
Puget  Sound.  "This  is  a  mission  to  Planet  Ocean." 

He  describes  the  hidden  planet  as  avast  matrix  of  rela- 
tionships. Sharks,  plankton,  red  tides,  thermal  vents  spew- 
ing boiling  water— they're  all  connected  to  each  other,  he 
says.  And  if  scientists  can  untangle  these  ties,  they  can 
start  to  predict  how  certain  changes  within  the  ocean 
will  affect  the  weather,  crops,  and  life  on  earth.  Later  this 
century,  he  ventures,  we'll  have  a  mathematical  model  of 
the  world's  oceans,  and  will  be  able  to  "manage"  them.  "We 
manage  Central  Park  now,  and  the  National  Forests,"  he 
says.  "Why  not  the  oceans?" 

To  turn  Neptune's  torrents  of  data  into  predictive 
intelligence,  teams  of  scientists  from  many  fields  will 
have  to  hunt  for  patterns  and  statistical  correlations.  The 
laboratory  for  this  work,  says  Delaney,  will  be  "gigantic 
disk  farms  that  distribute  it  all  over  the  planet,  just  like 
Google."  In  other  words,  Neptune,  like  other  big  science 
projects,  needs  a  cloud.  Delaney  doesn't  yet  know  on 
which  cloud  Neptune  will  land.  Without  leaving  Seattle, 
he  has  Microsoft  and  Amazon,  along  with  a  Google-IBM 
venture  at  his  own  university. 

What  will  the  work  on  this  cloud  consist  of?  Picture 
scientists  calling  up  comparisons 

from  the  data  and  then  posing  De,aney  wants 

'  to  use  cloud 

endless  queries.  In  that  sense,  cloud  COmPuting  to 

science  may  feel  a  bit  like  a  Google  explore  the 

search.  world's  oceans 
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or  find  new  markets  for  it  to  invade.  And  they  add  on  new 
clusters— four  new  data  centers  this  year  alone,  at  an  average 
cost  of  $600  million  apiece. 

In  building  this  machine,  Google,  so  famous  for  search,  is 
poised  to  take  on  a  new  role  in  the  computer  industry.  Not  so 
many  years  ago  scientists  and  researchers  looked  to  national 
laboratories  for  the  cutting-edge  research  on  computing. 
Now,  says  Daniel  Frye,  vice-president  of  open  systems  devel- 
opment at  IBM,  "Google  is  doing  the  work  that  10  years  ago 
would  have  gone  on  in  a  national  lab." 

How  was  Bisciglia  going  to  give  students  access  to  this  ma- 
chine? The  easiest  option  would  have  been  to  plug  his  class 
directly  into  the  Google  computer.  But  the  company  wasn't 
about  to  let  students  loose  in  a  machine  loaded  with  propri- 
etary software,  brimming  with  personal  data,  and  running  a 
$10.6  billion  business.  So  Bisciglia  shopped  for  an  affordable 
cluster  of  40  computers.  He  placed  the  order,  then  set  about 
figuring  out  how  to  pay  for  the  servers.  While  the  vendor  was 
wiring  the  computers  together,  Bisciglia  alerted  a  couple  of 
Google  managers  that  a  bill  was  coming.  Then  he  "kind  of  sent 
the  expense  report  up  the  chain,  and  no  one  said  no."  He  adds 
one  of  his  favorite  sayings:  "It's  far  easier  to  beg  for  forgiveness 
than  to  ask  for  permission."  ("If  you're  interested  in  someone 
who  strictly  follows  the  rules,  Christophe's  not  your  guy,"  says 
Lazowska,  who  refers  to  the  cluster  as  "a  gift  from  heaven") 

A  FRENETIC  LEARNER 

On  Nov.  10, 2006,  the  rack  of  computers  appeared  at  U-Dub's 
Computer  Science  building.  Bisciglia  and  a  couple  of  tech  ad- 
ministrators had  to  figure  out  how  to  hoist  the  l-ton  rack  up 
four  stories  into  the  server  room.  They  eventually  made  it, 
and  then  prepared  for  the  start  of  classes,  in  January. 

Bisciglia's  mother,  Brenda,  says  her  son  seemed  marked  for 
an  unusual  path  from  the  start.  He  didn't  speak  until  age  2, 
and  then  started  with  sentences.  One  of  his  first  came  as  they 
were  driving  near  their  home  in  Gig  Harbor,  Wash.  A  bug  flew 
in  the  open  window,  and  a  voice  came  from  the  car  seat  in  back: 
"Mommy,  there's  something  artificial  in  my  mouth." 

At  school,  the  boy's  endless  questions  and  frenetic  learning 
pace  exasperated  teachers.  His  parents,  seeing  him  sad  and 
frustrated,  pulled  him  out  and  home -schooled  him  for  three 
years.  Bisciglia  says  he  missed  the  company  of  kids  during  that 
time  but  developed  as  an  entrepreneur.  He  had  a  passion  for 
Icelandic  horses  and  as  an  adolescent  went  into  business  rais  - 
ing  them.  Once,  says  his  father,  Jim,  they  drove  far  north  into 
Manitoba  and  bought  horses,  without  much  idea  about  how 
to  transport  the  animals  back  home.  "The  whole  trip  was  like 
a  scene  from  one  of  Chevy  Chase's  movies,"  he  says.  Chris- 
tophe  learned  about  computers  developing  Web  pages  for  his 
horse  sales  and  his  father's  luxury-cruise  business.  And  after 
concluding  that  computers  promised  a  brighter  future  than 
animal  husbandry,  he  went  off  to  U  -  Dub  and  signed  up  for  as 
many  math,  physics,  and  computer  courses  as  he  could. 

In  late  2006,  as  he  shuttled  between  the  Googleplex  and 
Seattle  preparing  for  Google  101,  Bisciglia  used  his  entrepre- 
neurial skills  to  piece  together  a  sprawling  team  of  volunteers. 
He  worked  with  college  interns  to  develop  the  curriculum,  and 
he  dragooned  a  couple  of  Google  colleagues  from  the  nearby 
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Kirkland  ( Wash. )  facility  to  use  some  of  their  20%  time  to  help 
him  teach  it.  Following  Schmidt's  advice,  Bisciglia  worked  to 
focus  Google  101  on  something  students  could  learn  quickly. 
"I  was  like,  what's  the  one  thing  I  could  teach  them  in  two 
months  that  would  be  useful  and  really  important?"  he  re- 
calls. His  answer  was  "MapReduce." 

Bisciglia  adores  MapReduce,  the  software  at  the  heart 
of  Google  computing.  While  the  company's  famous 
search  algorithms  provide  the  intelligence  for  each  search, 
MapReduce  delivers  the  speed  and  industrial  heft.  It  divides 
each  task  into  hundreds,  or  even  thousands,  of  tasks,  and 
distributes  them  to  legions  of  computers.  In  a  fraction  of  a 
second,  as  each  one  comes  back  with  its  nugget  of  informa- 
tion, MapReduce  quickly  assembles  the  responses  into  an 
answer.  Other  programs  do  the  same  job.  But  MapReduce  is 
faster  and  appears  able  to  handle  near  limitless  work.  When 
the  subject  comes  up,  Bisciglia  rhapsodizes.  "I  remember 
graduating,  coming  to  Google,  learning  about  MapReduce, 
and  really  just  changing  the  way  I  thought  about  computer 
science  and  everything,"  he  says.  He  calls  it  "a  very  simple, 
elegant  model."  It  was  developed  by  another  Washington 
alumnus,  Jeffrey  Dean.  By  returning  to  U-Dub  and  teaching 
MapReduce ,  Bisciglia  would  be  returning  this  software  "  and 
this  way  of  thinking  "  back  to  its  roots. 
There  was  only  one  obstacle.  MapReduce  was  anchored 

securely  inside  Google's 
machine  — and  it  was  not 
for  outside  consumption, 
even  if  the  subject  was 
Google  101.  The  company 
did  share  some  informa- 
tion about  it,  though,  to 
feed  an  open- source  ver- 
sion of  MapReduce  called 
Hadoop.  The  idea  was 
that,  without  divulging  its 
crown  jewel,  Google  could 
push  for  its  standard  to 
become  the  architecture  of 
cloud  computing. 

The  team  that  devel- 
oped Hadoop  belonged  to 
a  company,  Nutch,  that 
got  acquired.  Oddly,  they 
were  now  working  within 
the  walls  of  Yahoo,  which 
was  counting  on  the  Map- 
Reduce  offspring  to  give  its 
own  computers  a  touch  of 
Google  magic.  Hadoop  re- 


mained open  source,  though,  which  meant  the  Google  t 
could  adapt  it  and  install  it  for  free  on  the  U-Dub  cluster. 

Students  rushed  to  sign  up  for  Google  101  as  soon  as  it 
peared  in  the  winter-semester  syllabus.  In  the  beginn 
Bisciglia  and  his  Google  colleagues  tried  teaching.  But  in  1 
they  handed  over  the  job  to  professional  educators  at  U-I 
"Their  delivery  is  a  lot  clearer,"  Bisciglia  says.  Within  wi 
the  students  were  learning  how  to  configure  their  worl 
Google  machines  and  designing  ambitious  Web -scale  p 
ects,  from  cataloguing  the  edits  on  Wikipedia  to  craw 
the  Internet  to  identify  spam.  Through  the  spring  of  200 
word  about  the  course  spread  to  other  universities,  dep 
ments  elsewhere  started  asking  for  Google  101. 

Many  were  dying  for  cloud  knowhow  and  compu 
power— especially  for  scientific  research.  In  practically  e1 
field,  scientists  were  grappling  with  vast  piles  of  new  dat. 
suing  from  a  host  of  sensors,  analytic  equipment,  and  e1 
finer  measuring  tools.  Patterns  in  these  troves  could  p 
to  new  medicines  and  therapies,  new  forms  of  clean  ene 
They  could  help  predict  earthquakes.  But  most  scient 
lacked  the  machinery  to  store  and  sift  through  these  dif 
El  Dorados.  "We're  drowning  in  data,"  said  Jeannette  W 
assistant  director  of  the  National  Science  Foundation. 

BIG  BLUE  LARGESSE 

The  hunger  for  Google  computing  put  Bisciglia  in  a  pred:1 
ment .  He  had  been  fortunate  to  push  through  the  order  for; 
first  cluster  of  computers.  Could  he  do  that  again  and  agi; 
eventually  installing  mini- Google  clusters  in  each  compr 
science  department  ?  Surely  not .  To  extend  Google  10 1  to  n 
versifies  around  the  world,  the  participants  needed  to  j[ 
into  a  shared  resource.  Bisciglia  needed  a  bigger  cloud. 

That's  when  luck  descended  on  the  Googleplex  in  the  p 
son  of  IBM  Chairman  Samuel  J.  Palmisano.  This  was  "Sa 
day  at  Google,"  says  an  IBM  researcher.  The  winter  day  j 
a  bit  chilly  for  beach  volleyball  in  the  center  of  campus,  | 
Palmisano  lunched  on  some  of  the  fabled  free  cuisine 
cafeteria.  Then  he  and  his  team  sat  down  with  Schmidt  ai 
handful  of  Googlers,  including  Bisciglia.  They  drew  on  wh: 
boards  and  discussed  cloud  computing.  It  was  no  secret  t 
IBM  wanted  to  deploy  clouds  to  provide  data  and  servi 
to  business  customers.  At  the  same  time,  under  Palmisa 
IBM  had  been  a  leading  promoter  of  open-source  softw? 
including  Linux.  This  was  a  key  in  Big  Blue's  software  bl 
ties,  especially  against  Microsoft.  If  Google  and  IBM  tean 
up  on  a  cloud  venture,  they  could  construct  the  futun 
this  type  of  computing  on  Google -based  standards,  inch 
ing  Hadoop. 

Google,  of  course,  had  a  running  start  on  such  a  proje 
Bisciglia's  Google  101.  In  the  course  of  that  one  day,  Biscigl 
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WORK  ON  EDUCATION/'  SAYS  CEO  SCHMIDT. 
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LOUD  POWER 


Companies  and  research  organizations  may  eventually  hand  off  most  of  their  high-level  computing  tasks  to  a 
globe-spanning  network  of  servers  known  as  "clouds."  These  pioneers  are  in  a  position  to  dominate  the  field: 
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!  ground  up  around 
dware.  Investing 
re  than  $2  billion 
ear  in  data  centers, 
and  away  the 
der  in  cloud 
nputing. 


YAHOO! 

Smaller  and  poorer 
than  Google,  with 
software  not  per- 
fectly suited  to  cloud 
computing.  But  as 
the  leading  patron  of 
Hadoop,  it  could  end 
up  with  a  lead  over 
latecomers. 


IBM 

King  of  business 
computing  and 
traditional  super- 
computers. Teaming 
up  with  Google  to  get 
a  foothold  in  clouds. 
Launching  a  pilot  cloud 
system  for  the  govern- 
ment of  Vietnam. 


MICROSOFT 

Wedded,  for  now,  to  its 
proprietary  software, 
which  could  be  a 
handicap.  But  it's  big 
in  the  fundamentals  of 
cloud  science.  And  it's 
building  massive  data 
centers  in  Illinois  and 
Siberia. 


AMAZON 

The  first  to  sell  cloud 
computing  as  a 
service.  Smaller  than 
competitors,  but  its 
expertise  in  this  area 
could  give  the  retailer 
a  leg  up  in  next-gen- 
eration Web  services 
from  retail  to  media. 


>ll  venture  morphed  into  a  major  initiative  backed  at  the 
•  level  by  two  tech  titans.  By  the  time  Palmisano  departed 
'  afternoon,  it  was  established  that  Bisciglia  and  his  IBM 
1  iterpart,  Dennis  Quan,  would  build  a  prototype  of  a  joint 
gle-IBM  university  cloud. 

rer  the  next  three  months  they  worked  together  at 
;|le  headquarters.  (It  was  around  this  time,  Bisciglia  says, 
the  cloud  project  evolved  from  20%  into  his  full-time 
The  work  involved  integrating  IBM's  business  applica- 
5  and  Google  servers,  and  equipping  them  with  a  host 
oen-source  programs,  including  Hadoop.  In  February 
I  unveiled  the  prototype  for  top  brass  in  Mountain  View, 
:. ,  and  for  others  on  video  from  IBM  headquarters  in  Ar  - 
k,  NY.  Quan  wowed  them  by  downloading  data  from  the 
Id  to  his  cell  phone.  (It  wasn't  relevant  to  the  core  project, 
Lglia  says,  but  a  nice  piece  of  theater.) 
ie  Google  101  cloud  got  the  green  light.  The  plan  was  to 
ad  cloud  computing  first  to  a  handful  of  U.  S.  universities 
in  a  year  and  later  to  deploy  it  globally.  The  universities 
lid  develop  the  clouds,  creating  tools  and  applications 
e  producing  legions  of  computer  scientists  to  continue 
ling  and  managing  them. 

iose  developers  should  be  able  to  find  jobs  at  a  host  of 
companies,  including  Google.  Schmidt  likes  to  compare 
ata  centers  to  the  prohibitively  expensive  particle  accel- 
rs  known  as  cyclotrons.  "There  are  only  a  few  cyclotrons 
ysics,"  he  says.  "And  every  one  if  them  is  important,  be- 
s  if  you're  a  top -flight  physicist  you  need  to  be  at  the  lab 
e  that  cyclotron  is  being  run.  That's  where  history's  going 
made;  that's  where  the  inventions  are  going  to  come.  So 
Ilea  is  that  if  you  think  of  these  as  supercomputers  that 
en  to  be  assembled  from  smaller  computers ,  we  have  the 
attractive  supercomputers,  from  a  science  perspective, 
;ople  to  come  work  on." 

the  sea  of  business  and  scientific  data  rises,  computing 
r  turns  into  a  strategic  resource,  a  form  of  capital.  "In  a 
s,"  says  Yahoo  Research  Chief  Prabhakar  Raghavan,  "there 
ily  five  computers  on  earth."  He  lists  Google,  Yahoo,  Mi- 
:>ft,  IBM,  and  Amazon.  Few  others,  he  says,  can  turn  elec- 
y  into  computing  power  with  comparable  efficiency, 
sorts  of  business  models  are  sure  to  evolve.  Google  and 
/als  could  team  up  with  customers,  perhaps  exchang- 
jmputing  power  for  access  to  their  data.  They  could  re- 
partners  into  their  clouds  for  pet  projects,  such  as  the 


company's  clean  energy  initiative,  announced  in  November. 
With  the  electric  bills  at  jumbo  data  centers  running  upwards 
of  $20  million  a  year,  according  to  industry  analysts,  it's  only 
natural  for  Google  to  commit  both  brains  and  server  capacity 
to  the  search  for  game-changing  energy  breakthroughs. 

What  will  research  clouds  look  like  ?  Tony  Hey,  vice-presi- 
dent for  external  research  at  Microsoft,  says  they'll  function 
as  huge  virtual  laboratories,  with  a  new  generation  of  librar- 
ians —  some  of  them  human  —  "  curating  "  troves  of  data,  open- 
ing them  to  researchers  with  the  right  credentials.  Authorized 
users,  he  says,  will  build  new  tools,  haul  in  data,  and  share  it 
with  far-flung  colleagues.  In  these  new  labs,  he  predicts, 
"you  may  win  the  Nobel  prize  by  analyzing  data  assembled  by 
someone  else."  Mark  Dean,  head  of  IBM's  research  operation 
in  Almaden,  Calif. ,  says  that  the  mixture  of  business  and  sci- 
ence will  lead,  in  a  few  short  years,  to  networks  of  clouds  that 
will  tax  our  imagination.  "Compared  to  this,"  he  says,  "the 
Web  is  tiny.  We'll  be  laughing  at  how  small  the  Web  is."  And 
yet,  if  this  "tiny"  Web  was  big  enough  to  spawn  Google  and 
its  empire,  there's  no  telling  what  opportunities  could  open 
up  in  the  giant  clouds. 

It's  a  mid-November  day  at  the  Googleplex.  A  jetlagged 
Christophe  Bisciglia  is  just  back  from  China,  where  he  has 
been  talking  to  universities  about  Google  1 01.  He's  had  a  busy 
time ,  not  only  setting  up  the  cloud  with  IBM  but  also  working 
out  deals  with  six  universities— U-Dub,  Berkeley,  Stanford, 
MIT,  Carnegie  Mellon,  and  the  University  of  Maryland— to 
launch  it.  Now  he's  got  a  camera  crew  in  a  conference  room, 
with  wires  and  lights  spilling  over  a  table.  This  is  for  a  pro- 
motional video  about  cloud  education  that  they'll  release,  at 
some  point,  on  YouTube. 

Eric  Schmidt  comes  in.  At  52,  he  is  nearly  twice  Bisciglia's 
age,  and  his  body  looks  a  bit  padded  next  to  his  protege 's  wil- 
lowy frame.  Bisciglia  guides  him  to  a  chair  across  from  the 
camera  and  explains  the  plan.  They'll  tape  the  audio  from 
the  interview  and  then  set  up  Schmidt  for  some  stand-alone 
face  shots.  "B-footage,"  Bisciglia  calls  it.  Schmidt  nods  and 
sits  down.  Then  he  thinks  better  of  it .  He  tells  the  cameramen 
to  film  the  whole  thing  and  skip  stand-alone  shots.  He  and 
Bisciglia  are  far  too  busy  to  stand  around  for  B  footage.  1 BW 1 
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See  Senior  Writer  Stephen  Baker's  Q&A  with 
Google  CEO  Eric  Schmidt. 
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Sometimes  the  best  place  for  an  invest* 
is  the  middle  of  the  road. 


The  middle  of  the  road  is  usually  a  dangerous  place.  It's  for  people  who  can't  make  decisions.  So  they  straddlet 
line  because  they  don't  knowx  which  way  to  turn.  The  world  of  investing  is  the  exact  opposite.  Here,  the  middle  grc< 
is  a  place  between  Large  and  Small  Caps.  A  balance  between  risk  and  reward.  That's  why  the* 
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the  MidCap  SPDR. '  It's  an  ETF  which  gathers  together  the  precise  middle  of  the  market.  And  le 
buy,  hold  and  sell  it  just  like  a  stock.  Interested?  Then  stop  hopping  around  and  visit  midcapspdr.com.  Find  out  \ 
so  many  investors  have  become  middlemen. 

SPDR) 

State  Street  Global  AD'  1 

Precise  in  a  world  thath[ 
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f-y  ^  amsszam  Before  investing,  carefully  consider  the  funds'  investment  obje< 

^XAT     '   ^THRXPX  ^       risks,  charges  and  expenses.  To  obtain  a  prospectus,  which  contains  ^ 

uim  *-  ^  A  1VLlj  le  N  and  other  important  information,  call  1.866.787.2257.  Read  it  caret* 

ETFs  trade  like  stocks,  are  subject  to  investment  risk,  including  short  selling  and  margin  account  maintenance,  and  will  fluctuate  in  markei 

The  "SPDR,"  S&P  MidCap  400" ;  and  MidCap  Sf  I  idemarks  of  The  McGraw-Hill  Companies,  Inc.  ("McGraw-Hill")  and  are  used  under  license  from  McGraw-Hill.  Nrj 

product  offered  by  State  Street  Global  Advisors,  a  di  tate  Street  Bank  and  Trust  Company,  or  its  affiliates  is  sponsored,  endorsed,  sold  or  promoted  by  Mel 

ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 
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3uess  Who's  Building 
\  Green  City 

i  a  delicious  irony,  Abu  Dhabi  is  pouring  oil  billions 
ito  a  zero -emissions  metropolis  in  the  desert 


Crown  Prince 
Mohammed 
solicited  ideas 
to  diversify 
the  economy 


By  Stanley  Reed 

There's  a  former  nursery  across  from 
the  royal  family's  private  terminal  at 
the  Abu  Dhabi  airport.  It  doesn't  look 
like  much  now— 1,600  acres  of  sand 
dotted  with  small,  forlorn  trees.  But 
one  fenced-in  spot  on  the  property 
hints  of  a  plan  so  ambitious  that  it 
stands  out  even  in  a  land  of  seemingly 
limitless  wealth.  There,  atop  concrete 
slabs,  engineers  are  preparing  to  test 
solar  collectors.  Those  collectors 
are  scheduled  to  power  a  futuristic 
100,000 -resident  city  that  will  rise 
from  this  sandy  wasteland  by  the 
Persian  Gulf.  The  goal:  to  create  the 
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world's  first  metropolis  that  emits  not 
a  single  extra  molecule  of  carbon  diox- 
ide, the  cause  of  global  warming. 

It's  a  delicious  irony  that  the  Middle 
East ,  awash  in  oil  and  dollars  —Abu 
Dhabi  alone  has  nearly  100  billion 
barrels  in  reserves — may  be  the  one 
region  on  earth  most  capable  of  build- 
ing the  first  city  for  a  post -oil  world. 
Yet  the  project,  planned  by  London 
architects  Foster  &  Partners,  is  just 
one  part  of  a  startlingly  contrarian 
gambit  by  Abu  Dhabi.  The  emirate  is 
pouring  billions  into  renewable-  and 
sustainable -energy  technologies, 
stimulating  precisely  those  industries 
that  ultimately  could  challenge  oil's 
dominance. 

It's  just  smart  planning,  argues 
Sultan  Al  Jaber,  CEO  of  the  govern- 
ment-funded organization  that  is 
leading  the  initiative.  After  all,  even 
Abu  Dhabi's  vast  petroleum  reserves 
will  someday  be  used  up.  "What  could 
be  better  for  Abu  Dhabi  than  investing 
our  oil  and  gas  revenues  [in  something] 
that  will  give  us  leadership  in  the 
future?  "he  asks. 

NATURAL  AIR  CONDITIONING 

The  whole  effort  is  being  dubbed 
Masdar— "the  source"  in  Arabic  — a 
reference  to  the  sun.  The  city  is  also 
called  Masdar  and  will  look  like  a  cross 
between  The  Arabian  Nights  and  The 
Jetsons.  It  will  draw  on  traditional 
Arabic  architecture,  using  wind  towers 
to  funnel  air  through  the  city  as  natural 


air  conditioning  and  splash- 
ing fountains  in  courtyards  to 
dampen  the  dry  heat.  Like  an 
ancient  casbah,  the  buildings 
will  be  huddled  close  together  on 
narrow  streets  to  reduce  demand 
for  cooling  power  during  Abu 
Dhabi's  120-degree  summer  days. 
But  Masdar  will  also  incorporate 
the  most  advanced  technology 
available  for  refrigeration  and 
other  systems.  "We  will  need  the 
most  extreme  energy-efficiency 
standards  from  the  beginning," 
explains  Al  Jaber. 

Power  will  come  mainly  from 
solar,  not  wind — a  logical  choice 
given  the  region's  blazing  sun 
and  fickle  breezes.  Visitors  will 
have  to  park  their  Ferraris  and 
Porsches  outside  the  city  walls. 
Once  inside,  they  will  walk, 
bicycle,  or  ride  small,  driver- 
less  vehicles  running  on  paths 
underground. 

Abu  Dhabi's  ambitions  extend  well 
beyond  the  construction  of  this  green 
city.  The  country  has  invested  most 
of  a  $250  million  investment  fund 
in  clean-tech  companies,  including 
Segway,  the  Bedford  (N.H.)  maker  of 
personal  transporters;  solar  manu- 
facturers; and  wastewater-treatment 
companies  (table).  A  new  $1  billion 
fund  is  in  the  works.  Ex-BP  CEO 
John  Browne,  now  a  partner  at  New 
York  energy  private  equity  specialist 
Riverstone  Holdings,  met  with  Mas- 


Artist's 
rendering  of 
the  planned 
city  of 
Masdar 


MASDAR'S  CLEAN-TECH  FUND 


The 

portfolio 
includes 
$60  million  in 
existing  clean 
tech  funds  am 
$190  million 
invested  in 
green- 
energy  and 
other  eco- 
friendly 
outfits. 
Here's  a 
sampling: 


EUROPLASMA 

Morcenx,  France 
Develops  plasma 
torches  that  turn 
toxic  ashes  and 
asbestos  into 
glass 


«  SEGWAY 

Bedford,  N.H. 
Makes  two- 
wheeled,  self- 
balancing, 
zero-emission 
electric  scooters 


SOLYNDRA 

Santa  Clara,  Calif. 
Produces  photovoltaic 
panels  the  company  says 
will  provide  40%  more 
solar  energy  per  roof  than 
other  such  products 


ENERTECH 

CAPITAL  PARTNERS  III 

Wayne,  Pa. 
Invests  in  green 
ventures,  including 
a  maker  of 
high-performance, 
ceramic-based  batteries 


dar  officials  on  Dec.  9  to  discuss  the 
possibility  of  working  with  the  fund 
Riverstone  works  closely  with  buyoi 
giant  Carlyle  Group,  which  is  7.5% 
owned  by  Mubadala  Development, 
the  government  investment  arm  anc 
Masdar 's  parent. 

Al  Jaber  wants  Abu  Dhabi's  reach 
renewables  to  extend  all  the  way  fro: 
research  to  large-scale  manufacture 
That's  certain  to  attract  alternative - 
energy  companies  looking  for  deep-1 
pocketed  investors.  Masdar  officials 
say  they  are  close  to  signing  a  $500 
million  deal  to  manufacture  thin -fib 
solar  panels,  which  are  cheaper  thar 
traditional  models.  Twin  plants  will 
built  in  Germany,  a  center  of  the  glol 
solar- energy  industry,  and  Abu  Dha 
These  will  be  the  first  of  about  $2  bil 
lion  in  light  manufacturing  projects 
Masdar  has  in  mind.  Providing  the 
300  megawatts  of  solar  power  needt" 
for  the  new  city  will  cost  more  than 
$1  billion. 

The  green  initiatives  have  the  add 
advantage  of  creating  badly  needed 
high-quality  jobs  for  the  emirate's 
small  but  fast -growing  population  0 
1.8  million.  And  the  sheikhs  and  thei 
associates  think  helping  the  world 
combat  global  warming  is  a  vital  and 
noble  cause.  Abu  Dhabi  will  under- 
score its  green  credentials  by  staging 
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3-day  World  Future  Energy  Sum- 
:n  late  January,  2008. 
tiere  are  huge  challenges  ahead, 
big  question  is  whether  enough 
ited  scientists,  engineers,  and 
upreneurs  can  be  persuaded  to 
2  to  Abu  Dhabi.  The  emirate's  tiny 
dation  cannot  furnish  the  brains 
ivelop  an  industry  dependent  on 
tiological  advances.  Without  a  big 
iion  of  human  capital,  the  Masdar 
it  could  wind  up  like  so  much  else 
ie  Arab  world:  fancy  buildings  with 
of  substance  going  on  inside. 

SPUR  OF  COMPETITION 

lu  Dhabi  does  manage  to  pull  it 
though,  the  experiment  could  pay 
ilobal  dividends,  outside  experts 
*A  lot  of  lessons  will  be  learned" 
the  effort  to  build  a  zero -carbon 
5ays  Ron  Pernick,  co-founder  of 
1  Edge,  a  consulting  firm  with 
is  in  San  Francisco  and  Portland, 
Pernick  suggests  that  the  fruits  of 
phabi's  labor  could  be  applied  to 
a,  which  is  building  the  equivalent 
0  Manhattans  each  year. 
e  initiative  started  in  2004,  when 
n  Prince  Mohammed  bin  Zayed 
ihyan  asked  his  aides  to  come  up 
ideas  to  energize  once-sleepy 
Dhabi  and  diversify  its  economy. 
>lan  also  offered  a  chance  to  steal 


LINKS 


Unlimited  Resources 

A  Mar.  1 9  story  in  Fortune  captures 
Abu  Dhabi's  soaring  ambitions  in 
this  quote  from  developer 
Khaldoon  Khalifa  al  Mubarak: 
"How  many  places  can  you  say, 
'I  want  world-class  hospitals, 
universities,  and  museums,'  and 
boom,  the  Sorbonne,  Cleveland 
Clinic,  Guggenheim,  and  Louvre 
are  on  the  way?" 

Your  Carbon  Footprint 

Tackling  the  problem  of  global 
warming  requires  drastic  cuts 
in  carbon-dioxide  emissions. 
The  Conservation  Fund 
offers  a  carbon  calculator 
(conservationfund.org/gozero) 
that  allows  individuals  to  see 
how  much  C02  they  emit. 


some  thunder  from  neighbor  and  rival 
Dubai,  which  unlike  Abu  Dhabi  is 
investing  heavily  in  financial  ser- 
vices. The  competition  between  the 
two  emirates  runs  deep.  In  one  recent 
victory,  a  senior  Abu  Dhabi  official 
managed  to  persuade  American  pop 
star  Justin  Timberlake  to  shift  from  an 
expected  Dubai  engagement  to  Abu 
Dhabi  for  a  Dec.  7  concert.  The  event 
was  sponsored  by  Masdar's  parent. 

Abu  Dhabi  is  keen  to  attract  top 
minds  as  well  as  top  acts.  Masdar 
is  already  establishing  a  small  research 
university  called  the  Masdar  Institute 
with  assistance  from  Massachusetts 
Institute  of  Technology.  Specializing  in 
renewable  technologies,  it  will  be  the 
first  functioning  unit  in  the  new  city, 
opening  its  doors  to  100  students  and 
30  faculty  in  the  fall  of  2009. 

MIT  is  developing  the  curriculums, 
and  the  faculty  are  headed  in  Abu 
Dhabi  by  Russel  C.  Jones,  a  former 
president  of  the  University  of  Dela- 
ware. Jones  says  he  decided  to  put  on 
his  university  administrator's  hat  again 
at  the  age  of  72  to  work  "on  one  of  the 
hardest  and  most  important  problems 
of  our  time."  ibwi  -With  Reena  Jana 

BUSINESSWEEK.COM    I    For  a  slide  show  on 

Abu  Dhabi's  changing 
skyline,  go  to  businessweek.com/go/C7/abudhabi 
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FINANCE 


Hold  the  Tears 
For  Eddie  Lampert 

His  big  bet  on  Sears  looks  dicier  as  profits  plunge, 
but  the  chairman  has  a  built  -  in  safety  net 


By  Robert  Berner 

When  Sears  Holdings  posted  a  99% 
drop  in  profits  last  quarter  and  the 
stock  sank  11%  in  one  day,  ESL  Invest- 
ments took  another  beating.  The  hedge 
fund,  run  by  Sears  Chairman  Edward 
S.  Lampert,  owns  45%  of  the  retailer, 
whose  stock  has  fallen  to  111  from  a 
peak  of  195  earlier  this  year.  Given  its 
other  laggard  holdings,  such  as  Citi- 
group and  Home  Depot,  ESL  is  on  track 
for  losses  of  20%  to  30%,  the  worst  in 
its  20  years,  accord- 
ing to  estimates  from 
one  ESL  investor. 

But  don't  jump  to 
conclusions.  Lam- 
pert's  well-heeled 
^^^^         ESL  investors  stuck 
A  %-Jl  with  him  through  the 

A    1^^      other  dark  periods, 
1990  and  2002,  get- 
ting richly  rewarded 
inlateryears.lt 
can  take  a  while  for 
Lampert 's  highly 
concentrated  bets  to 


Lampert's  ESL 
hedge  fund 
makes  big  bets 
on  just  a  few 
companies, 
so  its  returns 
can  be  volatile 


work  out,  and  a  five-year  lockup  period 
makes  it  hard  for  fickle  investors  to  sell. 
Lampert  declined  to  comment. 

Meanwhile,  Lampert  has  cut  ex- 
penses drastically  since  he  used  his 
controlling  stake  in  Kmart  to  buy  Sears 
Roebuck  in  2005.  So  the  combined 
company  has  a  hefty  pile  of  cash,  which 
may  buy  management  time  to  figure 
out  how  to  fix  Sears  and  survive  an 
extended  industry  downturn. 

Even  if  the  turnaround  doesn't  pan 
out,  he  still  can  sell  the  chain's  real 
estate  for  a  tidy  profit.  "Lampert  has  far 
more  financial  flexibility  [than  do  other 
retailers],"  says  Deutsche  Bank  analyst 
Bill  Dreher.  "He  should  be  appreciated 
for  being  so  prudent." 

Like  many  retailers,  Sears  has 
struggled  to  attract  shoppers  in  an 
overcrowded  sector  and  a  slump- 
ing economy.  But  compared  with 
other  mid-market  chains,  Sears  is  in 
a  stronger  financial  position,  giving  it 
more  breathing  room  during  these  lean 
times.  The  company  has  $1.5  billion  in 
cash,  more  than  J .C.  Penney,  Kohl's, 
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vlacy  's — its  biggest  rivals — com  - 
i.  Lampert  also  has  been  paying 
1  Sears'  debt  in  recent  years.  As 
lilt,  its  debt  load  is  only  25%  of 
otal  capital  on  its  balance  sheet, 
jared  with  46%  for  Penney's  and 
for  Macy's.  "There's  wisdom  in 
ing  back  in  uncertain  times,  being 
f-rich  when  your  competitors  are 
says  Charles  W.  Mulford,  an  ac- 
ting professor  at  Georgia  Institute 
chnology,  who  recently  studied 
l.ers' cashflow. 

r  now,  Lampert  remains  commit - 
)  Sears.  The  value  investor,  who  is 


not  shy  about  dumping 
assets  if  he  thinks  the 
money  could  be  more 
productive  elsewhere, 
has  sold  few  Sears 
locations  since  com- 
ing on  board.  He  also 
has  been  buying  back 
shares  aggressively. 
In  the  third  quarter  he 
spent  nearly  $1  billion 
on  repurchases,  a  sign 
that  he  thinks  the  stock 
is  a  good  deal.  He's  not 
the  only  one.  Activist 
investor  William  Ack- 
man  of  Pershing  Square 
Capital  Management 
bought  a  3.5%  stake  in 
the  third  quarter,  while 
Steven  Munchin,  a  Sears 
board  member  and 
Lampert 's  roommate  at 
Yale,  picked  up  75,000 
shares. 

The  question, 
though,  remains 
whether  Lampert  can 
fix  the  troubled  retailer.  Its  recent 
results  were  especially  ominous:  the 
third  straight  quarter  of  deteriorating 
profit  margins  and  sales  at  stores  that 
have  been  open  more  than  a  year.  And 
after  months  of  slashing  headcount  and 
expenses,  there's  nothing  left  to  cut. 
Some  analysts  say  Lampert  has  grossly 
underspent  on  store  improvements, 
contributing  to  the  poor  results. 

Mostly,  Lampert  has  to  find  the  right 
retail  formula.  In  November,  Sears 
launched  a  bid  to  buy  Restoration 
Hardware,  the  home -goods  purveyor, 
which  is  facing  sluggish  sales  as  well.  If 


Sears  owns 
most  of  its  816 
stores  outright, 
a  vast  real 
estate  holding 


that  deal  works  out,  Sears  could  decide 
to  create  an  upscale  boutique  within 
stores.  It  did  the  same,  somewhat  suc- 
cessfully, with  the  once  catalog -only 
brand,  Lands'  End,  says  Credit  Suisse 
analyst  Gary  Baiter. 

And  if  the  situation  at  Sears  sours  too 
much,  Lampert  can  always  sell  off  his 
prized  properties.  The  problems  in  real 
estate  haven't  spilled  over  much  into 
retail.  The  reason:  supply.  Fewer  malls 
are  being  built,  and  it's  hard  to  find 
space  for  big -box  stores  in  metro  areas. 
That  makes  Sears'  assets  attractive  to 
players  like  Target.  Sears  owns  518  of  its 
816  locations  outright,  and  many  of  the 
1,333  Kmarts  are  located  in  strip  malls 
close  to  big  cities.  So  Lampert  can  get 
some  juice  out  of  Sears  even  if  the  turn- 
around doesn't  materialize.  1  bw  i 
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A  Safe  Bet? 

In  a  Nov.  26  report,  UBS  Securities 
analyst  Jeffrey  Spector  argues 
that  real  estate  investment  trusts 
that  buy  malls  are  a  "safe  haven"— 
since  any  slowdown  in  retail  sales 
takes  nearly  two  years  to  translate  into 
declining  rents.  In  the  consumer-led 
recession  of  1 990-91 ,  he  says,  malls 
proved  a  defensive  play. 

Holiday  Blues 

European  retailers,  like  their  U.S. 
counterparts,  are  anxious  about  the 
holidays,  reported  Women's  Wear 
Daily  on  Dec.  1 2.  Sales  have  been 
weak:  Strikes  hurt  stores  in  France 
and  Italy,  while  German  merchants 
fret  that  the  recent  spike  in  food 
costs  will  dampen  spending. 
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ENERGY 


Big  Oil's 
Talent  Hunt 


Business  is  booming,  but  the  workforce  is  graying. 
That  has  oil  companies  seeking  help  in  unusual  pla 


By  Moira  Herbst 

ConocoPhillips  has  grand  plans.  With 
demand  for  oil  soaring,  the  company 
announced  on  Dec.  7  that  it  will  boost 
its  exploration  and  production  budget 
by  8%,  to  $11  billion,  a  war  chest  in- 
tended to  fund  massive  projects  from 
Canada  to  China  to  the  Caspian  Sea. 

But  there's  a  potential  obstacle  to  the 
company's  vision:  not  enough  people 
to  get  the  work  done.  Half  of  Conoco's 
employees  are  eligible  for  retirement 
within  five  years.  Unless  older  work- 
ers can  be  replaced,  Conoco's  expan- 
sion could  be  costlier  and  slower  than 
planned.  In  an  interview  with  Busi- 
nessWeek', CEO  James  J.  Mulva  said 
that  the  lack  of  talent  is  one  of  the  most 
dangerous  threats  to  his  company's 
long-term  health.  "People  are  a  big 
concern,"  he  said. 

Mulva  is  not  the  only  oil  industry 
CEO  who  is  worried.  Increased  world- 
wide exploration  and  drilling  means  a 
greater  need  for  workers  at  every  level, 
from  construction  laborers  and  project 
managers  to  petroleum  engineers  to 
geoscientists.  Nearly  all  are  in  short 
supply.  So  Conoco  and  other  compa- 
nies have  started  looking  for  help  in 
some  novel  places,  including  the  auto 
industry  and  academia. 

But  at  the  moment,  supply  does  not 
equal  demand.  And  things  may  stay 
that  way  for  a  while.  A  study  released 
in  October  by  Cambridge  Energy 
Research  Associates  (CERA),  a  Cam- 
bridge (Mass.)-based  energy  consult- 
ing firm,  concluded  there  could  be  a 
10%  to  15%  "people  deficit"  in  the  oil 
industry  globally  by  2010. 

If  that  prediction  turns  out  to  be 
correct,  it  could  lead  to  widespread 


I 


delays  on  big  projects,  supply  shorf 
ages,  and  potentially  even  higher 
prices.  One  mega-project  current!  |s' 
suffering  because  of  worker  scarcr  i  i 
the  Kashagan  oil  field  in  Kazakhste1  i 
jointly  owned  by  a  consortium  ina 
ing  ENI,  ExxonMobil,  Total,  and  Ri 
Dutch/Shell.  It  is  one  of  the  larges  fi 
fields  in  the  world,  with  an  estimal 
13  billion  recoverable  barrels.  But  i 
part  because  of  worker  shortages,  i 
completion  date  has  been  extendei 
from  2008  to  2010  or  2011. 

The  oil  industry  is  suffering  fron 
massive  layoffs  that  took  place  dur 
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tie  oil  bust.  More  than  500,000 
)leum- related  jobs  were  lost 
■een  1982  and  2000  in  the  U.S. 
ng  that  period,  young  people 
luded  that  the  industry  was  a 
■ssional  dead  end.  Enrollment 
troleum- related  undergraduate 
rams  fell  85%  from  1982  to  2003. 
skipped  an  entire  generation 
orkers,"  says  Michael  Killalea, 
•president  of  the  International 
ciation  of  Drilling  Contractors, 
day,  nearly  40%  of  U.S.  pe- 
um  engineers  are  over  50,  says 
Margaret  Watson,  a 
spokesperson  for  the 
Society  of  Petroleum 
Engineers.  That 
compares  with  only 
30%  in  1997.  "It's  a 
graying  profession, 
and  we're  just  not 
ready  for  transition," 
says  Watson. 

To  replenish  the 
ranks,  companies  are 
doing  all  the  tradi- 
tional things.  Salaries 
are  going  up,  and 
benefits  are  improv- 
ing. From  May,  20 03, 
to  May,  2006,  U.S. 
petroleum  engineers 
enjoyed  a  17%  pay 
increase,  compared 
with  9%  for  electrical 
engineers  and  11%  for 
civil  engineers,  ac- 
cording to  the  Bureau 
of  Labor  Statistics. 

But  in  the  scramble 
for  talent,  compa- 
nies have  also  begun 
ng  for  help  in  some  unconven- 
1  places.  One  of  them  is  the  auto 
itry.  On  June  8,  the  International 
Nation  of  Drilling  Contractors 
ed  up  with  Ford  Motor  for  the  first 
holding  a  career  fair  in  Brook 
Ohio,  at  a  United  Auto  Workers 
ii  hall.  It  targeted  employees  sub- 

0  buyouts.  About  400  engineers 
killed  tradespeople— includ- 
elders,  electricians,  and  repair 
e— attended  the  event  to  learn 

1  jobs  with  Transocean,  Noble 
;y,  Ensco,  and  Pride  Oil.  At  least 
ave  been  signed  up  thus  far,  and 


more  hires  are  planned. 

Devon  Energy  has  been  prospecting 
in  another  nontraditional  area:  aca- 
demia.  With  a  BS,  MA,  and  PhD  in  ge- 
ology, Erik  Kvale  had  worked  19  years 
at  Indiana  University  as  a  researcher 
and  adjunct  professor.  He  enjoyed  his 
job,  but  saw  opportunities  in  oil  as  the 
industry  had  revived  in  the  past  several 
years.  "I  needed  a  new  intellectual 
challenge,"  says  Kvale,  51,  who  joined 
the  Oklahoma  City-based  company  as 
a  senior  geologist  in  July,  2006.  "Obvi- 
ously salaries  were  another  draw;  I 
wanted  to  be  able  to  retire  at  some 
point."  Kvale  says  that  he  has  boosted 
his  $60,000  salary  at  Indiana  Univer- 
sity by  more  than  50%.  Devon  has  also 
recruited  engineers  from  paper  mills  in 
Canada  to  work  at  its  oil  shale  facility 
in  Eastern  Alberta. 

While  it  won't  immediately  fill  the 
workforce  gap,  there  is  a  resurgence  of 
interest  in  petroleum  engineering.  One 
reason  is  that  salaries  are  up.  Last  year 
it  was  among  the  highest  -  paid  fields 
for  college  graduates  at  $68,000  per 
year  on  average.  Nearly  3,700  under- 
graduate students  nationwide  enrolled 
in  petroleum  engineering  programs 
for  the  2007-08  academic  year— the 
largest  enrollment  since  1986,  though 
far  from  the  1983  peak  of  more  than 
11,000.  At  Texas  Tech  University, 
undergrad  enrollment  jumped  from 
60  students  in  1991  to  406  today,  says 
Lloyd  Heinze,  chairman  of  the  school's 
Department  of  Petroleum  Engineer- 
ing. The  average  salary  of  Tech's  2007 
graduates  was  just  over  $100,000. 
They  have  "the  highest  starting  salary 
of  any  students  on  campus  for  the  past 
five  years,"  says  Heinze.  1 BW 1 
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Despite  what  is  happening 

in  oil,  an  October  report  from  the 
Urban  Institute  sees  a  sufficiently 
skilled  workforce  in  America.  It 
notes  that  from  1 985  to  2000,  U.S. 
schools  granted  an  average  of 
435,000  bachelor's,  master's,  and 
doctoral  degrees  to  U.S.  students 
in  science  and  engineering— triple 
the  growth  in  science  and  engineer- 
ing jobs  over  the  same  period. 
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Napolitano  calls 
the  law's  harsh 
punishment 
the  "business 
death  penalty" 


Hire  an  Illegal  Worker, 
Lose  Your  Business 

Arizona's  tough  new  immigration  law  has 
companies  running  scared 


By  Jane  Sasseen 

In  the  20  -plus  years  since  starting  out 
as  a  cook,  Jason  LeVecke  has  built  up 
one  of  the  biggest  restaurant  chains  in 
Arizona.  He  now  boasts  1,200  em- 
ployees manning  57  Carl's  Jr.s  across 
the  state — ten  of  them  added  this  year 
alone.  But  on  Jan.  1,  a  new  law  takes 
effect  in  Arizona  that  would  severely 
punish  businesses  caught  hiring  illegal 
immigrants.  So  LeVecke  is  looking  for 
growth  outside  his  home  state,  and 
will  build  25  new  restaurants  in  Texas. 
Unless  the  legal  situation  improves,  he 
says:  "We  won't  add  any  new  sites  in 
Arizona.  It's  too  great  a  risk." 


"Everyone  who  wants  a  job  has  one,"  says 
th6/^ji^6^a  Chamber;  of  Commerce  head. 
"What  we  need  are  more  workers,  not  less." 


In  the  wake  of  the  federal  govern- 
ment's failure  to  reform  immigration 
laws,  Arizona  joins  the  more  than  100 
states  and  municipalities  that  have 
taken  matters  into  their  own  hands  in 
hopes  of  stemming  the  tide  of  illegal 
immigrants.  But  Arizona's  law  is  by  far 
the  harshest  toward  business.  A  com- 
pany caught  knowingly  employing  an 
undocumented  worker  has  its  license 
suspended  for  up  to  ten  days.  Get 
caught  a  second  time,  and  a  company 
loses  its  license  to  operate  altogether— 
what  Governor  Janet  Napolitano  has 
called  the  "business  death  penalty." 
LeVecke  and  others  argue  the  law 
could  shut  a 
company  down 
even  for  inad- 
vertently hiring 
illegal  workers 
with  false  papers. 
"The  penalties 


are  swift,  absolute,  and  terminal,"  I 
John  Doran,  a  Phoenix-based  lawy 
Business  fears  similar  measures  co 
be  enacted  elsewhere.  "This  is  a  te: 
case  for  how  hard  states  will  come 
down  [on]  employers,"  warns  Angt 
Amador,  director  of  immigration  p  4 
for  the  U.S.  Chamber  of  Commerci  I 

This  fall  a  coalition  of  business 
groups  filed  suit  to  quash  the  law. 
On  Dec.  7,  U.S.  District  Judge  Neil'  | 
Wake  threw  the  suit  out  on  technic  J 
grounds.  He  also  argued  the  suit  w;  | 
premature.  Three  days  later  the  pk  1 
tiffs  filed  a  new  suit  and  have  asked  1 
a  preliminary  injunction. 

Napolitano,  who  signed  the  bill,  j 
nonetheless  urged  the  state  legisla  I 
to  clarify  the  law  so  that  companie  1 
aren't  unfairly  investigated.  A  spol  ] 
man  for  the  governor  also  says  thai; 
companies  that  do  as  the  law  requi 
and  verify  new  employees'  legal  st; 
with  a  federal  database  should  not ' 
a  problem. 

Still,  companies  are  scrambling 
prepare.  Many  have  spent  months 
ing  over  old  records  to  check  the  st 
of  their  workers.  LeVecke  says  he  hi 
centralized  all  hiring  rather  than  ri 
a  local  manager  making  a  mistake  t 
could  put  him  out  of  business. 

Julie  A.  Pace,  of  Ballard  Spahr  An 
drews  &  Ingersoll,  one  of  the  lawye: 
the  employers'  suit,  says  thousands 
workers  have  already  lost  their  jobs! 
scrutiny  increases,  many  other  cliel 
worry  that  they  won't  find  enough!  | 
With  a  low  state  unemployment  rat 
of  3.7%,  sectors  such  as  constructs 
hotels,  restaurants,  and  agriculture 
could  find  the  going  tough.  "Everyc 
who  wants  a  job  has  one,"  says  Glen 
Hamer,  the  head  of  the  Arizona  Ch£ 
ber  of  Commerce.  "What  we  need  a  | 
more  workers,  not  less." 

Meanwhile,  more  companies  cou  I 
bail.  Curry  Seed  &  Chili  Co.  stopper 
growing  some  crops  in  Arizona  and 
may  plant  in  Mexico,  in  part  becaus 
fears  worker  shortages  will  worsen « 
the  law  takes  hold.  And  Pace  says  st 
gets  a  call  every  month  from  the  CE 
an  out  -of- state  company  that  was  J 
to  acquire  an  Arizona  firm  in  Octobi 
The  deal  has  been  put  off  until  Janui 
But  if  the  new  law  goes  into  effect,  s 
says,  it  may  never  get  done.  1  bw  1 
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sst!  Wanna  Buy 
in  iPhone? 

pie  won't  open  shop  in  Beijing  until  next  year.  But 
$680,  you  can  buy  a  smuggled,  hacked  one  today 


uce  Einhorn  and  Chi-Chu  Tschang 
t  to  buy  an  iPhone  in  Beijing? 
'ong  is  your  man.  Apple's  hugely 
dar  mobile  device  isn't  legally 
able  in  China.  Yet  at  Liu's  elec- 
cs  shop  near  the  capital's  premier 
jrsities,  you  can  buy  one  for  $680. 
r  mind  that  Apple  hasn't  autho- 
any  Chinese  cellular  operator  to 
Ithe  iPhone.  Liu's  iPhones  have 
hacked  so  they  can  be  used  locally, 


A  counterfeit 
Apple  iPhone 
for  sale  in 
a  Shanghai 
market 

'If  there's 


^putting  Chinese 

icters  on  its  touch 

n  is  a  cinch. 

ere  still  is  one  big 

em— that  is,  if  the 

e  happens  to  break. 

ware  problem,  we  can  fix  it  for 

says  Liu.  "But  if  it  drops  and 

:s,  then  you're  out  of  luck."  The 

sets  Liu  sells  were  purchased 

id  and  then  smuggled  into  the 

land.  Other  dealers  market 

lie  clones  that  were  illegally  made 

ina.  Consumers  who  crave  the 

ort  of  warranties  may  have  to 

heir  time  until  Apple  inaugurates 

st  China  store  in  time  for  the 


Beijing  Olympics  next  summer. 

For  many  Chinese,  though,  that's 
simply  too  long  a  wait.  More  than 
160  million  are  now  plugged  into 
the  Internet,  which  has  helped  stoke 
iPhone  mania  on  the  mainland.  For 
status -conscious  urbanites  who 
regularly  upgrade  their  phones,  this  is 
the  must -have  gadget.  "The  iPhone 
is  considered  by  many  Chinese  to  be 
the  best  phone  out  there,"  says  Shaun 
Rein,  marketing  manager  at  China 
Market  Research  Group  in  Shanghai. 

Strangely,  Steve  Jobs  &  Co.  seem  to 
be  in  no  rush  to  leverage  the  iPhone 's 
popularity  in  what  is  the  world's  big- 
gest cellular  market,  with  528  mil- 
lion mobile  users.  The  multimedia 
handset  premiered  in  the  U.S.  in  June 
and  went  on  sale  in  Britain,  Germany, 
and  France  last  month.  Apple  plans  to 
open  a  store  in  Beijing  in  mid-2008. 
And  rumors  are  flying  in  Chinese  tech 
and  telecom  circles  that  Apple  is  in 
talks  with  the  country's  No.  1  cellular 
operator,  China  Mobile.  Neither  of  the 
companies  would  confirm  that  they 
are  in  negotiations  over  the  iPhone. 

If  a  deal  is  indeed  in  the  works, 
count  on  China  Mobile  to  drive  a  hard 
bargain  when  it  comes  to  profit  - 
sharing.  China  Mobile  is  the  world's 
largest  cellular  carrier,  with  369  mil- 
lion subscribers,  equal  to  a  70%  mar- 
ket share  of  the  mainland.  "There  is 
no  need  for  it  to  make  the  kind  of  deal 
that  American  and  European  operators 
have  been  making,"  says  Dave  Carini, 
an  analyst  with  the  Beijing-based 
research  firm  Maverick  China.  1 BW 1 
-  With  Peter  Burrows  in 
San  Mateo,  Calif. 


A  DAY  IS  A  THOUGHT 

A  YEAR  IS  A  PHILOSOPHY 

386,   William   Grant   thought   a 
making  the   'best   dram   in   the  va 
So  he  rolled  up  his  sleeves  (and  the 
sleeves  of  his  wife,   seven  sons,   two 
daughters  and  a  stonemason)  and  set 
to  work  in  the  Glen  of  Fiddicr 
the  space  of  a  single  year  Grant  had 
built  his  thought  into  a  distillery,  and 
a    distillery    into    a    family    philosc 
The    Glenfiddich    12   Year   Old    Single 

:  Scotch  Whisky  still  flows  four 
generations  later,  a  lively  balance  of 
fresh  pear  with  the  richness  of  subtle  oak. 
Thoughts  don't  turn  into  philosophies 
in  a  single  day,  but  give  yourself  a 
year  and  the  possibilities  are  endless. 


GLENFIDDICH 
EVERY  YEAR  COUNTS 


Glenfiddich 
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Hasbro's  Little 
Cash  Cows 


Sales  of  the  company's  toys  for  girls  have  soared 
from  $60  million  to  $600  million  in  five  years 


By  Christopher  Palmeri 
Hasbro  has  long  been 
known  for  its  toys  for 
boys:  Transformers, 
Star  Wars  light  sabers, 
and  the  original  action 
figure,  G.I.  Joe.  Now 
it  has  found  some- 
thing for  girls  that  is 
so  popular  it  gets  as 
much  space  in  Toys 
'R'  Us  as  Barbie  dolls: 
the  Littlest  Pet  Shop,  a 
collection  of  inch  -  tall 
kittens,  puppies,  ham- 
sters, and  turtles  that 
inhabit  a  pet  store. 

Littlest  Pet  Shop's  success  has 
helped  send  sales  of  girls'  toys  soaring 
at  Hasbro— from  $60  million  to  more 
than  $600  million  in  five  years.  What's 
really  interesting  is  that  it's  an  old 
brand  executives  have  just  dusted  off. 
The  Littlest  Pet  Shop  was  first  intro- 
duced in  1992  to  modest  acclaim.  After 
four  years  enthusiasm  dwindled,  and 
the  line  was  retired. 

The  second  life  of  Littlest  Pet  Shop 
is  also  a  critical  test  of  Chief  Executive 
Alfred  f .  Verrecchia's  plan  to  develop 
more  enduring  brands  that  can  trans  - 
late  into  other  merchandise— in  this 
case  bedding,  backpacks,  and  elec  - 
tronic  gadgets.  As  Sharon  John,  head 
of  Hasbro's  girls'  division,  puts  it:  "No 
more  one -hit  wonders." 

Since  reintroducing  Littlest  Pet  Shop 
in  2005,  Hasbro  has  sold  more  than  60 
million  of  the  figures  at  roughly  $4  a 
piece.  Gerald  Storch,  head  of  Toys  'R' 
Us,  is  pleased,  but  he  knows  few  toys 
have  long  shelf  lives.  "It's  hard  to  tell 
which  are  the  lifetime  franchises  and 


Littlest  Pet  Shop's 
interactive  kitty: 
Hasbro  is  going 
digital  to  attract 
older  girls 


which  are  the  five  - 
year  ones,"  he  says. 

The  girls' toys 
revival  at  Hasbro 
dates  back  to  the 
relaunch  of  My 
Little  Pony,  a  big  hit 
in  the  1980s.  While 
archrival  Mattel  and 
newcomer  MGA 
Entertainment  were 
battling  it  out  with 
their  Barbie  and 
Bratz  dolls,  Hasbro 
reintroduced  its 
plastic  ponies  (with 
long,  brushable  hair) 
in  2003.  "Everyone 
was  complaining 
that  dolls  had  got- 
ten edgy— that  girls 
were  growing  up  too  fast,"  John  says. 
"We  went  with  a  very  sweet  back-to- 
basics  product." 

In  its  marketing,  Hasbro  played 
up  nostalgia  for  the  toy.  One  ad  in 
Parenting  magazine  promised  moms 
they  could  "share  those  wonderful 
memories"  of  My  Little  Pony  with 
their  daughters.  Hasbro  even  decided 
to  keep  the  original  theme  song  (My 
little  pony,  my  little  pony/Will  there  be 
exciting  sights  to  see?/Where  will  you 
wander?  Hither  and  yonder). 

After  that,  Verrecchia  wanted  a 
whole  portfolio  of  girls'  brands.  Execu- 
tives decided  to  look  methodically  for 
toys  for  each  age  group.  My  Little  Pony 
targeted  girls  age  two  to  five;  John  and 
her  team  figured  Littlest  Pet  Shop  could 
be  pitched  to  six-  to  eight -year -olds. 

In  redesigning  Littlest  Pet  Shop, 
John's  group  mixed  the  modern  with 


the  traditional.  They  gave  the  anin 
the  big,  vulnerable  eyes  made  popi 
by  Japanese  animators.  They  tonec 
down  the  pink  packaging  and  weni 
with  more  contemporary  purple  ai ' 
green.  But  they  kept  the  figures  th< .. , 
same  size  as  before— much  smallei  J 
than  most  dolls— knowing  girls  lik  1 
collect  and  carry  little  things. 

Then  John  applied  a  few  time  -  te  \ 
lessons  from  boys'  action  figures.  I 
The  company  created  more  than  31  j 
versions  of  the  animals,  changing  j 
them  every  few  months  to  keep  kic  1 
interested.  And  for  the  holiday  sea  I 
there's  Littlest  Pet  Shop  bobble  he 
($4),  electronic  diaries  ($19),  and 
plug-  'n'  -play  TV  games  ($25). 

Now  comes  the  digital  strategy  - 
which  will  sound  familiar  to  those 
know  about  Webkinz  (below).  Hasl 
has  started  selling  what  it  calls  Virt 
Interactive  Pets  on  its  Web  site  and 
those  of  a  few  retailers.  The  bigger, 
$15  dolls  come  with  a  secret  code  tl 
unlocks  an  online  world  where  kid; 
can  create  virtual  pets  and  play  gar 
Hasbro  hopes  the  new  line,  which  | 
national  in  February,  will  draw  in  g. 
older  than  eight. 

Sometime  later  in  2008,  Hasbro, 
through  a  relationship  with  video- 
game maker  Electronic  Arts,  will 
introduce  Littlest  Pet  Shop  games 
for  Nintendo's  handheld  DS  and  W 
game  platforms.  Maybe  then  boys 
will  want  to  play,  too.  1 BW 1 


LINKS 

These  days,  Web  play  is  an  essenti. 
part  of  the  toy-marketing  game  pL 


Hasbro  isn't  the  only  company 
interested  in  blending  real  and 
virtual  play.  Competitors,  including 
Mattel,  with  its  Barbie  Girls  device, 
and  Ganz,  with  its  popular  Webkinz, 
are  two  offering  toys  that  give  kids 
passwords  to  enter  special  Web 
sites.  Market  researcher  NPD 
Group  found  in  a  recent  study  that 
about  39%  of  children's  game  time 
is  spent  connected  to  the  Net.  By 
age  six,  many  are  playing  video  and 
PC  games  three  hours  a  week. 
Such  play  peaks  in  the  teen  years  at 
10  hours  a  week,  with  girls  trailing 
off  sooner  than  boys. 


c 
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WHAT'S  NEXT 


SIGN 


1  New  Blueprint 
or  Cisco 

)rdell  Ratzlaff  wants  to  expand  the  tech  giant's 
ach  by  designing  products  customers  can  love 


'eter  Burrows 

dell  Ratzlaff  knows  firsthand  how 
notch  product  design  comes  to 
\fter  all,  he  once  worked  for  Apple 
Steve  Jobs,  heading  up  the  group 
created  the  look  and  feel  of  the 
intosh  operating  system.  But  when 
:laff  arrived  at  Cisco  Systems  a 
ago,  he  found  that  instead  of  a 
gn  czar,  the  company  had  prod- 
requirement  specs.  These  dreary 
rments,  crafted  by  engineers  and 
keters,  tend  to  get  crammed  with 
Mless  features,  with  little  attention 
to  how  the  product  will  get  used. 
t  at  the  last  minute  are  industrial 
gners  brought  in  to  make  an  item 
-friendly.  Complains  Ratzlaff: 
a  200-page  document  that  no- 
f  reads,  but  everyone  spends  four 


months  arguing  about.  It's  like  hiring 
the  architect  while  the  cement  truck  is 
idling  outside." 

Now,  Ratzlaff,  47,  Cisco's  director 
of  user  experience,  hopes  to  borrow 
a  page  from  his  old  employer.  He  and 
his  dozen-or-so  staffers  have  created 
a  blueprint  for  how  Cisco's  products 
should  work  together  for  customers. 
With  the  support  of  CEO  John  Cham- 
bers and  other  top  brass,  they  are  trying 
to  impose  it  on  the  San  Jose  company. 

Their  degree  of  success  will  help 
determine  whether  Cisco  can  reach 
beyond  the  business  of  selling  routers 
and  other  basic  networking  gear,  an 
area  it  dominates,  into  faster -growing 
markets  for  products  that  make  use  of 
those  networks.  "Cisco  is  respected  for 
their  technology  and  for  their  finan- 


A  DAY  SAYS  CRAZY 
A  YEAR  SAYS  GENIUS 
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Tablet  Hotels 

Hotels  for  Global  Nomads 


Visit  us  at 

www.TabletHotels.com 

to  just  get  away. 


Goldeneye  and  Strawberry  Hill  in  Jamaica. 
Featured  Hotels  on  TabletHotels.com 


WHAT'S  NEXT 


success,  but  nobody  really  knows 
t  they  do,"  says  Hartmut  Esslinger, 
ider  of  consultancy  frog  design, 
recent  years,  Cisco  has  rolled  out 
ie  networking  gear,  office  phones, 
jity  cameras,  Web  conferencing 
ices,  and  lifelike  Telepresence  vid- 
mferencing  systems.  Don't  look  for 
come  out  with  a  basic  cell  phone  or 
ic  player.  But  Cisco  will  try  to  beat 
le,  Nokia,  or  Sony  into  new  mar- 
Its  Linksys  unit,  for  instance,  sells 
e  phones  and  Webcams,  and  Cisco 
itually  wants  to  sell  a  version  of 
Presence  to  families. 
:sco  also  could  play 
ge  role  in  creating 
lucts  and  software  to 
e  all  sorts  of  Net  -  con- 
ed devices  talk  to  each 
r.  That  might  mean 
»ing  a  movie,  bought 
g  Cisco's  Scientific 
nta  TV-  set  -  top  box , 
i  a  living  room  to  your 
^iter's  college  PC.  Or 
lessly  moving  photos 
i  a  camping  trip  to 
outdoorsy  friends 
social  networking 
Says  RelevantC  Business  Group 
ultant  Ed  Lewis:  "The  multibil- 
dollar  opportunity  is  if  they  can 
ie  bridge  that  makes  navigating 
?een  all  these  devices  as  simple  as 
ling  on  your  TV.  If  they  do  that,  it's 
Tie  run." 

4K SLATE 

laff  comes  across  as  far  too  calm  to 
revolutionary- neither  as  way- 
s  many  product  designers  nor  as 
y  as  the  average  Cisco  engineer, 
r  leaving  Apple  in  1999,  Ratzlaff 
rid  up  at  frog  design.  He  says  he 
passed  up  design  jobs  at  Google 
it  Apple's  online  store  because  he 
ght  he  could  have  more  influence 
sco.  There,  he  found  a  blank  slate. 
If-decade  ago,  for  instance,  Cisco 
ched  a  line  of  office  phones  that 
advantage  of  its  pioneering  work 
eap  Internet  telephony.  But  some 
)mers  found  them  way  too  com- 
ted.  Customers  such  as  Merrill 
h  canceled  or  delayed  some  orders 
Cisco  could  make  the  phones  less 
ifying.  "We  want  our  products  to 


Cisco's  sales  this 
year  that  will  come 
from  consumer 
products,  a  tenth  of 
its  $35  billion  total. 

Data:  Cisco  Systems 


evoke  a  strong  emotion -but  hopefully 
not  anger,"  deadpans  Senior  Vice-Pres- 
ident Don  Proctor,  who  hired  Ratzlaff. 
Technically,  Ratzlaff  works  for  that 
same  phone  unit.  But  he  says  Chambers 
has  told  him  he  wants  the  new  design 
process  to  take  hold  throughout  Cisco. 
Earlier  this  year,  Ratzlaff  canceled 
the  release  of  a  software  upgrade  that 
would  let  phone  users  choose  their 
ringtones  and  wallpaper,  but  whose 
interface  seemed  designed  more  for  a 
network  administrator  than  a  regular 
person.  "We  wanted  to  send  a  mes- 
sage that  Cisco  will  no 
longer  ship  a  product  just 
because  it's  time  to  ship," 
Ratzlaff  says. 

Right  now,  consumer 
products  account  for 
a  small  slice — about 
10%-of  Cisco's  $35  billion 
annual  sales.  And  chang- 
ing its  engineer -centric 
development  process 
won't  be  easy.  Ratzlaff 's 
crusade  aims  straight 
for  the  heart  of  Cisco's 
power  base,  the  midlevel 
managers  who  cram  those 
features  into  new  products.  "The 
question  isn't  whether  they  can  build 
a  good  consumer  product,"  says  a  rival 
CEO,  who  asked  not  to  be  named.  "It's 
whether  they'd  know  a  good  product  if 
it  bit  them." 

One  of  the  first  tests  will  come 
early  next  year  when  Cisco  rolls  out  an 
upgrade  of  its  newly  acquired  WebEx 
desktop  videoconferencing  system. 
The  company  wants  office  workers  to 
think  of  the  WebEx  site  as  more  than 
a  place  to  set  up  and  conduct  a  Web 
conference;  it  can  also  track  the  docu- 
ments, e-mails,  and  instant  messages 
that  are  connected  to  a  specific  project. 
In  his  frequent  pitches  to  Cisco  units 
and  outside  analysts,  Ratzlaff  talks  as 
well  about  "dusting,"  a  term  meant  to 
describe  a  finger -flick  movement  that 
might  someday  allow  customers  to 
move  between  devices— taking,  say,  an 
audio  -  only  cell  conversation  to  the  big 
screen  of  a  Telepresence  system. 

Hey,  it  ain't  the  iPhone.  But  getting 
communications  tools  to  work  to- 
gether without  hassles  would  be  pretty 
cool,  too.  IBW! 


A  DAY  IS  ATTRACTION 
A  YEAR  IS  LOVE 

Scientists  claim  physical  attraction  is  chemical. 
Inhale  a  particularly  pleasant  pheromone  and 
the  instantaneous  effect  includes  shortness  of 
breath,  heart  palpitations  and  in  some  cases, 
temporary  insanity.  Over  the  years  this  mysterious 
phenomenon  of  attraction  develop- 
even  stranger  one  called  love.  Glenfidd: 
familiar  with  chemical  reactions,  aromaE, 
perfect  matches.  The  Glenfiddich  18  Year  Old 
Single  Malt  Scotch  Whisky,  bringing  together 
the  scent  of  spiced  apple  and  robust  oak,  is 
the   lovechild   ol  iwn   passionate 

matured  for  18  years  then  married  in  i 
batches  for  lasting  depth  and  complexity 
Love  doesn't  happen  in  a  single  day,  but  give 
yourself  a  year  and  the  possibilities  are  en< 


GLENFIDDICH 
EVERY  YEAR  COUNTS 


DECEMBER  24,2007  I  BUSINESSWEEK 


WHAT'S  N 


ENTREPRENEURS 


Finding  Faces 
In  the  e-Crowd 
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A  Swedish  startup's  search  technology 
aims  to  ID  people  in  Web  photos 


By  Jennifer  L  Schenker 
A  picture  may  be  worth  1,000  words, 
but  when  you  use  words  to  search  for 
pictures  on  the  Net,  the  result  is  often 
worthless.  Just  try  looking  on  Google 
Images  for,  say,  photos  of  your  kids. 
Maybe  you'll  find  one  or  two  shots  on 
a  photo  site,  if  you  use  such  services. 
But  you're  just  as  likely  to  get  a  col- 
lection of  random  photos.  (Searching 
for  BusinessWeek's  Paris  bureau  chief 
yielded  pictures  of  Dick  Cheney,  a 
UFO,  and  Buddha.) 

Nikolaj  Nyholm,  32,  thinks  he  can 
do  better.  He's  the  CEO  of  Swedish 


startup  Polar  Rose,  a  new  advertising  - 
supported  service  that  provides 
software  tools  for  image  search.  The 
programs  —browser  "plug-ins,"  in 
geek -speak— hunt  for  pictures  based 
on  what  they  depict,  not  just  on  the  ti- 
tles or  captions  attached  to  them.  And, 
in  an  unusual  twist,  Polar  Rose  uses  its 
own  community  of  "beta  testers"  to 
help  label  photos  in  databases. 

The  results  are  both  startling  and, 
to  some  people,  alarming.  Identifying 
people's  faces  on  public  photo  sites 
and  other  Web  pages  without  ask- 
ing permission  opens  "a  huge  can  of 


worms,"  says  Lee  Tien,  a  lawyer  wit 
the  Electronic  Frontier  Foundation, 
civil  liberties  group  in  San  Francisc< 
"It  has  a  lot  of  dangerous  potential.' 
Before  joining  Polar  Rose  in  2006 
Nyholm  built  companies  to  streaml 
the  registration  of  Net  domain  nam 
or  help  people  share  Wi-Fi  connec- 
tions securely.  Approached  by  venti 
capitalists  to  advise  Polar  Rose  on 
face-recognition,  Nyholm  signed  oi 
CEO— partly  because  he  was  intrigi 
by  the  challenge.  Humans  excel  at 
spotting  people  they  know  in  pictui 
regardless  of  the  lighting  or  angle 
of  the  face,  but  computers  are  easily 
flummoxed.  Polar  Rose  addresses  p; 
of  the  problem  by  extracting  a  virtu 
3D  portrait  from  a  single  two-dimei 
sional  photo,  then  using  that  to  recc 
nize  the  same  face  in  other  photos. 

SEE  "EM  HERE,  SPOT  'EM  THERE 

That's  fine,  as  long  as  the  original  pi" 
is  labeled.  But  what  about  the  millio 
of  unidentified  faces  in  pictures  scat 
tered  acioss  the  Net  ?  Polar  Rose  tacl 
that  with  the  proverbial  wisdom  of  ti 
crowd.  Users  of  its  software  constan 
confirm  and  correct  the  program's 
search  results— much  as  readers  spo: 
errors  in  Wikipedia  articles. 

Users  also  can  make  their  own  phcl 
available  online,  which  Polar  Rose  a 
then  compare  with  millions  of  other  I 
For  example,  if  your  wedding  picture| 
with  all  the  guests  are  online  for  all  ti 
access,  you  may  suddenly  be  able  to 
find  other  shots  of  the  same  people 
elsewhere  on  the  Net.  And  the  name' 
Nyholm  says  Polar  Rose's  1,800  beta 
testers  are  already  viewing  and  verifi 
ing  a  half- million  photos  a  day,  and 
spotting  people  they  know  in  about  I 
of  the  pictures  they  see.  So  the  datab 
of  confirmed  identities  is  growing  fa 

Polar  Rose  expects  to  launch  the  s< 
vice  in  2008.  It  has  a  deal  with  Yahoc 
Flickr  site  that  will  allow  members  tc 
tag  photos  in  their  personal  albums. 
Polar  Rose  will  separately  introduce  j 
product  that  lets  any  Web  site— frorc 
blogs  to  large  social  networks — offer 
same  capability  by  adding  a  few  lines 
computer  code  to  each  page.  Down  tl 
road,  any  visitors  looking  at  photos  0 
such  sites  will  be  able  to  request  iden 
ties  of  the  faces  they  see  there .  ibwi 
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total  solution  for  all  your  business  needs  is  closer  than  you  think. 

x  Kinko's  Office  and  Print  Center  has  over  1,500  worldwide  locations,  many 
late.  From  copying  and  printing  to  packing  and  shipping,  FedEx  Kinko's  offers 
pge  of  solutions  for  all  your  office  needs.  FedEx  Kinko's  helps  save  you  time  and 
jy  so  you  can  focus  on  the  things  that  really  matter  —  like  growing  your  business. 
iore  information,  go  to  fedexkinkos.com.  Our  office  is  your  office® 
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CALL  CENTERS 


India's  Competition 
In  the  Caribbean 

Corporations  are  betting  that 
the  calm  of  the  Caribbean 
will  spread  beyond  its  sunny 
beaches  and  reach  into  the  call 
centers  sprouting  up  around  the 
islands.  The  region,  along  with 
Latin  America,  is  fast  becoming 
a  customer -service  hot  spot.  GE 

Money,  the  financial-services  arm  of  General  Electric,  is  using  call  centers  in  Barba- 
dos and  Puerto  Rico.  Delta  Air  Lines  is  sending  calls  to  Jamaica. 

The  region  offers  tax  breaks  from  local  governments  and  a  talent  pool  accustomed 
to  dealing  with  fussy  consumers.  "Resolving  complaints  at  the  front  desk  of  a  hotel  is 
very  similar  to  dealing  with  an  angry  customer  on  the  phone,"  says  Philip  Peters,  CEO 
of  Zagada  Markets,  an  outsourcing  research  firm.  According  to  Peters,  the  ranks  of 
Caribbean  call-center  agents  have  swelled  from  11,000  in  2002  to  55,000  in  2007. 

Hispanics  are  boosting  demand  for  bilingual  agents,  driving  companies  to  Central 
and  South  America,  too.  Dell  and  Hewlett-Packard,  among  others,  have  set  up  in  coun- 
tries such  as  Panama  and  Argentina.  "Latin  America  is  the  fastest  -  growing  region  that 
we  have,"  says  Mark  Notarainni,  HP's  call-center  director.  -Aili  McConnon 
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Southwest  Passengers 
Let  Off  Some  Steam 

When  Southwest  Airlines  rolled  out  its 
new  business  fares  and  boarding  pro  - 
cedures  in  early  November,  the  carrier's 
blog  quickly  became  crowded  with  com- 
ments. Nearly  500  impassioned  remarks 
have  been  posted  recently  about  the 
changes,  which  shook 

many  customers  applauded 
ges,  far  more  were  negative.  (A 
st  spokesperson  says  the  compa- 
iing  every  comment  and  taking 
lem. )  Although  the  blog  is  run  by 
le,  Southwest 's  public  relations 
js  the  unusual  step  of  letting 
r  customers  air  complaints  freely 
te.  A  sampling: 

Dennis:  "YOU  HAVE  FORGOT- 
TEN WHO  BROUGHT  YOU 

up  Southwest 's  long- 
standing first  -  come , 
first  -  served  boarding 
policy.  The  old  method 
often  meant  long  waits 
in  line  at  the  gate.  The 
new  way  assigns  pas- 
sengers a  specific  place 
in  line  and  gives  priority 
to  frequent  travelers  and 
people  who  pay  extra  for 
"business  select"  fares. 
Familie s  with  small  chil- 
dren who  don't  check  in 

TO  THE  DANCE!  Instead,  you 
[got]  to  the  dance,  and  have 
decided  to  ditch  your  date." 

From  Jennifer:  "To  everyone 
who  is  SOOOOO  happy  that 
families  with  small  children  do 
not  get  to  board  first ,  I  will  be 
looking  to  sit  right  next  to  you 
with  my  1  Vi  year  old." 

And  from  Mike  L.:  "Con- 
gratulations! If  your  service 
deterioriates  enough,  you 
might  even  have  a  chance  to 
merge  with  United! " 

SOFTWARE 


Your  Call  May  Be 
Monitored  by  a  P 

Customer- service  message 
may  say,  between  segment: 
Muzak,  that  companies  rec 
calls  for  "quality  and  train- 
ing purposes."  In  reality,  th 
rarely  play  back  all  of  the  c£ 
because  it  would  take  armit 
of  workers  weeks  to  listen  t 
them.  But  companies  such 
FedEx,  Comcast,  andDisne 
Cruise  Lines  now  use  softw 
to  analyze  thousands  of  hoi 
of  conversations  in  minute: 
Initially,  the  software— c: 
vendor's  was  first  used  by  t: 
Israeli  military  for  eavesdns 
ping — could  only  detect  ho ; 
often  customers  repeated 
words  such  as  "  damn"  or    ! 
"manager."  Newer  version;  j 
can  distinguish  between 
speakers  and  dissect  phrasi 
and  their  context .  For  in  -    1 
stance,  if  a  cellular  provided 
gets  a  spike  in  calls  from  cu 
tomers  saying  "I  would  like 
speak  to  your  supervisor"  ( : 
"Give  me  someone  else  to  1 1 
to,"  the  software  can  exam- 
ine this  "cluster"  of  calls  tc 
determine  if  service  is  dow 
in  a  given  area  or  whether  t 
problem  lies  simply  with  ai 
inept  agent.  -AiliMcConrn 


of  consumers  who  complaL 
to  companies  say  they  got 
"nothing"  for  their  efforts. 

Data:  The  2007  National  Customer  Ragfj 
Study  by  Customer  Care  Measurement  a 
Consulting 
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See  Clearly. 


Dun  &  Bradstreet  is  the  world's  leading 
source  of  business  information  and  insight 
on  the  companies  that  are  important  to 
your  business.  Our  Solutions  for  Customer 
Data  Integration,  powered  by  our  exclusive 
DUNSRight™  Quality  Process,  give  you  a 
single  view  of  your  customers. 


tf.dnb.com/cdi 
234.3867 


D&B:  CDI  Starts  Here. 
That's  D&B®  Sure. 
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IBM  helped  Staples  create  a  better,  more  efficient  online 
experience,  which  increased  their  online  conversion  rate  by 
60%.  Start  turning  browsers  into  buyers  at  ibm. com/do/retail 
STOP  TALKING  START  DOING 


een  +  windfall  =  disaster? 

080  Savings  bond  limits;  hot  markets 

1  The  Hungarian  on  Napa's  map 


STOCKPICKING:  POWER 
OF  THE  PEOPLE 


By  David  Bogoslaw 


After  the  Delta  Air  Lines  bankruptcy 
wiped  out  82%  of  his  pension,  retired 
pilot  Bob  Craft  joined  the  online  in- 
vesting community  ValueForum.com 
in  2004  to  help  protect  his  remaining 
savings.  At  the  time,  he  was  such  an 
investing  novice,  he  was  hard-pressed 
to  think  of  a  stock  to  recommend  on 
ValueForum's  discussion  board,  a  re- 
quirement for  the  earliest  members. 

With  the  help  of  advice  from  other  ValueForum 
investors,  Craft  steered  his  pension  account  to 
a  30%  return  in  the  first  year,  trouncing  the  8% 
gains  Fidelity  Investments  and  Bank  of  America 
were  bringing  him  on  some  nonretirement  ac- 
counts. After  beating  the  pros  for  a  second  year, 
he  took  charge  of  all  his  accounts.  Now  Craft, 
64,  spends  about  six  hours  a  day  trawling  for  in- 
formation to  back  up  what  he  hears  from  other 
members.  He  places  orders  through  Fidelity's 
Active  Trader  Pro.  One  of  his  biggest  triumphs 
was  unloading  mortgage  broker  NovaStar 


One  day  you'll  re 
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icial  at  $43.29  a  share  in  November,  2004. 
aid  around  $21  for  it  in  April,  2003,  before 
ig  ValueForum,  and  the  stock  now  trades  at 
ad  $3.  "The  beauty  was  ValueForum  told  us 
1  to  get  out,"  he  says.  Year  to  date,  his  port- 
is  up  19%— it  had  been  ahead  38%  before 
mber's  market  carnage— and  he  no  longer 
ies  about  his  nest  egg. 
ke- charge  investors  are  turning  to  a  new 
ration  of  Web -based  investing  communi- 
Whether  they  allow  members  to  see  one 
tier's  trades  or  just  share  advice,  such  net- 
s  convey  a  sense  of  trust  and  transparency 
f  people  feel  is  lacking  with  professional 
:ers.  They  also  welcome  those  with  port  - 
5  of  less  than  $1  million— a  group  increas- 
overlooked  by  money  managers, 
sides  ValueForum,  the  new  sites  include 
Financial.com  and  Covestor.com.  Unlike 
te brokers  such  as  TradeKing.com  and 
o.com,  which  have  social -networking 
res,  these  sites  don't  execute  trades. 

Financial.COm  I  This  free  site  opens  a 
time  window  onto  each  member's  invest  - 

portfolio  by  aggregating  trading  infor- 
pn  from  online  brokerage  accounts.  Any 
|:s,  exchange -traded  funds,  and  mutual 
3  a  member  has  owned  within  the  past 
ars  show  up.  In  the  future,  options  and 

income  trades  will  also  appear.  This  info 
not  reveal  how  much  members  are  trad- 
mly  the  percentage  of  their  portfolios  the 

represents.  Eliminating  the  sensitive  stuff 

s  users  to  communicate  freely,  says  Steven 
enter,  the  site's  founder.  He  has  plans  to 

fee-based  advisory  service  for  members. 

Stor.COm    Join  this  site,  and  it  will  im- 
up  to  three  months  of  trading  data  from 


your  various  brokerage  accounts,  then  rank 
your  entire  portfolio  by  absolute,  risk- 
adjusted,  and  sector  returns.  You  can  see 
other  members'  portfolios  and  stats,  and  they 
can  see  yours. 

Eric  Wolff,  25,  who  uses  advice  from  Coves - 
tor  to  manage  a  portion  of  a  family  trust,  likes 
ranking  portfolios  by  a  measure  of  risk  called 
the  Sharpe  ratio.  "That  allows  you  to  filter  out 
people  who  just  got  lucky  and  focus  on  people 
who  have  better  risk- adjusted  returns,"  he  says. 

To  join  Covestor,  you  need  a  portfolio  worth 
at  least  $10,000.  Membership  is  free  now, 
but  sometime  next  year  the  site  will  charge  to 
follow  the  portfolios  of  the  top  performers.  Co- 
founder  Rikki  Tahta  says  he  would  eventually 
like  to  set  up  a  program  in  which  members  can 
automatically  replicate  trades  made  by  market - 
beating  members. 

ValueForiim.com  I  This  four-year-old  commu- 
nity has  1,400  members— mostly  over  55  and 
retired  with  an  average  portfolio  of  $1  million, 
says  co-founder  Adam  Menzel.  Users  pay  $220 
annually.  ValueForum  doesn't  track  members' 
accounts,  but  it  lets  them  gauge  one  another's 
performance  in  other  ways,  such  as  through 
quarterly  stock-picking  contests.  Investors 
come  to  this  site  for  the  discussions.  They 
can  even  vote  to  dispatch  off- topic  posts  to  a 
separate  conversation  board  called  the  "Coffee 
Shop"  to  keep  the  main  threads  focused  on 
investing  matters. 

Building  on  the  idea  of  community,  the  site 
organizes  an  annual  conference  called  Invest 
Fest  (one  is  planned  for  February  in  Orlando). 
It  includes  presentations  not  only  by  members 
but  by  investing  professionals  and  even  on  oc  - 
casion  the  chief  financial  officer  of  a  company 
the  members  are  following.  1 BW 1 


/our  dreams  that  should  keep  working. 


Call  your  broker,  or  visit 
hartfordinvestor.com. 
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Custodial  account  remorse:  It's  the  regret  yoi 
feel  about  a  special  type  of  investment  or  savii 
account  you  set  up  for  your  toddler  years  ago. 
By  Lynn  Brenner  You  thought  you  were  doing  the  right  thing  at 

time.  But  now  that  tot  is  a  reckless  teenager,  and  you're  not  sure  he'll  be  mature  enough  to  handle 
much  money  when  you  hand  it  over  to  him  at  age  18  (or  21,  depending  on  the  state).  I  Is  there  a  wa 
undo  your  good  intentions — or  at  least  put  them  on  hold  ?  The  rules  in  the  Uniform  Gifts  to  Minor; 


TEEN  +  WINDFALL  = 
DISASTER? 


and  the  Uniform  Transfers  to  Minors  Act  make 
it  clear  that  the  money  belongs  to  the  child  and 
must  be  transferred  when  the  minor  comes  of 
age.  But  you  can  take  steps  to  minimize  the  risk 
that  the  funds  will  be  squandered. 

No,  you  can't  conveniently  forget  to  mention 
the  account  exists.  "The  first  question  people 
ask  is:  'Who's  going  to  know?' "  says  Douglas 
Olin,  a  partner  at  Cummings  &  Lockwood, 
a  Greenwich  (Conn.)  law  firm.  The  answer: 
your  kids.  As  soon  as  they  start  filing  their  own 
tax  returns,  the  IRS  will  ask  why  they're  not 
reporting  their  custodial  earnings.  But  here's 
what  you  can  do: 

•  Transfer  the  money  to  a  529  college  - 
savings  plan  that  accepts  custodial  funds. 

(Not  all  do. )  The  account  still  belongs  to  the 
child  but  will  now  incur  a  10%  penalty  if  it  is 
spent  on  anything  other  than  college.  If  the 
student  qualifies  for  financial  aid,  there's  an- 
other advantage  to  this  switch:  The  aid  formula 
treats  UGMA  and  UTMA  529s  as  parental  as- 
sets, only  5.6%  of  which  are  deemed  available 
to  pay  for  school.  But  a  student  must  spend 
20%  of  his  or  her  assets  on  college  expenses.  So 
if  the  money  is  in  a  regular  custodial  account, 
the  student  may  not  get  as  much  assistance. 

•  Use  custodial  funds  for  camp,  music 
lessons,  and  other  expenses  for  the  child— 
and  keep  good  records.  The  law  specifically 
allows  you  to  spend  the  money  on  things  you're 
legally  bound  to  pay  for  as  a  parent.  (As  long 

as  over  50%  of  the  total  support  is  coming  out 
of  your  pocket ,  you  can  still  declare  the  child 
a  dependent  for  tax  purposes.)  Many  advisers 


think  it's  O.K.  to  pay  for  nonessentials,  such  as 
camp,  but  consider  it  highly  unethical  to  dip 
into  a  custodial  account  for  food  and  clothing. 

•  Invest  the  account  in  an  illiquid  asset, 
such  as  a  family  limited  partnership.  This 
makes  it  harder  for  the  child  to  get  the  money. 
But  you  can  claim  you're  doing  your  fiduciary 
duty  by  pooling  family  assets  for  better  returns. 

•  The  most -often -recommended  strategy: 
none  of  the  above.  Many  advisers  think  you 
should  hand  over  the  account  when  your  kid 
attains  legal  majority— and  lay  down  the  law 
about  how  it  can  be  used.  "You  don't  lose  your 
parental  authority  just  because  the  law  says 
your  kid  can  take  the  money,"  says  Chicago 
attorney  Kaye  Thomas.  Tell  him  you  expect  him 
to  use  it  for  college  or  put  it  into  a  trust  for  his 
own  benefit,  ibwi 
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Don't  just  watch  it,  live  it.  In  LC  Full  HD. 

Introducing  LC  1080p,  the  new  standard  in  high  definition  television.  With 
crisper  details,  intensely  vivid  colors  and  a  picture  clarity  so  far  beyond 
anything  you've  seen  before  -  it's  pretty  slick.  What  else  would  you  expect 
from  the  world's  largest  maker  of  TV  flat  panels?*  LCUSA.COM/FullHD 
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•  Electronics  USA.  Inc  Englewood  Qlrffi,  NJ.  LC  Design  and  Life's  Good  are  trademarks  of  LG  Electronics,  Inc  'Based  on  plasma  and  LCD  module  production  Q5  2006.  Screen  images  simulated 
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EDITED  BY  AMY  DUNKIN 


PUTTING  A  CAP 
ON  A  SWEET  DEAL 


The  U.S.  Treasury  is  cutting  deeply  into  how  much  you  can  sock  away  in  U.S. 
savings  bonds.  Starting  on  Jan.  1, 2008,  savers  may  put  away  $20,000  per  year: 
$5,000  each  in  traditional  Series  EE  and  inflation -indexed  Series  I  bonds  you 
buy  online,  another  $5,000  each  in  paper  bonds  you  get  through  a  bank.  The 
current  limit  is  $120,000,  so  if  you  want  more  than  $20,000  worth,  buy  soon. 

The  I-bond  cap  makes  it  harder  for  individuals  to  hedge  against  inflation 
at  a  time  when  rising  prices  are  a  threat.  Yet  many  finance  scholars  argue  that 
inflation -indexed  bonds  should  be  the  foundation  of  a  long-term  retirement 
portfolio.  "The  U.S.  Treasury  is  deliberately  making  I-bonds  more  difficult  to 
acquire  and  hold,"  says  Boston  University  professor  Zvi  Bodie.  The  govern- 
ment says  it  isn't.  "We're  trying  to  redefine  the  program  toward  the  small 
investment,"  says  Joyce  Harris,  a  Treasury  spokesperson.  The  lure  of  the 
I-bond:  Your  savings  compound  tax-free,  so  you  don't  pay  taxes  until  you  cash 
in.  There's  no  cap  on  purchases  of  Treasury  inflation -protected  securities,  but 
TIPS  don't  defer  taxes  unless  held  in  a  retirement  account.  -Christopher  Farrell 


INVESTING'S  NEXT  HOT  SPOT: 
THE  MIDEAST  AND  NORTH  AFRICA 


Move  over,  BRICs,  and  make  room 
for  MENAs.  BRICs  (for  Brazil,  Rus- 
sia, India,  and  China)  have  been  hot 
investment  markets  for  the  past  few 
years.  Now  attention  is  turning  to 
the  Middle  East  and  North  Africa 
(MENA).  Algebra  Capital,  a  Dubai  in- 
vestment firm  partly  backed  by  fund 
giant  Franklin  Templeton,  opened  a 
$500  million  Alpha  MENA  portfolio 
on  Oct.  7.  The  fund,  which  requires 
a  $100,000  minimum,  focuses  on 
financial  services,  construction,  oil, 


fertilizer,  and  transportation  com- 
panies in  the  region.  Permal  Group, 
Legg  Mason's  fund  of  hedge  funds, 
launched  a  fund  on  Nov.  30  with  an 
emphasis  on  MENA  countries. 
Investors  with  lesser  sums  can  play 
the  MENA  wave  through  T.  Rowe 
Price's  Emerging  Europe  &  Mediter- 
ranean mutual  fund  or  the  SPDR 
S&P  Emerging  Middle  East  &  Africa 
exchange -traded  fund,  though  both 
have  much  broader  investment 
mandates.  -Lauren  Young 


TAX  BITE, 
BY  COUNTRY 


Fed  up  with  taxes  ?  Move  to  the  Unit 
Arab  Emirates.  The  UAE  takes  the 
smallest  chunk  of  any  country  in  th 
world,  according  to  Mercer's  World 
wide  Individual  Tax  Comparator 
Report.  The  U.S.  ranks  in  the  middk 
of  the  32  -  nation  list ,  while  Hungan  | 
takes  the  biggest  share.  -Lauren  Yo 


COUNTRY 


TAX  AS  A  q 
OFINCOMl' 


UAE 

Hong  Kong 

Russia 

Taiwan 

South  Korea 

U.S. 

Pol. 

Itah 

Der 

Belgium 

Hungary 


Poland 

37.4 

Italy 

38.6 

Denmark 

39.9 

5% 
8.9 
13.0 
15.0 
15.6 
20.9 
37.4 
38.6 
39.9 
40.4 
48.5 


'Gross  income,  married  employee  with  two  children 
Data:  Mercer 
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RISING  NAPA  STAR  WITH 
UNGARIAN  ROOTS  B^,^„ 

Kapcsandy  fled  Budapest  after  the  Sovi- 
crushed  the  1956  revolt,  heading  with  four 
npanions  for  the  Austrian  border.  Only  he 
one  other  survived.  Eventually,  Kapcsandy 
mounced  "cap-chandy")  made  his  way  to 
U.S.  and  earned  his  fortune  as  head  of  a  large 
eral  contracting  company  in  Seattle.  Four 
rs  ago  he  moved  to  the  Napa  Valley  to  pursue 
retirement  dream,  the  Kapcsandy  Family 
lery,  which  he  runs  with  his  wife,  Bobbie, 
son,  Louis.  This  winery  is  definitely  one  of 
>a's  next  superstars.  If  you're  interested  in 
se  Bordeaux-like  wines,  I  recommend  getting 
:he  mailing  list  by  signing  up  at  kapscandy- 
.es.com  or  calling  the  winery  (707  948-3100). 


JOINTS 


Proprietary  Red 
State  Lane 
yard 

debut  vintage- 
cabernet  sauvi- 
and  10% 
)t— comes  across 
dark  ruby-colored, 
um-bodied,  floral- 
ad  effort  with  plenty 
it,  good  aromatic 
)lexity,  and  a  fine 

It  should  drink  well 
)to  15  years. 
ability  is  limited 
the  winery 
.iced  just  200 
$90 


91 
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2005  Estate  Cuvee 
State  Lane  Vineyard 

A  blend  of  51% 
cabernet,  46%  merlot, 
and  3%  cabernet  franc, 
the  wine  exhibits  a  dark 
plum-purple  hue.  The 
aromas  and  flavors  are 
of  charcoal,  chocolate, 
blueberries,  black 
currants,  loam,  minerals, 
and  flowers.  It  should 
drink  nicely  for  10  to  15 
years.  Only  1,400  cases 
were  made.  $105 


95 
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2004  Proprietary  Red 
Wine  State  Lane 
Vineyard 

Lovely,  evolved  aromas 
of  blueberries,  black 
currants,  white 
chocolate,  licorice,  and 
pain  grille  rise  up  from 
the  wine.  Medium  to  full- 
bodied,  this  60/40 
blend  of  cabernet 
sauvignon  and  merlot  is 
impeccably  balanced 
and  should  develop  for 
another  15  to  20  years. 
$90 


95 


2005  Roberta's  Reserve 
State  Lane  Vineyard 

Completely  different 
from  its  siblings,  this 
wine  is  91%  merlot  and 
9%  cabernet  franc.  It 
reveals  plenty  of  berry 
fruit  interwoven  with 
notions  of  charcoal, 
mocha,  and  coffee.  Rich, 
medium-  to  full-bodied, 
and  long  in  the  finish,  it 
possesses  an  overriding 
elegance  that  is 
reminiscent  of  a  great 
Bordeaux.  It  will  be  even 
better  after  several  years 
of  bottle  aging  and 
should  keep  for  1 2  to  1 5 
years.  $140 
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POINTS 


2005  Cabernet 
Sauvignon  State  Lane 
Vineyard 

This  wine  will  remind  you 
of  a  premium  Bordeaux. 
Copious  amounts  of 
black  currants,  graphite, 
cedar,  spices,  and  toasty, 
smoky  oak  emerge  from 
this  opaque  purple,  rich, 
full-bodied,  cab.  It 
demonstrates  what  a 
passionate  proprietor 
can  achieve  in  a  short 
time  with  good  raw 
materials  and  the  right 
winemaking  team. 
Anticipated  maturity: 
2009-2020+.  $150 


rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  Robert  Parker  is  the  world's  most  influential  wine 
Visit  eRobertParker.com  to  see  tens  of  thousands  of  tasting  notes,  buy  his  books,  or  subscribe  to  his  newsletter,  The  Wine  Advocate. 
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'Real-time  traffic  monitoring  available  only  in  select  markets.  First  90  days  of  service  included.  Real-time  traffic  requires  month 
XM  NavTraffic'"  subscription.  ©  2007  Acura.  Acura,  RDX  and  i-VTEC  are  trademarks  of  Honda  Motor  Co.,  Ltd.  Zagat®  Restaurant  Ratings  a 
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VARIABLE  FLOW  TURBO.  INSTANT  RESPONSE  FOR 
THE  INSTANT-MESSAGING  CROWD. 


The  Acura  RDX.  Everything  about  it  delivers  instant  gratification.  Its  i-VTEC8 
engine  features  a  turbocharger  so  advanced  it  greatly  minimizes  lag.  While 
innovative  luxuries  like  its  available  voice-activated  navigation  with  real-time 
traffic*  and  Zagat®  restaurant  reviews  deliver  information  the  way  youd  expect. 
Dn  demand.  See  it  at  acura.com  or  call  1-800-To-Acura.  Advancing  acceleration. 


ACU 
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OPINION 


CH  &  YOU  I  STEPHEN  H.  WILDSTROM 

utting  the  Cords 


■nising  steps  toward  eliminating  that  rat's  nest  of  power  and  data  cables 
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world  is  becoming  wireless,  but  I'd  have  a  tough  time  convinc- 
fou  of  that  if  I  let  you  see  the  ornery  tangle  of  cables  behind  my 
:  or  video  system.  So  far,  getting  rid  of  wires  has  been  as  elusive 
al  as  going  paperless,  but  help  may  be  on  the  way.  I  Nearly  every 
device  needs  to  be  connected,  at  least  some  of  the  time,  with 

ables:  one  for  electric  power,  a 
id  to  move  data.  New  technolo- 

ould  ultimately  render  both  of 

unnecessary.  But  they  won't 

make  a  dent  in  the  problem  until 
mature  and  become  ubiquitous, 
hat  is  likely  to  take  several  years. 
adio  technology  called  ultra- 
band  (U WB)  could  replace  most 

ables,  from  the  sync  wire  for  your 
to  the  video  cables  that  connect 
cable  box  to  a  widescreen  display. 

takes  advantage  of  the  laws  of 
cs  that  allow  data  to  move  at  very 
rates  if  you  use  a  big  enough  swath 
i  electromagnetic  spectrum.  The 

is  that  UWB  can  interfere  with 

other  radio  signal  around.  So 

only  be  used  at  very  low  power 

,  limiting  its  range  to  a  few  feet. 
e  first  version  of  UWB  to  hit  the 
et  is  known  as  Wireless  USB,  a 

ement  for  the  common  connec- 
>ort  on  all  kinds  of  electronics. 

rst  products  are  available  from 
r,  Belkin,  and  D-Link— and  given 
:ices  and  technical  limitations, 
'ee  amount  to  a  proof  of  concept . 
1  out  Iogear's  $200  Wireless  USB 
i.  Adapter,  which  works  more  or 
ke  a  standard  USB  hub  that  lets 
lug  multiple  devices  into  a  single 
in  your  computer.  The  difference 
t  it  comes  in  two  pieces:  a  trans - 
r  that  connects  to  a  Windows 


|e  real  potential  of  wireless  USB  won't  be 
Mized  until  Microsoft  and  Apple  support  it 
jheir  software— perhaps  in  2009 


WildCharge  is  PC,  and  a  separate 

compatible  only  hub  into  which  you 

with  RAZRs,  but  canplugprinterSj 

other  products  ,.  . 

are  in  the  works       disk  drives,  or  other 

USB  devices.  You  still 
need  a  power  cord,  so  the 
only  cable  you  actually  get  rid  of  is  the 
one  linking  the  hub  to  the  PC .  Worse, 
the  wireless  hub,  unlike  a  standard 
one,  needs  special  software  installed 
on  the  computer. 

This  all  sounds  silly  until  you  think 
about  the  potential.  Some  Toshiba  and 
Lenovo  ThinkPad  laptops  have  wire- 
less USB  built  in.  There's  not  much  for 
them  to  connect  to  right  now.  But  once 
the  transmitters  are  built  into  both 
computers  and  products  like  iPods  and 
cameras,  we  really  will  eliminate  that 
tangle  of  cables.  For  this  to  happen, 
wireless  USB  has  to  get  a  lot  cheaper, 
and  Microsoft  and  Apple  have  to  build 
support  into  their 
software.  We  may 
see  this  by  2009. 

Of  course, 
even  if  the  data 
connections  go 
wireless,  there's 


still  the  nuisance  of  the  charger  cable. 
Startup  WildCharge  has  an  answer 
for  that.  The  WildCharge  pad  looks 
a  bit  like  a  mouse  pad  with  a  dozen 
flat  metal  strips  on  the  surface.  When 
you  put  a  compatible  device  on  top, 
the  battery  is  charged  through  tiny 
embedded  contacts  that 
connect  to  the  strips. 
Compatibility  is  the 
problem.  WildCharge 
currently  only  works  with 
an  assortment  of  Motorola 
RAZR  handsets  ($90  for  the 
pad  and  phone  adapter,  $35 
for  an  additional  adapter), 
though  other  products  are 
in  the  works.  You  replace 
the  RAZR's  battery  cover 
with  a  new  one  and  plug 
a  little  cable  from  the  cover  into  the 
charging  port  on  the  phone. 

Again,  using  the  WildCharge  for 
a  single  device  saves  little  trouble  at 
considerable  cost.  The  benefits  would 
come  only  if  the  technology  were 
widely  adopted  and  built  into  devices 
so  that  one  WildCharge  could  handle 
your  camera,  music  player,  phone, 
and  anything  else.  This  doesn't 
require  any  technical  breakthroughs 
but  would  hinge  on  the  acceptance  of 
a  standard  by  manufacturers  who  have 
profited  handsomely  by  flooding  the 
world  with  dozens  of  incompatible 
AC  adapters. 

Still,  the  idea  that  you  could 
download  pictures  from  your  camera 
just  by  bringing  it  near  your  computer, 
then  recharge  it  by  setting  it  down 
on  the  desk  is  compelling.  Not  to  men- 
tion the  relief  of  not  having  to  hunt 
for  the  right  charger  or  sync  cable. 
I  can't  wait.  IBWI 
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Is  This  the  Future  of  Magazines? 

With  the  business  flying  blind,  maybe  Monocle  can  be  king 


Martha  Stewart  sells  order  and  comfort.  Hugh  Hefner  sells  hedo- 
nism. Tyler  Brule  sells  the  ideal  of  a  life  in  which  every  aspect  is 
excruciatingly  curated  and  significant.  I  This  worldview  formed  the 
basis  for  Wallpaper*,  the  iconic  design  magazine  he  founded  in 
1996  and  sold  to  Time  Inc.  shortly  thereafter.  It  also  underpins 


Winkreative,  the  branding  and  strategy 
agency  he  founded.  Brule,  who  lives 
in  London,  left  Wallpaper*  in  2002 
(though  he's  still  with  Winkreative)  and 
earlier  this  year  launched  the  monthly 
Monocle.  In  it  you  find  a  carry-over  of 
his  stylistic  obsessions,  fused  onto  a 
fascination  with  life  and  opportunity  in 
regions  so  emergent  that  you've  prob- 
ably never  heard  of  them.  To  name  two: 
Breakaway  Georgian  republic  Abkhazia 
and  the  Swedish  - 
speaking  Finnish 
archipelago— got 
that? -Aland. 

The  lens— sorry!  — 
through  which  Brule 
views  the  world  is  so 
singular,  so  coolly 
global  and  far- 
reaching,  it  all  but  in- 
vites parody.  Monocle 
is  unquestionably  the 
only  publication  to 
cover  Taiwanese  retail 
design,  life  in  dis- 
tant Arctic  regions,  and  Swiss  college 
architecture.  It  costs  $10  per  issue, 
and  assumes  of  its  audience  a  certain 
degree  of  wealth,  and,  perhaps  above 
all,  formidable  travel  habits;  in  the 
felicitous  phrasing  of  London's  Guard- 
ian newspaper,  it  appears  to  target 
"departure -lounge  divas." 

No  Brule  piece  is  complete  without 
some  mention  of  his  own  diva-esque 
moments,  so  here  goes:  At  Time  Inc. 
his  expense  reports  were  notorious  for 
including  helicopter  travel.  By  way  of 
defense,  he  says  such  travel  was  ap- 
proved by  his  superiors. 

All  right,  I  can  practically  hear  you 


rolling  your  eyes  over  all  this.  But 
Monocle  is  unusually— even  refreshing- 
ly—ambitious, especially  considering 
its  print  run  doesn't  yet  exceed  150,000. 
It 's  something  of  a  test  -  case  for  a  dif- 
ferent publishing  model.  Most  indi- 
vidual magazines  focus  on  one  country's 
readers.  Monocle  eyes  an  audience  that's 
much  farther -flung;  Brule  says  its  5,000 
subscribers— who  pay  $150  a  year— are 
spread  across  79  countries.  In  a  manner 
almost  wholly  lost  at 
American  magazines,  it 
cherishes  the  primacy 
of  a  print  publication 
as  physical  object. 
Each  issue  contains 
startling  photography, 
multiple  kinds  of  paper 
stock,  and,  somewhat 
discordantly,  con- 
cludes with  a  manga 
comic.  Monocle  is 
either  prescient,  or 
steering  sharply  to- 
ward an  audience  that 
doesn't  exist. 

But  Monocle  and 
Brule  raise  two  key 
questions:  Can  rarefied 
information  be  sold 
like  a  luxury  product  ?  And  why  does 
some  of  the  most  out -there  global 
coverage  and  trendspotting  come  from 
a  tiny  new  magazine  masterminded  by 
a  branding  agency's  creative  director? 

The  answer  to  the  second  is  easy,  says 
Brule,  who  cites  shrinking  internation- 
al coverage  in  outlets  ranging  from  the 
Los  Angeles  Times  to  the  BBC.  This  gap 
allows  idiosyncratic  and  smaller  media 
players  to  plunge  in,  particularly  in 


Brule  previously 
had  success 
with  the  design 
magazine 
Wallpaper" 


online  realms  where  distribution  c 
are  minimal.  Among  the  new  breec 
internationally  minded  Web  playei 
monocle.com,  which  smartly  side; 
putting  its  magazine  articles  onlin 
in  favor  of  a  video -heavy  strategy. 
Another  is  potty- mouthed  hipster 
Vice,  whose  newish  vbs.tv  just  pari 
a  report  on  Iraqi  metal  bands  into  a 
length  documentary. 

LUXURY  INFORMATION 

As  to  whether  rarefied  informatioi 
constitutes  a  luxury  product,  well 
that's  the  notion  that  will  determi 
whether  Monocle  takes  off.  Its  adv 
tisers  already  tilt  toward  the  serioi 
high-end:  Prada,  Gucci,  and  the  p: 
vate  wealth -management  arm  of  I 
Still,  maybe  Monocle  is  an  ill  -  co 
ceived  vanity  play  with  no  chance : 
traction  beyond  the  few  fortunate; 
live  like  Brule  and  share  his  painste 
ingly  assembled  interests.  Or  perh 
Monocle  evinces  a  next  generation 
of  magazines:  higher-end,  aimed* 
much  smaller  audiences,  and  with 
Web  component  more  like  TV  thai; 
print.  Brule's  250  days  of  travel  a  y 
give  him  a  catholic  sense  of  media 
possibilities.  He  can  rhapsodize  ab 
how  the  digitized  citizenry  of  Sout 
Korea  and  Japan  still  patronize  nev 
stands  crammed  with  sharp -looki 
magazines,  or  muse  as  to  why  Gen 
newsweeklies  are  more  ambitious, 
ad  -  fat ,  and  glossy  than  their  Britis 
or  American  counterparts.  (Weeke 
newspapers  in  Germany  are  less  of 
deal.)  An  ultra -stylish  andultra-g 
future  has  already  arrived  for  Tylei 
Brule  and  the  lucky  few  like  him.  B  . 
for  Monocle  to  succeed,  that  futun 
have  to  arrive  for  many  more,  ibwi 
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e  destinations  than  you  expect. 

is  an  outstanding  airline  travelling  the  world!  Turkish  Airlines 
ig  to  more  than  150  destinations  with  its  young  fleet  of  over 
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rable  flight  experience  than  you  expect.  Turkish  Airlines 
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In  China,  Focus  on  Focus  Media 

As  the  No.  l  advertising  company  in  China's  fast- 
growing  Internet,  mobile,  and  poster/panel  mar- 
kets, Focus  Media  Holding  (FMCN)  will  benefit 
greatly  from  the  2008  Summer  Olympics.  Right 

now,  Focus'  sales  and 


MOVING 
RIGHT  ALONG 
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profits  are  expanding  at 
more  than  50%  annu- 
ally. "We  are  confident 
Focus  can  keep  growing 
that  fast  for  the  next  two 
years  at  least,"  says  Tian 
X.Hou  of  Pali  Capital, 
which  owns  shares.  She 
says  its  dominance  in  "out-of-home"  advertis- 
ing, including  ads  in  elevators,  supermarkets,  and 
cell  phones,  has  let  Focus  raise  prices  and  expand 
rapidly,  particularly  in  Web  advertising.  Shares  of 
Focus  doubled,  from  33  at  the  end  of  2006  to  66  this 


Nov.  6.  Now  at  57.48,  the  stock  should  hit  100  ir 
months,  says  Hou.  That's  about  35  times  her  20' 
earnings  forecast  of  $2.83  a  share.  Focus'  peers 
trade  at  a  price -earnings  ratio  of  35.  Hou's  forec 
for  2008  earnings  is  $2.06  a  share,  up  from  $1.5] 
2007.  Focus  earned  Ql<£  a  share  in  2006. 

Part  of  its  fast  growth  is  due  to  acquisitions, ; 
this  "has  allowed  Focus  to  cast  a  wide  net  to  cor 
various  ad  markets,"  says  Hou.  Jason  Brueschke 
Citigroup,  which  has  done  banking  for  Focus,  ra 
the  stock  a  buy.  He  says  the  company's  diversifi 
platform  of  new  media  networks  is  well  positioi 
to  take  advantage  of  China's  exploding  market. 
Focus,  he  adds,  effectively  has  a  monopoly  in  ce; 
tain  ad  segments  in  China. 


RSC  Is  Ready 
To  Rebuild 

The  imbroglio  between 
United  Rentals  and  Cerberus 
Capital  Management  (page 
28),  with  Cerberus  trying 
to  cancel  its  bid  for  United, 
is  boosting  RSC  Holdings 
(RRR),  a  small  rival  in  the 
rental  of  heavy -construction 
and  industrial  gear.  "We  are 
gaining  share  while  United  is 
distracted,"  says  RSC's  CEO 
Erik  Olsson.  RSC  has  5%  of 
the  market,  up  from  3% -4% 
last  year.  Nearly  all  RSC's 
work  is  nonresidential,  but 
the  subprime  crisis  battered 
its  stock,  down  from  22  in 
July  to  12.27  on  Dec.  12.  David 
Blaustein  of  UBS  upgraded 
RSC  from  neutral  to  buy  on 
Dec.  10  to  reflect,  he  says, 
the  opportunity  afforded  by 
the  drop.  RSC  could  gener- 


ORAGGED  DOWN 

BY  SUBPRIME  JITTERS 
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ate  substantial  cash  flow  in 
2008-09,  he  adds.  Joel  Tiss 
of  Lehman  Brothers,  who 
rates  RSC  overweight,  sees  it 
earning  $1.46  a  share  in  2007 
and  $1.83  in  2008,  up  from 
$1.21  in  2006. 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


Getting  Pumped 
AtAbiomed 

Not  many  stocks  have 
recovered  from  the  drop  fol- 
lowing the  subprime  mess, 
but  Abiomed  (ABMD)  has 
bounced  back  nearly  to  its 
52-week  high  of  15.  Abiomed 
makes  sophisticated  pumps 
that  temporarily  help  the 
heart  function  after  a  serious 
cardiac  injury,  such  as  a  heart 
attack.  The  stock  has  ramped 
up  from  10  in  August  to  14.53 
on  Dec.  12  on  buzz  that  the 
Food  &  Drug  Administra- 
tion within  12  months  could 
approve  Abiomed's  chief 
product,  called  Impella.  It's  a 
miniature  pump  at  the  end  of 
a  catheter,  designed  to  be  in- 
serted into  the  heart  though 
blood  vessels.  By  bolstering 
the  heart's  pumping  power, 
the  Impella  helps  it  recover. 


THE  REBOUND 
WAS  QUICK 
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Erick  Schneider  of  UBS 
expects  an  FDA  approva 
drive  up  Abiomed's  valu 
Amy  Stevens  of  Susque- 
hanna Financial  Group, 
has  a  "positive"  rating, ; 
Abiomed  stock  is  worth 
much  as  19.  ibwi 
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AFRICA,  AID, 


AND  AVARICE 
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BusinessWeek 


Granted,  it  was  a  provocative  way  to  frame  the 
question.  But  we  had  no  idea  that  one  word  would 
fuel  so  much  reader  reaction.  Most  people  who 
responded  to  "Can  Greed  Save  Africa?,"  our  Dec. 
10  Cover  Story,  said  yes,  private  capital  must  be  a 
big  part  of  the  global  approach  toward  sub  -  Saharan 
Africa,  the  world's  poorest  region.  But,  many  asked, 
did  we  have  to  call  this  investment  "greed"  ?  Some 
readers  did  dig  in  along  the  lines  we'd  anticipated: 
arguing  the  case  for  government  and  nonprofit  aid 
over  private  investment— or  vice  versa.  Still  oth- 
ers, like  Global  Venture,  an  antipoverty  blog  that 
deemed  the  article  "insightful"  overall,  took  issue 
with  the  notion  ( "tired  and  misguided" )  of  trying  to 
"save"  Africa.  -RobenFarzad 


AAMJREED 
VEAFRICA? 


the  dangerous; 
wealth  of  the: 

IVY  LEAGUE  m 

JON  FINE'S 
2008  MEDIA 
PREDICTIONS 


When  someone  has  a  job,  is 
he  "greedy"  for  accepting 
pay?  Outside  of  a  social- 
ist setting,  how  is  being 
capitalist  greedy?  Most  ad- 
vances in  the  last  couple  of 
hundred  years  arose  because 
of  the  desire  to  make  money. 
Screen  name:  Mr.  Obvious 

"What  a  way  to  cut  to  the 
chase!  The  article  probably 
makes  most  development 
and  aid  activists  squirm. . . . 
[It]  makes  one  point  clear: 
altruism  is  not  a  precondi- 
tion for  development.  It  is 
the  results,  not  the  intent, 
that  translate  into  growth 
and  greater  opportunity. 
Re -envisioning  Africa  as 
a  multidimensional  land 


of  untapped  wealth  and 
possibilities. .  .instead  of  a 
basket  case  of  intractable 
poverty— this  is  important 
for  empowering  [Africa's] 
countries  and  individu- 
als to  push  past  the  stigma 
and  dependence  of  the  last 
half -century...  'Greed'  is 
a  pretty  powerful  word  to 
blanket  'investments'... 
What  I'd  look  forward  to, 
though,  would  be  a  follow- 
up  article  in  a  year  or  two, 
reporting  on  what  these 
investors  have  been  up  to, 
how  their  investments  have 
evolved,  and  what  their 
presence  has  meant  for  all 
stakeholders." 
Abigail  Keene-Babcock 
Nextbillion.net 


Business  greed  will  save 
Africa  where  government 
greed  andNGO  [nongov- 
ernment organization] 
greed  have  horribly  failed. 
Business  built  America 
into  a  powerhouse  because 
business  greed  has  a  trickle - 
down  effect. 

Screen  name:  Daniel  Mueller 

i 

The  story  sidesteps  its  own 
title  question.  It  hardly 
mentions  the  long-run 
prospects  and  obstacles  for 
"saving"  Africa.  Are  current 
investors  likely  to  cherry- 
pick  Africa's  natural  re- 
sources and  leave,  as  is  done 
elsewhere?  Will  the  inves- 
tors pay  workers  in  propor- 
tion to  the  pricing  of  their 


products  abroad  or  just  I 
barest  minimum?  And  i 
they,  backed  by  the  Wo: 
Bank,  continue  to  insist 
on  so  -  called  free  marke 
in  these  countries?  Tha 
ideology  blocks  worker  j 
demands  and  governm<| 
taxation  that  might  ser 
spread  local  developme  j 
Edwin  Reubens 

NEW  YORK 


It  is  wrong  to  say  devel< 
ment  assistance  [in  the 
form  of  foreign  aid]  "hi 
made  a  dent."  Since  the  I 
2000,  changes  to  the  w 
aid  is  administered,  ren 
focus  on  the  U.N.'s  Mill 
nium  Development  Go; 
and  conditions  of  good 
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E  TO  ANY  CHALLENGE,  such  as  managing  across  business  functions. 


an  approach  that  fosters  collaboration  and  inspires  you  to  put  your  ideas  into  action,  The  Kellogg  School 
lelp  you  fulfill  your  aspirations.  To  learn  about  specific  executive  education  programs  in  the  Chicago  and    ' 
ii  areas,  visit  www.kellogg.northwestern.edu/execed  or  call  847-491-3100. 
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How  to  reach  BusinessWeek        relationship  with  the  subject  of  their       electronic  and  print  editions.  E-mail: 


LETTERS  FOR  FEEDBACK 
We  prefer  to  receive  letters  via 
e-mail,  without  attachments.  Writers 
should  disclose  any  connection  or 


comments.  All  letters  must  include 
an  address  and  daytime  and  eve- 
ning phone  numbers.  We  reserve 
the  right  to  edit  letters  for  clarity 
and  space  and  to  use  them  in  all 


bwreader@businessweek.com 
Fax:  (212)  512-6458 

BUSINESSWEEK.COM 
The  full  text  of  BusinessWeek, 


BusinessWeek  Top  News,  ar 
access  to  BusinessWeek  arc  i 
starting  in  1991  are  available  j 
the  World  Wide  Web  at:  busi  | 
week.com  and  on  America  (  I 
at  keyword:  BW 


governance  have  achieved 
strong  returns  that  deserve 
acknowledgement.  Aid 
alone  is  not  the  answer.  But 
it  is  certainly  part  of  the 
solution. 
Jamie  Drummond 

WASHINGTON,  D.C. 

The  true  gold  mine:  the 
rich  cultures  of  the  people. 
Potential  investors  should 
understand  the  timetable 
in  which  Africa's  cultures 
operate  and  embrace  a  bal- 
ance between  African  and 
Western  worldviews. 
Molly  Otiende 

AUBURN,  ALA. 

The  article's  title  should 
be  "Can  Capitalism  Save 
Africa?"  There's  nothing 
greedy  about  it.  You  have 
to  make  a  profit  in  order  to 
keep  people  employed. 
Screen  name:  Chris 

Governments  in  Africa  are 
irrevocably  corrupt.  Billions 
have  been  spent  on  aid, 
only  a  negligible  amount  of 
which  ended  up  where  it  was 
intended.  Yet  greed  keeps 
driving  money  there,  to  the 
detriment  of  efforts  in  other 
places  with  huge  potential. 
Screen  name:  Why  Africa? 

It  greed  creates  jobs,  stops 
malaria,  and  repairs  roads, 
bring  it  on. 
Screen  name:  Kalu  Aja 

I  gue^.6  "Can  free  markets 
save  Africa?''  vas  too  austere. 
Michael  Powers 

CHARLOTTE,  N.C. 


CORRECTIONS  & 
CLARIFICATIONS 

A  letter  to  the  editor  (Feed- 
back, Dec.  1 7)  crediting  former 
CEO  E.  Stanley  O'Neal  with 
refreshing  Merrill  Lynch's 
culture  was  incorrectly  attrib- 
uted. It  was  submitted  by  Jose 
Antonio  Rosa  of  Chicago. 


HIGHER  EDUCATION 

THE  HYPOCRISY 
OF  THE  PLUTOCRACY 

"The  dangerous  wealth  of 
the  Ivy  League"  (In  Depth, 
Dec.  io)  is  proof  positive  of 
the  hypocrisy  of  institu- 
tions that  decry  plutocracy 
in  other  societies  and  fail 
to  see  themselves  in  the 
same  light.  Leaded  glass  for 
the  rich.  Everyone  else, 
eat  cake. 
Joseph  Troncale,  M.D. 

NEW  HOLLAND,  PA. 

It's  nice  that  these  rich 
schools  are  generous  to 
the  brilliant  poor  who  gain 
admittance.  But  the  vast 
majority  of  students  who 
don't  qualify  for  these 
schools  face  rapidly  rising 
tuition  and  predatory  lend- 
ing practices  for  their  higher 
education.  And  while 
paying  more,  they  often 
are  getting  less. 
Judith  Vance 

PETERBOROUGH.  N.H. 

It's  not  as  bad  as  it  sounds. 
The  professors  who  move  to 
research -intensive  universi- 
ties prefer  research  to  teach- 
ing and  may  not  be  good  at 
teaching  at  all. 
Screen  name:  Postdoc 


THE  MORTGAGE  MESS 

A  BAILOUT  FOR  THE 
PERPETRATORS 

Regarding  "Help  may  be  on 
the  way"  (News,  Dec.  io):  If 
the  U.S.  government  is  going 
to  bail  out  the  fools  that  fed 
the  speculative  rush  driving 
up  home  prices  to  ridiculous 
levels,  honest  tax-paying 
folks  who  were  forced  to 
overpay  for  a  house  should 
be  given  a  20%  tax  credit  for 
the  speculative  premium 
they  had  to  pay.  We  always 
put  out  one  fire,  economi- 
cally speaking,  then  create 
an  even  bigger  one. 
Screen  name:  Mad  as  Hell 

TAXES 

FILING 

WITHOUT  TEARS 

Though  I  laud  [House - 
Ways  &  Means  Commit- 
tee] Chairman  Charles 
Rangel's  efforts  to  address 
the  inequities  in  the  current 
tax  code,  I  fear  he  will  miss 
the  opportunity  for  really 
drastic  change  (Facetime, 
Nov.  19).  Any  tax  collecting 
system  that  requires  average 
taxpayers  to  seek  profes- 
sional help  to  determine  * 
their  taxes  is  broken  by 
definition. 
Robert  Daniels 

SUTTER  CREEK,  CALIF. 


HEALTH  CARE 


THE  PRICE  OF  CASHING® 
ON  PATIENT  ACCOUNTS 


"Fresh  pain  for  the  uni 
sured"  (Cover,  Dec.  3)  1 
home  the  point  that  w< 
work  on  the  business  s 
health  care  need  to  resi ! 
siren  song  of  the  financ 
industry  as  it  pertains 
selling  patient  accounl  i 
Hospitals  may  get  cash 
the  short  term,  but  in  t?1 
long  term,  they  will  ha 
deal  with  negative  pubj 
ity,  angry  patients,  anc. 
even  greater  governme 
regulation. 
Scott  Harbaugh 


BUFORD,  GA. 


RETAILING 


TRAIN  EMPLOYEES 
TO  PREVENT  THEFT 

I  agree  that  the  laws  sh 
be  stricter  for  people  c 
stealing  ("Shoplifters  | 
smarter,"  News,  Nov.  1 
But  retailers  need  to  st 
to  prevent  greater  lossi 
Despite  some  incentive 
grams,  employees  are : 
not  motivated  to  preve 
shoplifting.  Retail  stor 
must  make  it  their  resj 
sibility  to  train  their  w 
to  minimize  losses. 
Candice  Fung 

SAN  DIEGO 


[A]  system  that  requires  average  taxpayers; 
to  seek  professional  help  to  determine  thei 
taxes  is  broken  by  definition,  robertdanielsi 
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^  great  "leap"  forward  for  3G 
n  the  home  of  CDMA. 


>oking  to  fly  higher? 
>alize  your  potential. 


country  that's  home  to  CDMA,  LEAP'S  Cricket  Communications  has  selected 
vei  for  deploying  one  of  the  world's  first  ALL  IP  CDMA  3G  solutions. 


jse  Huawei  could  deliver  the  world's  most  advanced  technology  (CDMA2000  1x 
0  Rev.  A)  in  an  ALL  IP  format  right  through  the  system,  from  radio  access  to  core 
orks. 

et  customers  will  enjoy  access  to  Huawei-enabled  top  quality  voice  and  multi-media 
.es  while  Cricket  makes  significant  savings  on  its  transmission  rental  and  manpower. 

i're  looking  to  fly  higher,  catch  the  wave,  the  Huawei  wave. 

the  one  who  continuously  innovates  to  meet  our  customers'  needs. 
Iwe  meet  them  fast. 
I 

b  the  one  who  can  help  you  realize  your  potential  and  enter  the  age  of 
Wgence. 


w.huawei.com 
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092  BOOKS  !  STEVE  HAMM 


What's  Good  for  India... 


Trying  to  sell  the  West  on  India  as  a  stable,  democratic  counterweight  to  China 


In  these  waning  weeks  of  2007,  the  future  direction  of  global  trade 
policy  has  reached  a  critical  juncture.  The  so-called  Doha  Devel- 
opment Round  of  World  Trade  Organization  talks  has  stalled  over 
agricultural  subsidies  and  industrial  tariffs.  While  some  trade  repre- 
sentatives still  express  confidence  that  a  new  agreement  can  be 


reached,  others  warn  that  the  divisions 
between  rich  and  emerging  nations  are 
so  wide  that  the  negotiations,  which 
began  in  2001,  are  doomed  to  failure. 

The  consequences  of  a  total  break- 
down could  be  profound,  warns  Kamal 
Nath,  India's  Commerce  &  Industry 
Minister,  who  is  one  of  the  lead  nego- 
tiators. "The  worst  victim  would  be  the 
WTO  and  its  underlying  premise  of  free 
and  fair  trade,  as  it  would  lose  its  cred- 
ibility," he  writes  in  his  newly  published 
book,  India's  Century,  the  first  from  a 
government  insider  since  the  country 
began  its  economic  reforms  in  1991. 

For  those  who  don't  yet  know  much 
about  India's  economic  boom  and  are 
curious  to  learn  how  and  why  it  hap- 
pened, Nath's  book  is  well  worth  read- 
ing. But  those  already  familiar  with 
India  won't  find  much  that's  new  here. 
The  one  exception:  Nath's  insights  into 
trade  policy  and  the  consequences  of  a 
failure  to  reach  a  new  multilateral  pact. 

In  fact,  the  book  is  an  invitation 
to  Western  leaders  to  see  India  in  a 
new  light  and  consider  it  a  partner  in 
shaping  21st  century  economics  and 
geopolitics.  Nath  wants  the  Western 
powers  to  bend  in  WTO  negotiations 
and  lower  trade  barriers,  an  accom- 
modation he  sees  as  vital  to  India's 
economic  future.  It's  as  if  he's  saying: 
"See,  here's  the  strong,  stable,  reli- 
able, democratic  counterweight  to 


Nath's  book  glosses  over  many  of  the 
obstacles  facing  India,  including  one  of  its 
most  intractable  problems:  official  corruption 
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China  you'll  get  if  you  give  us  a  break 
on  trade." 

Nath  leaves  no  doubt  about  who  he 
blames  for  the  trade  stalemate:  the 
West.  He  writes  disparagingly  of  "the 
enormous  subsidies 
that  the  governments  of 
the  United  States,  the 
European  Union,  and 
the  other  developed 
countries  are  pump- 
ing into  the  accounts 
of  their  handful  of  farm- 
ers." Meanwhile,  India's 
subsidies  average  just 
$12  per  year  per  farmer. 
While  he  hangs  tough 
in  negotiations,  Nath 
also  has  a  diplomatic 
side.  He  recounts  how 
during  George  W.  Bush's 
2006  visit  to  India,  the 
President  confronted 
him,  saying  he  was 
"creating  problems" 
for  the  U.S.  trade  representative  in 
WTO  deliberations.  Another  leader 
might  have  taken  umbrage,  but  Nath 
insisted  that  he  and  Robert  Portman, 
who  was  then  the  U.S.  trade  represen- 
tative, were  "very  good  friends."  Nath 
uses  the  incident  to  make  a  point:  In 
spite  of  tensions  between  the  U.S.  and 
India,  he  believes  they  share  a  "vision 
for  the  future  of  the  world." 

Nath  paints  a 
rosy  picture  of 
India's  place  in 
that  future.  He 
predicts  that 
inthe2020s, 
the  country's 


?  INDIA'S 

I CENTURY 


India's  Century:  The  Age  of 
Entrepreneurship  in  the  World's 
Biggest  Democracy  by  Kamal 
Nath;  McGraw-Hill;  230pp;  $27.95 


agricultural  and  industrial  sector 
will  surge  just  as  its  tech  industry  j 
With  trade  liberalization  and  maj 
government  investments  in  agric  j 
ture,  he  asserts,  Indian  farms  cou 
become  vastly  more  productive  a  j 
competitive  in  world  markets.  Ar  I 
crease  in  farm  incomes  and  impn 
agricultural  technology  would  fn 
tens  of  millions  of  villagers  to  pui 
jobs  in  manufacturing  and  servic  I 
India's  huge  population  of  poor  y  j 
villagers,  now  a  lial  j 
on  the  nation's  eco  I 
ic  balance  sheet,  cc  j 
be  converted  into  a  I 
valuable  asset:  the  I 
West's  workforce  o  j 
future.  "ThiswouL  | 
one  of  the  most  rer  ] 
able  social  enginee  I 
feats  in  human  hist  j 
writes  Nath. 

Indeed  it  would- 1 
it's  a  long  shot.  It's  I 
surprising  that  Nat  I 
would  portray  Indi  I 
future  so  optimisti 
As  Commerce  Min 
he's  the  chief  sales 
of  what  he  calls  "B 
India."  But  while  re- 
makes sharp  points  regarding  tra- 
issues,  much  of  the  book  reads  lik 
marketing  brochure.  His  chapter 
the  obstacles  India  faces  seems  p 
functory,  and  he  makes  only  oblk 
references  to  one  of  the  country's 
seemingly  intractable  problems: 
ficial  corruption. 

Nath  is  an  engaging  writer.  His 
is  that  he's  too  much  the  diploma 
when  it  comes  to  addressing  Indi 
internal  affairs.  India  could  use  sc 
tough,  straight  talk  about  what  n 
to  be  done  to  resolve  a  host  of  dee 
seated  social  and  economic  probl 
Those  points  would  be  even  more 
erful  coming  from  an  insider,  i  BW 


Introducing  the  NEW 
Bose®  Computer  MusicMonitor. 


We  strive  to  always  introduce  new  products 
that  provide  real  benefits  to  users  over  what 
exists.  Once  in  a  while,  a  product  comes 
from  our  research  laboratories 
that  exceeds  all  our  expectations 
and  genuinely  excites  the  peo- 
ple in  our  other  departments 
who  are  exposed  to  it  during  the 


testing  phase.  When  this  happens  we  gener- 
ally contain  our  enthusiasm,  talk  in  ads  about 
the  new  technology  that  made  the  product 
possible,  and  leave  it  to  others 
to  comment  on  the  performance. 
This  time  we  are  bursting  with 
enthusiasm  and  we  decided  to 
share  it.  So  here  we  go! 


BEWARE  THIS  IS  THE  MANUFACTURER  TALKING! 

1.  WE  BELIEVE  that,  with  respect  to  the  accuracy  of  music  reproduction,  the 
Computer  MusicMonitor™  establishes  for  us  a  new  threshold  for  two-piece 
computer  sound  systems. 

2.  WE  BELIEVE  that  the  Computer  MusicMonitor™  also  comes  the  closest  to 
our  goal  that  sound  is  meant  to  be  heard  and  not  seen.  It  is  the  first  time  we 
have  been  able  to  produce  sound  quality  like  this  with  only  two  such  small 
enclosures  containing  all  the  electronics  and  speakers.  And  we  think  that  you 
will  appreciate  the  appearance  of  the  little  that  you  do  see. 

3.  WE  BELIEVE  it  is  truly  a  simple  system  to  install.  It  should  take  you  about  as 
long  to  connect  it  as  it  takes  to  remove  it  from  the  box. 

4.  WE  BELIEVE  that  it  is  what  YOU  BELIEVE  that  counts. 


THUS  OUR  RECOMMENDATION  IS: 

Drop  into  any  one  of  our  Bose  Stores  for  a  five-minute  demonstration  and  join  in 
our  enthusiasm!  We  think  that  your  eyes  may  not  believe  your  ears! 

For  your  nearest  Bose  Store,  contact  1-800-407-2673,  ext.  CH1 18 
or  visit  www.Bose.com/CMM. 


07  Bose  Corporation.  Patent  rights  issued  and/or  pending. 


Better  sound  through  research® 
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Royal  Philips  Electronics  (PHG) 

33 

RSC  Holdings  (RRR)  86 


S  Saks  Fifth  Avenue  (SKS)  3 
Sears  Holdings  (SHLD)  6' 
Segway57 
Societe  Generate  (SCGLY 
Sony(SNE)67,83 
Southwest  Airlines  (LUV 
Sprint  Nextel  (S)  34, 72 
Starbucks  (SBUX)  20 
Sterling  Financial  (STS  A 
SunTrust  Banks  (STI)  34 1 
Susquehanna  Financial  ( 
86 
Suzuki 4 

TT-MobileUSA34 
Target  (TGT)  60 
3M(MMM)20,38,72 
Time(TWX)84 
Toshiba  (TOSBF)  83 
Total  62 
Toys  'R'  Us  66 
TradeKing.com  76 
Transocean(RIG)62 
Trump  Marino  Hotel  CaS' 
TullettPrebon25 

UUBS(UBS)4,84,86 
United  Airlines  (UAUA)- 
UnitedHealth  (UNH)  4 
UnitedRentals(URI)28, 
UPS  (UPS)  19 

W&SGroup4 
ValueForum.com  76 
Vanguard  Car  Rental  28 
Verizon  Wireless  34 
Virgin  20 

WWachovia(WB)34 
Wal-Mart  (WMT)  33, 38. 
Walt  Disney  (DIS)  20, 72 
Washington  Mutual  (WI 
WildCharge83 
Winkreative84 
Wynn  Resorts  (WYNN) 
Wynnchurch  Capital  28 

YYahoo!(YHOO)48,70 
YouTube(GOOG)48 

Z  Zagada  Markets  72 
Zecco.com  76 
Zurich  Financial  Service 
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TheSaCvationjlrmy    ecf: 

supports  count  Cess  peopfe  in  need: 
children,  elderly,  homeless,  disabled  and  victims  of  nat 

not  only  provides  a  means  to  raising  fund 
but  it  also  serves  as  a  reminder  to  the  public  on  "Sharing  and\ 

for  the  underprivileged.  -^ 


♦ 


(Please  help  us  in  peeping  with  the  spirit  of  the  season. 


ASj        nston  Churchill, 
rime  Minis*  r^  he  United  Kingdom 


The  Christmas  Red  Kettle  Appeal 


/ish  to   support  The   Christmas  Red  Kettle  Appeal  By  Credit  Card 

Ration  $ Q   VISA  a  MasterCard 

kse  make  cheque  payable  to  "The  Salvation  Army"  and         D   AE  □   Diners  Club 

te  "Red  Kettle  Appeal"  on  the  back  and  send  to  G/F,  1 1  Cardholder's  Name: 

ig  Sing  Lane,  Yaumatei,  Kowloon,  Hong  Kong  __ 

tor's  Name: (Mr.  /  Ms.)  Credit  Card  Number: 

Iress: 


no.: 
ail: 


Fax  no. 


Expiry  Date  (mm/yy):_ 
Cardholder's  Signature: 


I  exemption  receipt  will  be  issued  for  donation  HK$100  or  above. 


2783-2333    Fax:  2783-0363    E-mail:  crd@hkt.salvationarmy.org    http://www.salvationarmy.org.hk      BW12.2007 
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096  THE  WELCHWAV  JACK  &  SUZV  WELCH 


Death  to  Bureaucracy 


That  may  sound  harsh,  but  hidebound  behavior  is  a  business-killer 


How  do  you  take  on  the  bureaucracy 

that  damages  so  many  organizations? 

James  Moss-Solomon, 
BRIDGETOWN,  BARBADOS 

Damages?  How  about  deadens? 
That's  a  better  word  to  describe  what 
bureaucracy  does;  it  sucks  the  life  out 
of  a  business.  It  turns  normal  people, 
granted  a  smidgen  of  authority,  into 
rule -bound  technocrats  and  twists 
candid  conversation  about  real  issues 
into  jargon -laden  gobbledygook.  In 
short,  bureaucracy  gums  up  the  works. 
It's  a  competitiveness  killer. 

And  yet  for  all  its  destructive  power, 
and  in  spite  of  all  the  people  who  claim 
to  abhor  it,  bureaucracy  almost  never 
gets  the  kind  of  fight -back  it  deserves. 
Most  people  simply  suffer  through  it. 
We  both  just  finished  My  Grandfather's 
Son,  the  engrossing  memoir  by  Su- 
preme Court  Justice  Clarence  Thomas. 
In  one  chapter,  Thomas  describes  the 
Kafkaesque  experience  of  trying  to 
improve  the  U.S.  Equal  Employment 
Opportunity  Commission  when  he 
was  chairman  under  President  Reagan. 
Sure,  the  EEOC  is  a  government  body. 
But  Thomas'  story  will  be  painfully  fa- 
miliar to  the  legions  of  businesspeople 
who've  run  headlong  into  the  stultify- 
ing effects  of  corporate  officialdom. 

So  why  do  people  put  up  with  it  ? 
Probably  because  bureaucracy  just 
seems  like  too  big  a  monster  for  any 
one  individual  to  slay.  And  we'd  agree, 
unless  that  individual  happens  to  be 
the  leader.  After  all,  it  is  leaders  who 
set  the  tone  for  their  organizations 
through  the  values  they  choose  and  the 
behaviors  they  demonstrate.  And  ulti- 


Make  people  uncomfortable— very 
uncomfortable— about  scheduling  formal 
presentations,  especially  slide  shows 


mately,  it  is  leaders,  and  leaders  alone, 
who  have  the  power  to  set  a  bureau- 
cracy eradication  process  in  motion. 

Not  to  make  that  sound  easy.  Declar- 
ing war  on  bureaucracy  is  not  unlike 
declaring  war  on,  say,  cancer  or  drugs. 
You  know  going  in  that  total  victory  is 
impossible  and  that  the  battle  will  be 
never-ending.  To  compound  matters, 
an  anti-bureaucracy  campaign  can 
really  shock  a  company.  Sure,  bureau- 
cracy is  most  everyone's  sworn  enemy, 
but  it's  still  the  enemy  within.  The 
minute  leaders  announce  they're  on 
its  trail  and  taking  no 
prisoners,  people  can 
get  defensive.  They  can 
really  quake. 

Let  them.  It's  the 
only  way  they'll  believe 
you're  serious.  Now, 
kick  bureaucracy:  At 
every  chance,  poke  fun 
at  anyone  who  tries  to 
install  process  for  pro- 
cess's sake;  rib  people  who  get  all  puffy 
about  their  positions  or  titles.  Make 
a  scene  when  anyone  says  something 
hollow  or  phony  to  avoid  contention. 
We're  not  saying  be  cruel.  We're  saying 
be  relentless  and  outrageous.  Make  it 
so  unpleasant  for  people  to  act  rigid  or 
formal  that  they  physically  recoil  at  just 
the  thought  of  uttering:  "That's  the  way 
it's  always  been  done." 

And  while  you're  at  it,  make  people 
uncomfortable— very  uncomfortable— 
about  scheduling  formal  presenta- 
tions, especially  if  they  involve  slides 
in  a  darkened  room.  That  practice  is 
a  total  bureaucracy  enabler.  It  makes 
idea-transfer  so  one-way  and  ceremo- 
nial! What  you 
want  instead  is 
an  organization 
where  ideas  flow 
freely  up,  down, 
and  sideways, 
along  halls,  in 


elevators.  A  business  where  an  ide  ; 
value  has  nothing  to  do  with  the  si 
on  the  shoulder  of  the  person  behi 
and  everything  to  do  with  their  in:  i 
and  creativity.  So  as  you  poke  fun 
bureaucrats  for  their  more  obviou 
transgressions,  make  sure  you're ;  i 
building  an  organization  where  pe 
who  demonstrate  an  impassioned 
boundaryless  approach  to  ideas  ai 
both  celebrated  and  rewarded.  Lo' 
people  who  hate  presentations. 

Finally,  leaders  can  fight  bureai 
by  letting  people  fail.  Not  too  ofte 
course!  But  a  con 
that  routinely  ha  J 
itshigh-potentia. 
managers  risky  tr 
and  says,  "Swing: 
the  fences,"  breet 
culture  of  exciter 
and  engagement 
that  broadcasts  a 
message:  This  co 
pany  is  not  a  mac 
and  you  are  not  a  cog. 

Which  brings  us  back,  actually, 
Clarence  Thomas'  story.  Through 
his  life,  people  tried  to  stop  him  fr< 
challenging  the  status  quo.  Becau; 
of  his  race,  he  couldn't  go  to  certai: 
schools  or  work  at  certain  law  firrr 
couldn't  even  hold  certain  beliefs, 
time,  Thomas  came  to  find  these  c 
turns  offensive.  His  success  is  a  te; 
ment  to  his  refusal  to  surrender  to 
If  you're  a  business  leader,  youc 
surrender  to  the  status  quo,  either 
True,  you  will  never  be  able  to  elin 
every  vestige  of  deadening  bureau 
But  try  like  crazy  anyway.  The  ups 
huge.  All  it  takes  is  courage,  i  bw  I 


BUSINESSWEEK.COM 

Jack  and  Suzy  Welch  await  your  question- 
E-mail  them  at  thewelchway@business- 
week.com.  For  their  VIDEO  PODCAST,  go 
businessweek.com/search/podcasting.rV 
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GRAB  THE  ROAD 

BY  ITS  SHOULDERS. 

THE  2008  FUSION  WITH  TRACTION  CONTROL. 


usion  combines  the  thrill  of  a  221  HP  V6  engine*  with  the  feeling  of  safety 
hat  you  get  from  available  traction  control  and  first-in-class**  all-wheel  drive. 
earn  more  at  FORDVEHICLES.COM. 


itional.  **Midsize  sedans  starting  under  $21,000. 


mm 


ROBUST  SECURITY 


Dell  offers  exceptional  encryption  solutions  to 
protect  against  internal  and  external  threats  with  an 
industry-first  combination  of: 

■  Dell's  Security  Best  Practices 

•  Seagate  Hardware  Encrypting  HDD 

•  Wave  Systems  Corporation  Management  Solution 
Available  on  select  Dell  Latitude  notebooks. 
Secure  your  data  and  your  peace  of  mind  with  Dell. 


LEARN  HOW  DELL  SIMPLIFIES  SECURITY  AT 
DELL.COM/Secure  or  call  866.212.9330 
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Burlingame. 


TEAL  ESTATE  STOCKS  BONDS  GLOBAL  PLAYS  ENERGY  TECHNOLOGY 
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The  more  you  3SK  the  more  we're  different5' 


Our  disciplined,  long-term  approach  is  especially  suitable  for  retirement 
investing.  When  you  dig  deeper  into  your  IRA  investment  options,  it's  easy; 
to  understand  why  more  and  more  investors  are  switching  to  T.  Rowe  Price.  I 


Low-cost,  in-house  active  management 

We  believe  that  active  management  of  funds — 
individually  evaluating  every  stock  and  bond  we  invest 
in — can  help  our  retirement  investors  reach  their  goals. 
At  T.  Rowe  Price,  we  manage  our  funds  in-house,  with  a 
team  of  analysts  and  one  of  the  most  respected  hands- 
on  research  departments  in  the  industry.  And  since 
we  offer  funds  with  no  loads  or  sales  charges,  and  low 
expenses,  your  retirement  savings  go  even  further. 

Experienced  fund  management 

We've  found  that  experienced  fund  managers  give  our 
investors  the  best  chance  for  meeting  their  long-term 
retirement  savings  goals.  At  T.  Rowe  Price,  our  fund 
managers  average  13  years'  tenure,  and  have  proven 
track  records  in  a  variety  of  market  conditions. 


Intelligently  balancing  risk  and  reward 

IRA  investments  should  maximize  returns  without 
adding  excessive  risk  to  your  portfolio.  T.  Rowe  Price 
fund  managers  are  dedicated  to  carefully  balancing 
risk  and  reward. 

All  the  help  you  need 

At  T.  Rowe  Price,  we  have  a  variety  of  online  tools  to 
help  you  with  this  year's  IRA  contribution.  You  can  also 
call  our  Investment  Guidance  Specialists  with  any 
questions  you  might  have.  They  aren't  paid  a  commission, 
so  their  only  job  is  to  help  you  find  the  best  funds  for 
your  retirement  savings  goals. 
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Find  out  more  about  no-load 
funds  from  T.  Rowe  Price 


Choose  from  over  90  funds  including  these  proven  performers: 


ERE 

■ 


■ 


■ 


Average  annual  total  returns  as  of  9/30/07* 


1Year  5  Year  10  Year         E*P*™ 


Balanced  Fund  14.27%        12.97% 

Upper  Balanced  Funds  Average  1 2.56%        1 0.93% 

Blue  Chip  Growth  Fund  21.92%        15.33% 

Upper  Large-Cap  Growth  Funds  Average  20.44%        1 2.69% 

Global  Stock  Fund"*  31.75%        23.25% 

Upper  Global  Large-Cap  Growth  Funds  Average     23.83%        1 8.62% 

Spectrum  Growth  Fund  20.51%        18.98% 

Lipper  Multi-Cap  Core  Funds  Average  1 7.00%        1 5.56% 

Spectrum  Income  Fund  8.10%  8.50% 

Upper  General  Bond  Funds  Average  5.32%  6.27% 

The  new  T.  Rowe  Price  Mutual  Fund  Compare  Tool  lets  you  easily  compare  I  Rowe  Price  Funds 
with  other  funds  you're  considering.  Just  go  to  troweprice.com/comparetool. 


7.29% 
5.91% 

6.66% 

4.55% 

9.42% 
6.91% 

8.23% 
7.19% 

6.61% 
4.87% 


0.68% 
1.37% 

0.81% 
1.61% 

1.01% 
1.89% 

0.96% 
1.73% 

0.87% 
1.51% 


■Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which  cannot  guarantee  future  results. 
[  Share  price,  principcl  value,  and  return  will  vary,  and  you  may  have  again  orbss  when  you  sell  your  shares.  To  obtain  the 
■:  most  recent  month-end  performance,  callus  or  visit  our  Web  site.  ***The  performance  information  shown  does  not  reflect 
ithe  deduction  of  a  2%  redemption  fee  on  shares  held  for  90 days  or  less.  If  it  did,  the  performance  would  be  lower. 
.International  investing  involves  special  risks,  including  currency  fluctuations.  Request  a  prospectus  orabriefer 
profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and  other  information  that  you  should  read  and 
•consider  carefully  before  investing.  Aii  mutual  funds  are  subject  to  market  risk,  including  possible  loss  of  principal. 


-a.troweprice.com     1.877.208.0139 


T.RoweRice 


INVEST    WITH    CONFIDENCE 

erage  annual  total  return  figures  include  changes  in. principal  rvalue,  reinvested  dividends,, and  capital  gain  distributions.  "The  funds'  expenses  are  as  of  their  fiscal  year 
eri  December  31, 2006  (except  for  Global  Stock. Furio1,  v.'fiich  is  as  of  its  fiscal  year  ended  October  31. 2006);  the  Lipper  expenses  are  based  on  tire  fiscal  year-end  data 
liable  as  of  September  30. 2007.  //;, 

owe  Price  Investment  Services.  Inc.,  Distributor.     .■".-'.  .  IRA0761D7 
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BRE1TLING 

iaa« 


INSTRUMENTS    FOR    PROFESSIONALS' 


Pure  performance.  Absolute  precision.  Here  at  Breitling,  we  are  driven  by  a 
single  passion,  a  single  obsession:  to  create  ultra-reliable  instrument  watches 


finishing  is  driven  by  the  same  concern  for  excellence.  Our  chronographs 
meet  the  highest  criteria  of  sturdiness  and  functionality,  and  we  are  the  only 


scrutiny  of  the  Swiss  Official  Chronometer  Testing  Institute  (COSC).  One 
simply  does  not  become  an  official  aviation  supplier  by  chance. 


ClivoiioiinU 


ww.breitlinG.com 


K,  Norris 

2154  Galleria  at  Tyler 
Riverside,  CA 

909.3523773 
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CAN  A  PICKUP 
GIVE  2,000 
PEOPLE  A  LIFT? 


WHY  NOT? 


It's  a  question  that  keeps  us  thinking  at 
Toyota.  It's  also  the  inspiration  behind  our 
belief  in  building  automobiles  where  people  drive  them?  One  example:  the  new  Toyota 
Tundra  plant  in  San  Antonio,  TX.  It  not  only  employs  2,000  people  but  will  also  inject 
thousands  of  other  new  jobs  into  the  area.  It's  something  that  happens  around  all  of 
our  operations  across  America.  And  can  give  a  lift  to  an  entire  community. 

toyota.com/whynot 


Rams  butt  heads  until  their  horns  fall  off. 


They  can't  find  a  better  way  to  beat  the  competition. 

But  you  can.  With  proven  business  intelligence  and  analytic  software  from  SAS. 

www.sas.com/rams 


THE 
POWER 
TO  KNOW 
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PUMPING  MONEY  INTO  THE  SYSTEM 

Central  bankers  have  put  on  their  firefighter  hats.  On 
Dec.  19  the  Federal  Reserve  revealed  the  results  from 
its  new  Term  Auction  Facility,  lending  $20  billion  to 
banks  at  a  low  rate  of  4.65%.  The  European  Central 
Bank  went  one  better,  pouring  $500  billion  into  the 
financial  system  on  Dec.  18  at  4.21%  before  taking 
back  part  of  the  funds.  The  combined  result  was  a  fall 
in  market  rates— but  no  sign  that  the  credit  crunch  is 
under  control.  What's  more,  the  Fed  and  the  ECB  have 
to  worry  about  igniting  inflation  while  they  save  the 
financial  system.  The  core  U.S.  consumer  price  index, 
which  excludes  food  and  energy,  has  risen  at  a  2.6% 
rate  over  the  past  three  months.  Stagflation,  anyone? 

I BW !  PAGE  033  "Can  central  banks  ease  the  crunch?" 


The  ECB  building 
in  Brussels:  The 
bank  lent  half  a 
trillion  dollars  at 
bargain  rates 


REWRITING  MORTGAGE  RULES 

On  Dec.  1 8  the  Fed  moved  on  an- 
other front,  proposing  rules  aimed 
at  the  worst  abuses  by  subprime 
predators.  The  main  thrust  is  to 
ensure  that  lenders  verify  borrow- 
ers' ability  to  pay  from  income, 
rather  than  relying  on  a  home's 
rising  value  or  on  undocumented 
assets  to  keep  them  solvent.  The 
public  has  90  days  to  comment 
before  the  rules  take  effect. 
Democratic  leaders  in  Congress 
scoffed  that  the  rules  don't  go  far 
enough  and  promised  to  push 
more  sweeping  legislation.  And,  of 
course,  the  proposals  do  nothing 
for  folks  already  in  trouble. 


GOLDMAN  RIDES  HIGH 

Everyone  knew  that  Goldman 
Sachs  had  emerged  squeaky- 
clean  from  the  subprime  swamp, 
but  the  firm  just  made  clear  how 
clean  that  is.  Goldman  posted 
black  ink  of  $3.22  billion  for  its 
fiscal  fourth  quarter,  well  above 
Street  expectations.  And  how 


about  the  whole  year?  Try  income 
of$1 1.6  billion,  a  22%  jump 
over  2006.  And  was  Wall  Street 
pleased?  Not  really.  Goldman's 
admission  of  a  horrid  November 
and  its  cautionary  outlook  sent  its 
shares  down  3.4%  for  the  day. 
□  "Goldman's  golden  touch" 
businessweek.com/magazine 


PANDIT  TO  THE  RESCUE 

For  other  financial  giants,  the 
credit  crunch  just  keeps  on  com- 
ing. Vikram  Pandit,  Citigroup's 
new  CEO,  said  on  Dec.  1 3  the 
company  would  bail  out  seven 
structured  investment  vehicles, 
assuming  $49  billion  of  assets. 
The  SIVs  invest  in  mortgages, 
among  other  things,  and  investor 
demand  has  evaporated,  leading 
to  liquidity  problems.  The  move, 
which  follows  other  big  banks'  SIV 
rescues,  should  stave  off  forced 
asset  sales  and  help  soothe  fears 
about  capital  markets.  Moody's 
promptly  cut  Citi's  credit  rating, 
and  the  stock  dipped. 


***»f. 
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MORGAN'S  CHINESE  FRIEND 

Another  big  financial  outfit  goes 
hat  in  hand.  First  Citigroup,  then 
UBS  recently  landed  capital  injec- 
tions from  sovereign  funds.  Now 
it's  Morgan  Stanley's  turn.  China's 
$200  billion  fund,  China  Invest- 
ment Corp.,  said  on  Dec.  1 9  that 
it's  paying  $5  billion  to  buy  con- 
vertible units  that  could  give  it  up 
to  a  9.9%  stake  in  the  Wall  Street 
firm.  It's  CIC's  biggest  investment 
since  it  was  launched  earlier  this 
year.  Morgan  said  on  Dec.  1 9  that 
it's  writing  off  an  additional  $5.7 
billion  in  subprime  investments,  for 
a  total  of  $9.4  billion,  much  more 
than  expected. 


BEAR  LED  THE  WAY 

The  subprime  bust  has  Bear 
Stearns'  fingerprints  all  over  it.  An 
analysis  by  Business  Week  shows 
that  Bear  fund  manager  Ralph 
Cioffi  led  Wall  Street  in  develop- 
ing a  special  type  of  collateral- 
ized debt  obligation  designed  to 
appeal  to  money-market  funds. 
The  CDOs,  which  were  copied  by 
the  rest  of  the  industry,  nurtured 
a  culture  of  sloppy  lending.  Cioffi, 
who  managed  two  hedge  funds 
that  collapsed  in  June,  is  now 
under  federal  investigation. 
I BW I  PAGE  030  "The  men  who  made 
the  mess" 


LIBERATING  LORILLARD 

Another  once-happy  union  is 
going  up  in  smoke.  A  few  months 
after  Marlboro  maker  Altria  an- 
nounced plans  to  split  its  U.S. 
and  international  businesses, 
Tisch  family  conglomerate  Loews 
said  on  Dec.  1 7  it  would  spin  off 
cigarette  unit  Lorillard,  purveyor 
of  the  Newport  and  Kent  brands. 
Loews  had  already  created  Caro- 
lina Group,  a  tracking  stock  for  its 
tobacco  assets.  Management  said 
Lorillard  will  be  better  able  to  com- 
pete in  a  tough  U.S.  market  if  it  no 
longer  has  to  pass  its  earnings  up 
to  Loews,  and  the  parent  could 
see  a  boost  in  its  credit  ratings 
and  stock  price  from  shedding  the 
risky  cigarette  business.  Investors 


seemed  to  disagree,  however, 
dumping  both  stocks  the  day  of 
the  announcement. 


EXECUTIVE  SUITE 

Sprint  Nextel  on  Dec.  1 8  named  a 
new  go-to  guy:  Daniel  Hesse,  who 
headed  the  company's  local  phone 
spin-off,  Embarq.  He  replaces 
Gary  Forsee,  ousted  as  CEO  in 
October.  The  new  chief  will  have 
his  handset  full  trying  to  regain 
lost  market  share  and  deciding 
whether  to  continue  initiatives 
such  as  Sprint's  wireless  broad- 
band rollout.  Also  on  Dec.  18,  Eli 
Lilly  said  President  John  Lechleiter 
will  succeed  retiring  CEO  Sidney 
Taurel  in  March. 


INSURANCE  FOR  AN  INSURER 

Buffeted  bond  insurer  ACA  Capital 
Holdings,  which  reported  a  nega- 
tive net  worth  of  $883  million  in 
November,  may  get  a  reprieve.  A 
group  of  Wall  Street  banks  includ- 
ing Merrill  Lynch  and  Bear  Stearns 
are  in  talks  to  shore  up  ACA,  The 
New  York  Times  reported  on  Dec. 
1 9.  A  bailout  can't  come  soon 
enough  for  ACA,  which  saw  its 
credit  rating  cut  to  CCC,  almost 
the  lowest  level  above  default, 
by  Standard  &  Poor's  the  same 
day.  That  could  slash  the  value  of 
securities  it  insured.  Guess  who's 
on  the  hook  if  the  securities  plum- 
met? The  Wall  Street  banks. 


MORE  MILES  PER  GALLON 

For  the  first  time  since  they  were 
put  in  place  32  years  ago,  fuel 
economy  standards  are  about 
to  rise.  President  George  W. 
Bush  signed  into  law  on  Dec.  1 9 
an  energy  bill  that  boosts  fleet 
standards  to  35  mpg  by  2020. 
The  bill  includes  a  70%  increase 


in  efficiency  standards  for  light 
bulbs,  dramatic  increases  in  the 
production  of  ethanol,  and  regula- 
tions on  other  appliances.  To  the 
dismay  of  the  greens,  the  Senate 
whacked  higher  taxes  on  oil  giants 
and  failed  to  extend  tax  credits  for 
solar  power. 


TRANE'S  SHORT  LIFE 

Not  long  ago,  American  Standard 
changed  its  name  to  Trane  after 
shedding  two  other  main  busi- 
nesses—its namesake  bath- 
room-fixtures unit  and  vehicle 
components  maker  Wabco— to 
focus  on  air  conditioning.  The  new 
company  didn't  last  a  month.  On 
Dec.  1 7,  Ingersoll  Rand  said  it 
would  pay  $10.1  billion  for  Trane. 
Investors  ran  hot  and  cool:  Trane 
shares  leaped  25%  from  the  Nov. 
28  rechristening,  while  Ingersoll 
tanked  by  10%. 


MARTIN'S  REVENGE 

Embattled  FCC  Chairman  Kevin 
Martin  thumbed  his  nose  at  fierce 
pressure  and  won  a  round  by 
pushing  two  measures  through  his 
fragmented  agency.  One  would 
restrict  operators  to  controlling 
no  more  than  30%  of  the  national 


"Every  human  being  should  have  the  same 
right  to  produce  CO2" 


NOBUO  TANAKA,  HEAD  OF  THE  INTERNATIONAL 
ENERGY  AGENCY,  AS  QUOTED  IN  DER  SPIEGEL 
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cable  TV  market.  That's  a  blow 
to  giant  Comcast,  which  already 
services  an  estimated  27%  of  the 
country,  and  the  rule  is  likely  to  be 
challenged  in  court.  The  other  new 
rule  would  allow  media  companies 
to  buy  additional  TV  and  radio  sta- 
tions in  markets  where  they  own 
newspaper  properties.  Federal 
legislators  who  worry  that  media 
companies  would  exercise  too 
much  control  over  news  gathering 
may  try  to  upend  that  one. 
I BW I  PAGE  104  "Those  hulking  media 
failures" 


JETBLUE'S  WINGMAN 

German  airline  Lufthansa  made 
an  unexpected  landing  in  the 
U.S.  market  on  Dec.  13,  paying 
$300  million  for  a  1 9%  stake  in 
low-cost  carrier  JetBlue.  The  deal 
brings  a  welcome  cache  of  cash 
for  the  U.S.  airline,  which  has 
been  straining  to  make  money,  but 
Lufthansa's  logic  is  cloudy.  The 
Germans  get  a  seat  on  JetBlue's 
board,  though  rules  limit  their  influ- 
ence. Lufthansa  may  be  hoping 
Washington  eventually  relaxes 
regs  barring  foreigners  from  own- 
ing more  than  25%  of  a  U.S.  line. 

□  "JetBlue  makes  a  deal  with  Lufthansa," 
businessweek.com/magazine 


Resizing 
China's  Economy 

New  purchasing  power 
calculations  from  the  World 
Bank  show  that  China's 
economy  in  2005  was  40% 
smaller  than  previously  thought. 


*8.8  $5.3 

TRILLION      TRILLION 


Previous  estimate 


Revised  estimate 


CALPERS'  NEW  LOOK 

It's  the  fattest  pension  fund  in  the 
U.S.,  lording  over  $250  billion  in 
retirement  savings  for  1 .5  million 
workers.  So  where  are  the  sharp- 
ies who  run  the  California  Public 
Employees'  Retirement  System 
(CalPERS)  putting  their  money? 
Surprisingly,  they're  shifting  into 
riskier  assets.  The  giant  fund 
said  on  Dec.  1 7  that  it  will  boost 
investments  in  private  equity  to 
10%  from  6%  of  the  portfolio.  Real 
estate  also  gets  a  bump,  to  10% 
from  8%.  CalPERS  created  a  new 
inflation-linked  asset  class  to  hold 


commodities  and  infrastructure 
that  will  account  for  5%  of  the  mix. 
The  big  losers  are  bonds,  which 
will  shrink  to  1 9%  from  26%  of 
assets,  and  stocks,  which  will  slip 
to  56%  from  60%. 
I  BW  I  PAGE  027  "Four  wise  men  on 
what's  in  store  for  2008" 


PETRODOLLARS  AT  WORK 

Maybe  the  Kuwaitis  have  been 
watching  The  Graduate,  in  which 
the  lead  character  is  famously  giv- 
en career  advice  consisting  of  one 
word:  plastics.  Kuwait  Petroleum 
will  spend  $9.5  billion  for  a  50% 
stake  in  much  of  Dow  Chemical's 
global  petrochemical  business. 
Dow  will  provide  the  assets  and 
knowhow,  the  Kuwaitis  the  cheap 
feedstock  to  make  products  used 
in  many  kinds  of  plastics.  The  deal 
trims  Dow's  exposure  to  commod- 
ity petrochemicals  while  freeing  up 
capital  for  higher-margin  specialty 
chemicals. 

□  "Dow  and  Kuwait  Petro:  Profit-margin 
play"  businessweek.com/magazine 


ANOTHER  OIL  PATCH  DEAL 

Oilfield  services  companies  are 
drilling  for  deals.  Houston-based 
National  Oilwell  Varco  announced 


An  offshore  oil  , 
(lower  left);  anc 
Ian  Holm  (right  ] 
Bilbo  Baggins  i 
Lord  of  The  Rin  ' 


34.9 

■ 

November 
drop  in  housi 
starts  for 
single-family 
homes  from  { :  t 
year  ago 

Data:  CommerW 
Dept. 
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Dec.  1 7  that  it  would  spend 
3  billion  to  buy  rival  Grant 
deco.  While  both  make  gear 
oil  production,  National 
jcializes  in  motors  and 
nps,  and  Grant  is  a  leader 
irilling  pipe.  The  move  fol- 
>s  a  $1 7.4  billion  merger  in 
member  by  Transocean  and 
»balSantaFe,  two  large  drill- 
operators. 


E  TOP  GUN  OF  GAMES? 

3r-producer  Jerry  Bruck- 
ner, who  already  turns  out 
rything  from  CBS's  C.S.I. 
iesome  of  TV  shows  to  Walt 
ney's  Pirates  of  the  Carib- 
n  movies,  is  taking  his  zeit- 
fst-seeking  talents  to  video 
nes.  A  Dec.  1 9  deal  to  build 
udio  for  MTV  Games  will 

the  Viacom  unit  a  shot  of 
osterone  action  to  go  with 
negahit  game  Rock  Band, 
ekheimer  plans  to  work 
\  MTV  on  games  that  could 
ome  TV  shows  or  movies, 
company  says.  Disney 

s  the  rights  to  games  de- 
ped  from  movies  he  does 
^ie  studio. 


RE  HUNGER  AHEAD? 

jghts  and  floods  linked  to 
ate  change,  hot  demand 
liofuels— add  it  all  up,  and 
ve  got  a  looming  food 
s,  says  the  Food  &  Agri- 
jre  Organization.  In  the 
amber  issue  of  its  Food 
bok  report,  the  U.N.  body 
nates  that  the  costs  of 
>rted  comestibles  jumped 
in  2007  for  low-income 
itries.  Some  37  nations 
cutely  at  risk,  so  the  FAO 
s  rich  nations  to  ramp  up 
poor  farmers. 
org 


O  GETS  STAR  BILLING 

t's  four  feet  tall  and  may 
orth  $1  billion?  Bilbo 
jins,  heart  and  soul  of 
Tolkien's  The  Hobbit, 


prelude  to  his  Lord  of  the 
Rings  trilogy.  The  film,  in  limbo 
for  years  as  Lord  of  the  Rings 
director  Peter  Jackson  battled 
over  money  in  court  with  New 
Line  Cinema,  is  on  track  again. 
It  will  be  produced  jointly  by 
MGM  and  New  Line,  which 
shares  rights  to  The  Hobbit, 
and  by  Jackson,  who  signed 
on  as  executive  producer  but 
won't  direct.  Jackson  and  New 
Line  also  settled  their  lawsuit, 
thanks  to  MGM  Chairman  Har- 
ry Sloan,  who  mediated.  Lord 
of  the  Rings  grossed  nearly  $3 
billion  in  theaters,  according  to 
BoxOfficeMojo.com. 
□  "Ring  up  The  Hobbit,  times  two" 
businessweek.com/magazine 


THE  LIMPING  IRISH 

Notre  Dame,  the  NCAA's  rich- 
est football  team,  is  sitting 
out  the  Bowl  season  after  its 
rotten  3-9  year.  Worse,  its  TV 
ratings  on  NBC,  which  pays 
$9  million  a  year  for  rights  to 
its  home  games,  scored  half 
of  2005  levels.  Despite  the 
Irish's  global  fan  base,  the 
shrinking  TV  audience  and  a 
questionable  team  for  2008 
could  clobber  its  negotiating 
leverage  for  the  next  broad- 
cast deal. 

I BW I  PAG E  037  "N BC:  Blindsided  by 
Notre  Dame" 


STEROIDS?  SO  WHAT? 

Former  Senator  George 
Mitchell's  report  on  steroid 
use  hit  the  Major  Leagues  with 
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the  force  of  a  99-mph  beanball. 
But  somehow,  hardly  any  of  the 
sport's  biggest  business  backers 
got  clocked.  That's  because  none 
of  the  80-odd  players  named  are 
power  hitters  in  terms  of  en- 
dorsement deals.  (AT&T  featured 
Yankees  pitcher  Roger  Clemens 
in  one  of  its  ads,  but  that  spot 
stopped  running  in  November.) 
Baseball's  No.  1  corporate  fan, 
General  Motors,  is  still  in  talks  to 
renew  a  sponsorship  deal  that 
expired  last  season.  And  State 
Farm,  headed  into  the  second 
year  of  a  three-year  accord, 
seems  equally  unfazed. 
Q  AdAge.com 


A  GREENHOUSE  DEAL 

It  was  a  cliff-hanger,  and  after  two 
grueling  weeks  in  Bali,  Indonesia, 
delegates  from  more  than  1 80 
nations  managed  only  a  small  step 
towards  combating  global  warm- 
ing, with  an  agreement  to  come  up 
with  a  post-Kyoto  Accord  plan  by 
2009.  In  a  surprise,  the  develop- 
ing nations  pledged  to  cut  their 
own  emissions  in  the  future.  But 
greater  progress,  such  as  setting 
actual  reduction  targets,  was 


blocked  by  the  U.S.  delegation, 
earning  it  boos  and  hisses  from 
their  frustrated  confreres. 


MORE  REFCO  CHARGES 

When  companies  founder  in 
a  typhoon  of  fraud,  it's  rare  for 
prosecutors  to  go  after  their 
lawyers.  But  on  Dec.  1 8  the  feds 
filed  charges  against  Joseph  Col- 
lins, a  partner  at  big  Chicago  firm 
Mayer  Brown  and  former  outside 
counsel  to  Refco,  a  major  com- 
modities broker  that  went  under 
two  years  ago.  Collins  is  charged 
with  helping  ex-Refco  CEO  Phillip 
Bennett  orchestrate  an  alleged 
scheme  that  concealed  hundreds 
of  millions  in  bad  debts.  Bennett 
is  set  to  go  on  trial  in  March  along 
with  other  ex-Refco  executives. 
The  SEC  also  filed  civil  charges 
against  Collins,  whose  lawyer 
says  he's  innocent. 


BLACKSTONE  IN  AFRICA 

Call  Blackstone  Group  the  Last 
King  of  Private  Equity.  Amid  a 
global  deal  slowdown,  the  buyout 
shop's  Sithe  Global  Power  arm 
is  powering  $1 10  million  into 


the  $872  million  effort  to  build 
a  dam  in  Uganda.  Downstream 
from  enormous  Lake  Victoria,  the 
Bujagali  hydroelectric  station, 
a  lightning  rod  for  sub-Saharan 
conservationists,  will  inject  badly 
needed  megawattage  into  the 
blackout-prone  nation  of  32  mil- 
lion—former stomping  grounds  for 
dictator  Idi  Amin. 

WINDY  CITY  ELITE 

The  guard  is  changing  in  Cor- 
porate Chicago.  The  CEOs  who 
could  rally  the  city's  corporate, 
civic,  and  philanthropic  interests 
behind  a  big  idea— Millennium 
Park,  for  example— are  in  their 
70s.  Taking  their  place  is  a 
generation  that  springs  from  a 
new  power  base:  privately  held 
firms  in  the  financial  and  service 
sectors,  reports  BusinessWeek's 
spin-off,  BW  Chicago,  in  the 
cover  story  of  its  January  issue. 
The  change  reflects  increased 
demands  on  chiefs  of  publicly 
held  companies,  as  well  as  the 
evolution  of  Chicago's  economy. 
And  the  new  elite  doesn't  consist 
of  white  males  only.  Women  and 
minorities  have  cracked  it. 


rnc 
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THE  'R'  WORD?  TRY  'RESILIENT' 


If  a  recession  were  imminent,  there  would  be  clearer  signs  by  now.  Instead,  consumers 
are  still  spending,  and  companies  are  expanding  production 


Investors  can't  seem  to  decide  whether  their  biggest  worry  is  recession  or  inflation.  Or  maybe  botl 
Several  economic  reports  for  November  came  in  surprisingly  upbeat,  especially  some  from  the 
closely  watched  consumer  sector,  but  they  failed  to  allay  Wall  Street's  recession  concerns.  Then  cq 
some  nasty  looking  November  price  indexes,  and  inflation  fears  took  over.  In  the  unsettled  econonl 
and  financial  climate  of  the  past  few  months,  investors  can  be  excused  for  being  so  jumpy.  Howeve 


the  resilience  in  some  of  the  recent 
data  makes  an  important  point:  If  the 
economy  were  going  to  fall  off  a  cliff, 
most  likely  there  would  be  some  signs 
of  it  by  now. 

On  the  contrary,  job  markets  have 
slowed,  though  not  abruptly.  Manu- 
facturing has  weakened,  but  the  strong 
0.5%  gain  in  November  production 
suggests  it  is  far  from  swooning,  and 
the  solid  0.9%  rise  in  output  of  busi- 
ness equipment  implies  that  compa- 
nies are  still  expanding  production 
capacity.  Business  inventories  have 
not  spiked  higher,  as  they  would  have 
if  demand  had  suddenly  fallen  off.  Per- 
haps most  important,  consumers  show 
every  sign  of  being  still  willing  and 
able  to  spend.  So  many  economists  are 
nudging  their  projections  for  fourth- 
quarter  economic  growthup  a  notch. 

CONSUMER  SPENDING: 
NO  PULLBACK  HERE 

BILLIONS  OF  DOLARS 


JAN.  07 
Data:  U.S.  Census  Bureau 


One  reason  is  the  downright 
strength  of  November  retail  sales.  The 
Commerce  Dept.'s  roundup  of  sales, 
which  is  far  broader  than  the  popular 
chain-store  results,  showed  receipts 
rising  1.2%  from  October,  and,  after 
more  complete  data,  it  said  its  tallies  of 
September  and  October  buying  were 
stronger  than  first  estimated  (chart). 
Even  if  December  sales  are  weak, 
inflation -adjusted  consumer  spending 
in  the  fourth  quarter  appears  headed 
for  a  growth  rate  of  2%  or  more,  per- 
haps not  too  far  off  the  2.9%  pace  over 
the  past  year. 

The  November  numbers  don't  mean 
consumers  — or  the  economy— are  out 
of  the  woods,  especially  as  the  housing 
slump  continues  to  worsen.  Shoppers 
most  likely  took  advantage  of  retailers' 
heavy  pre -Christmas  price  discounts. 
Nevertheless,  the  data  are  a  sign 
that  households  successfully  fought 
through  the  headwinds  from  tighter 
credit  and  soaring  gasoline  prices.  And 
that  eases  recession  worries. 

Therein  lies  the  dilemma  for  both 
investors  and,  especially,  the  Federal 
Reserve:  If  the  economy  is  not  as  weak 
as  feared,  could  it  be  strong  enough 
to  lift  inflation?  The  bigger- than  - 
expected  increases  in  the  November 
price  indexes  looked  troubling.  Even 
excluding  energy  and  food,  the  yearly 
inflation  rate  for  wholesale  consumer 
goods  has  risen  about  a  percentage 
point  from  this  time  last  year.  Prices 
of  goods  at  the  retail  level  had  shown 


outright  deflation,  falling  for  the  p 
year.  But  in  November  the  decline; 
stopped. 

Recent  price  patterns  outside  of 
energy  and  food  may  well  reflect  tl 
economy's  momentum  earlier  this: 
year.  Growth  surged  during  the  mi< 
two  quarters  of  2007,  to  an  average 
of  4.4%  at  an  annual  rate.  That  wat 
the  strongest  two -quarter  clip  in  fil 
years,  and  it  may  have  helped  soma 
businesses  to  pass  along  rising  cos' 
for  energy  and  labor  by  hiking  the 
prices  of  final  products.  Also,  beca, 
of  the  falling  dollar,  yearly  inflation 
imports,  excluding  fuels,  has  pickei 
to  3%,  double  the  pace  of  two  years 

However,  while  an  outright  rece 
sion  may  not  be  in  the  cards,  the 
economy  is  clearly  slowing,  and 
pricing  pressures  are  likely  to  ease 
softer  demand  makes  it  tougher  to 
raise  prices.  Recent  signs  that  proi 
margins  are  getting  squeezed  suggi 
prices  are  not  keeping  up  with  cos 
Slower  job  growth  is  already  loose 
up  the  labor  market  and  holding  d> 
wage  costs.  Oil  and  gasoline  prices 
off  their  peaks,  and  they  are  apt  to 
further  as  U.S.  and  global  growth  < 

Investors  may  worry  that  stubb 
inflation  will  limit  the  Fed's  ability 
cut  interest  rates.  However,  prices 
most  likely  to  heat  up  in  2008  if  th 
economy  turns  out  to  be  much  str< 
ger  than  expected.  If  so,  it  wouldn 
need  a  lot  of  help  from  the  Fed  in  tl 
first  place,  ibwi 
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istainability  is  our  standard  for  measuring  CO2  reduction. 


The  Blue  Hole  in  the  Belize  Barrier  Reef,  a  World  Heritage  in  the  western  Caribbean  Sea. 


Canon  energy-saving  technology  has  reduced  CO2  emissions  by  nearly  7  million  tons, 
amount  assimilated  by  the  seas  surrounding  the  earth's  coral  reefs  each  year* 


nding  for  nearly  185  miles,  the  Belize  Barrier  Reef  is  home  to  one  of  the  most  diverse 
/stems  on  earth.  At  Canon,  we  believe  corporations  have  a  responsibility  to  undertake 
linable  practices  that  help  preserve  such  World  Natural  Heritages.  In  1998,  we  embarked 
program  to  reduce  CO2  emissions  throughout  the  lifecycle  of  our  products, 
xample,  we  developed  energy-saving  on-demand  fixing  technology  for  our  office 
)ment  and  home  printers.   Over  8  years,  the  reduction  in  CO2  emissions  attributable 
r  office  equipment  totaled  some  6.99  million  tons.  That's  approximately  the  amount  of 
assimilated  in  a  year  by  350,000  km2  of  seawater  —  more  than  the  surface  size  of  the 
reefs  in  all  the  oceans.  Canon's  many  programs  to  reduce  CO2  emissions  are  all  part 
e  corporate  goal:  sustaining  the  natural  environment  for  future  generations. 


I  Cumulative  reduction  of  CO2  from 
on-demand  fixing 


1999  2000  2001  2002  2003  2004  2005  2006 


*There  are  approx.  280,000km2  of  coral  reef.  1km2  of  seawater 
assimilates  approx.  20  tons  of  CO2  per  year.  Between  1999 
and  2006,  the  CO2  reduction  attributable  to  Canon  office 
equipment  was  7  million  tons,  which  is  approx.  20%  more  than 
the  seawater  around  the  earth's  coral  reefs  assimilates  in  a  year. 


>duce.  Use.  Recycle.  C02-emission  reduction  throughout  the  product  lifecycle. 


-i.com/environment 
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imagine  a  company  showing  its  vision 
by  removing  something  from  yours 

Samsung's  94  series  Plasma  needs  no  wires  between  components,  so  your 
eyes  are  free  to  enjoy  its  sleek  finish  and  beautiful  1080p  "Full  HD"  picture. 
And  thanks  to  its  FilterBright™  anti-glare  filter,  you  can  watch  from  any 
angle  -  even  in  a  brightly  lit  room.  An  incredibly  crisp,  clear  HDTV  with  no 
strings  attached.  With  the  Samsung  94  series  wireless  Plasma,  it's  not 
that  hard  to  imagine.  Visit  www.samsung.com  for  more  information. 
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ENTURE  CAPITAL  STREN6THENS 
MILE  PRIVATE  EQUITY  SLUMPS 


ipencer  Ante  and  James  Mehring/Charts  by  Ray  Vella  and  Laurel  Daunis-Allen 

lture  capital  investments,  which  fund  innovative  businesses 
1  technologies  that  can  spark  economic  growth,  are  set  to  reach 
ir  highest  total  since  2001.  While  the  credit  crunch  is  squeez- 
private  equity,  VCs  are  investing  more  in  fields  such  as  energy. 
d  with  a  strong  IPO  market,  returns  are  still  healthy. 


Bellwether?  It  will  bode  well  for  2008 
IPOs  if  demand  is  strong  for  NetSuite,  a 
software  company  owned  by  Oracle 
founder  Lawrence  Ellison  and  venture 
firm  StarVest  Partners. 
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/  leaders:  Biotech  and  energy  have 
iced  telecom  and  media  as  hot 
ors  for  U.S.  venture  capital. 

;ent  of  venture  CAPITAL  INVESTMENTS 

■CHNOLOGY  07- 


'UTERS  AND  PERIPHERALS 


t  AND  ENTERTAINMENT 


'ARE 


GH  THIRD  QUARTER 


icewaterhouseCoopers,  National  Venture 
Assn.,  Thomson  Financial 


SHOWING  THEM  THE  MONEY 

U.S.  venture  capital  investment  has  been  climbing  steadily  since  2003. 


AMOUNT  RAISED 


AMOUNT  INVESTED 

BILLION 


RETURN  ON  VENTURE  CAPITAL  FUNDS' 


$26    18% 


•RETURNS  ARE  CALCULATED  BY  COMPARING  VALUE  AT  YEAREND  WITH  THE  VALUE  AT  THE  BEGINNING  OF  THE 

YEAR,  ACCOUNTING  FOR  ANY  CASH  INFLOWS  AND  OUTFLOWS 

"AMOUNT  RAISED  AND  AMOUNT  INVESTED  THROUGH  THIRD  QUARTER;  RETURN  ON  VENTURE  CAPITAL  FUNDS 

THROUGH  SECOND  QUARTER 

Data:  Thomson  Financial,  National  Venture  Capital  Assn. 


Private  equity:  New  investments  are  drying  up  because  of  the  credit  squeeze. 

BILLIONS  OF  DOLLARS 
100  - 


JAN. '07         FEB.  MAR.  APR.  MAY         JUNE  JULY  AUG.  SEPT  OCT.  NOV. 

Data:  Thomson  Financial 
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Nearly  60%  of  the  technology 
projects  overseen  by  the  Homela 
Security  Dept.  are  in  hot  water. 
The  latest  BusinessWeek.com 
Special  Report  rounds  up  some 
$3  billion  worth  of  high-tech 
contracts  that  are  either  behind  schedule,  over  budget 
or  being  run  by  unqualified  managers.  "Troubled  tech  a 
Homeland  Security"  also  chronicles  journalist  and 
entrepreneur  Steven  Brill's  plan  to  provide  a  new  servi 
that  speeds  up  airport  security  lines.  His  struggles 
underscore  the  opportunities  and  pitfalls  that  business 
face  as  they  navigate  Washington  and  the  security  sectc  j 
Check  it  out:  businessweekxom/go/07/homeland.  I  e: 
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FROM  GIZMOS  TO  GARLAND 
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meeting  their  needs?  We  take  a  little 
shopping  trip  of  our  own  to  find  out. 

ALL  IN  THE  DELIVERY 

Takeout  food  isn't  just  about  speed. 
Some  restaurants  are  now  focusing 
on  family  meals— and  bringing  the 
orders  curbside. 

ANIMAL  IMPULSE  BUYS 

Fido  won't  be  forgotten  this  holiday 


season.  In  fact,  consumers  are 
driving  huge  gains  in  the  market 
just  about  everything  pet-relatec 

ENVIRONMENTAL  UPSIDE 

How  some  companies  that  are 
doing  business  in  greener  ways 
benefiting  both  the  environment 
and  their  bottom  lines. 

Watch  our  weekly  program, 
BusinessWeek  TV.  To  see  video  clip 
find  your  local  station  and  airtime  bl 
Zip  Code,  go  to  businessweektv.coi 
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improve  your  game,  American  Express  is  committed  to  taking  you  further. 


To  get  the  Card  that  gets  you  more, 

visit  americanexpress.com/golf  USGA 


'ffcS/^       American  Express  is  a  proud  corporate  partm 
of  both  the  USGA  &  The  PGA  of  America. 


©2007  American  Express  Company  Some  Cards  require  enrollment  in  the  Membership  Rewards*  program  and  payment  of  an  annual  program  fee  Terms  and  conditions  may  vary 
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26,  9  a.m.  EST 

October  S&P/Case- 

er  Home  Price 
es  will  offer  afresh 
on  the  housing  bust. 

es  probably  fell  again 
a  4.9%  yearly  drop 
ptember.  Also,  new- 
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UDA  VISITS  CHINA 
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nese  Prime  Minister 
io  Fukuda  begins  his 
visit  to  China  as 
lier.  Among  the 
;s  likely  to  be 
jssed  with  Chinese 
ident  Hu  Jintao: 
pute  over 
'al-gas  fields  in 
iast  China  Sea. 

JRAL  DISASTERS 

27 

ch  Re  is  expected  to 
rt  that  the  economic 
of  natural  catastro- 
in  2007  will  come 
tween  2006's 
billion  and  the  record 
»  billion  of  2005.  The 
urance  company's 


yearly  report  will  say  that 
while  2007  had  no  mega- 
disasters,  there  were  a 
significant  number  of 
destructive  events — some 
related  to  global  warming. 

JAPANESE 
MANUFACTURING 

Dec.  27,  6:50  p.m.  EST 
Analysts  will  look  at  the 
November  industrial- 
output  data  for  evidence 
of  slower  economic 
growth.  A  lot  of  attention 
will  be  paid  to  the  report's 
production  forecast  for 
December  and  January. 

U.S.  BUSINESS 
ACTIVITY 

Jan.  2,  10  a.m  EST 
The  Institute  for  Supply 
Management's  December 
factory  and  nonmanufac- 
turing  report,  due  Jan.  4, 
should  confirm  slower 
economic  growth.  But 
new-orders  data  show 
that  vibrant  foreign 
demand  is  partly  offsetting 
weaker  activity  at  home. 

MONSANTO 

Jan.  3,  9:30  a.m.  EST 
The  seed-and-chemical 
maker  announces  fiscal 


first-quarter  results.  After 
a  stellar  2007,  Monsanto 
has  already  said  this 
year's  earnings  may  miss 
analyst  expectations  due 
to  lower-than-expected 
sales  of  genetically 
modified  seeds. 

FINISH  LINE 

Jan.  3,  4  p.m.  EST 
The  athletic-gear  retailer 
is  expected  to  post  its 
third  straight  quarterly 
loss  in  fiscal  third-quarter 
figures.  The  company  is 
racing  to  adjust  its  mix 
of  footwear  as  sales  of 
high-end  athletic  shoes 
slacken. 

BED  BATH  &  BEYOND 

Jan.  3,  5  p.m.  EST 
The  home-goods  retailer 
posts  fiscal  third-quarter 
results.  While  second- 
quarter  earnings  topped 
analyst  estimates,  shares 
are  near  a  five-year  low 
on  narrower  profit 
margins  and  concerns 
that  the  housing  down- 
turn will  soon  slam  sales. 

EURO  ZONE  INFLATION 

Jan.  4,  5  a.m.  EST 
Initial  consumer-price 
numbers  for  December 
are  released.  November's 
were  up  3.1  °/o  from  a  year 
ago— above  the  European 
Central  Bank's  2%  target 
ceiling.  Stubborn  price 
pressures  mean  the  ECB 
won't  cut  interest  rates 
anytime  soon. 

U.S.  EMPLOYMENT 

Jan.  4,  8:30  a.m.  EST 
Payrolls  probably 
expanded  at  a  modest 
pace  in  December. 
Decelerating  economic 
growth  and  turmoil  in  the 
credit  markets  threaten 
to  further  restrain  hiring 
and  other  business 
spending.  IBWI 
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CARDMEMBERS  GET  CLOSER 
TO  THEIR -LOVE  OF  GOLF  AT 
AlvVERICANEXPRESS.COM/GOLF 


Save  on  green  fees  and 
special  offers  at  courses 
around  the  country. 


Purchase  tickets  to 
premier  championship 
events  like  the  U.S.  Open'I 


Get  special  benefits 
and  instruction  with 
PGA  Professionals. 


Find  one-of-a-kind  golf 
retaways,  created  just 
for  Cardmembers. 


Enjoy  special  offers 
on  premium  golf 
equipment.  You  can 
even  use  Membership 
Rewards"  points. 


All  this  and  more.  ALL  IN  ONE  PLACE 
Online  at  americanexpress. com/golf 


ARE  YOU  A  CARDMEMBER?" 


Clearly. 


Dun  &  Bradstreet  is  the  world's  leading 
source  of  business  information  and  insight 
on  the  companies  that  are  important  to 
your  business.  Our  Solutions  for  Customer 
Data  Integration,  powered  by  our  exclusive 
DUNSRight™  Quality  Process,  give  you  a 
single  view  of  your  customers. 


www.dnb.com/cdi 
800.2343867 


D&B:  CDI  Starts  Here. 
That's  D&B®  Sure. 


Decide  with  Conf  idenc 
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I  "It's  clear  he  didn't  want  to  be  a  Yankee. ...  I  don't 
want  anybody  on  my  team  that  doesn't  want  to  be 
a  Yankee." 
K  STEINBRENNER,  Yankees'  senior  vp,  about  Alex  Ro- 
lez,  in  the  New  York  Daily  News,  Oct.  29,  2007.  Eighteen 
later,  A-Rod  signed  a  $275  million,  10-year  deal. 

■  "Kerkorian  may  be  deciding  to  scale  back  his 
activist  efforts." 
JOHN  NOVAK,  analyst,  Morningstar,  quoted  by 
fnberg  Financial  Markets,  November,  2006.  In  2007,  at 
JO,  billionaire  investor  Kirk  Kerkorian  made  runs  at  Chrysler 
Worst  Prediction  No.  7)  and  refiner  Tesoro. 


PETER  COY 

"The  media's  great  love  affair  with  the  Nintendo 
Wii  is  beginning  to  sour....  There  are  whispers 
that  the  device  is  tiring  and  gimmicky." 
TYLER  TODD,  video-game  columnist,  The  Gazette  (Montreal), 
Oct.  14,  2006.  Press  reviews  stayed  positive  in  2007,  and  buy- 
ers stood  in  line  for  the  console  for  the  second  year  in  a  row. 

"AMZN  is  a  stock  that  continues  to  live  on 

borrowed  time." 

TIM  BOYD,  Caris  &  Co.  analyst  in  a  report  about  the 
stock  of  Amazon.com  on  Oct.  26,  2006,  when  the  company's 
shares  were  at  38.50.  On  Dec.  1 7,  2007,  Amazon  shares  were 
trading  at  85.09. 
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BEN  BERNANKE,  Federal 
Reserve  Chairman,  May  17,  2007. 
A  global  credit  crunch  began 
three  months  later. 


"...[W]e  enter  2007  ideally  positioned  to  capitalize 
on  the  secular  growth  trends  of  the  industry." 
MITCHELL  CAPLAN,  CEO,  E'Trade  Financial,  Jan. 
1 8,  2007.  Bad  investments  made  E*Trade  the  worst  S&P  500 
performer  through  mid-December.  Caplan  resigned  on  Jan.  29. 

"[W]e  can  now  act  as  one  integrated  automotive 
company,  and  we  will  see  huge  benefits  to  be 
realized  in  the  future." 
DIETER  ZETSCHE,  DaimlerChrysler  chairman,  in  an  earnings 
conference  call,  July  27,  2006.  On  May  14,  2007,  private  equity 
firm  Cerberus  Capital  Management  agreed  to  buy  80.1%  of 
Chrysler  Group  for  $7.4  billion. 

The  Bancrofts  will  probably  "remain  resolute" 
in  opposing  a  sale  of  The  Wall  Street  Journal  to 
Rupert  Murdoch. 
BRIAN  SHIPMAN,  UBS  analyst,  May  9,  2007.  The  Bancroft 
family,  part-owners  of  Dow  Jones  &  Co.,  folded.  A  deal  to  sell 
to  News  Corp.  for  $5.6  billion  was  announced  on  Aug.  1 . 


"The  steady  improvement  in  [home]  sales  will 
support  price  appreciation. ..[despite]. ..all  the 
wild  projections  by  academics,  Wall  Street 
analysts,  and  others  in  the  media." 
DAVID  LEREAH,  chief  economist,  National  Association  of 
Realtors,  Jan.  10,  2007.  Housing  prices  steadily  worsened, 
falling  even  farther  than  many  skeptics  had  predicted. 

"There  are  companies  that  live  up  to  their 
obligations  to  the  government  as  well  as  to 
consumers,  and  [Mattel  is]  one  of  them." 
JULIE  VALLESE,  spokeswoman,  Consumer  Product  Safet 
Commission,  as  told  to  The  New  York  Times,  July,  2007.  Me 
later  recalled  millions  of  Chinese-made  toys,  including  Bart 
accessories. 

"Sit  back,  enjoy  the  ride.  It  looks  like  all  the 
pieces  are  in  place  for  a  rebound  in  Japan." 
BUSINESSWEEK,  Dec.  25,  2006.  Instead,  it  wa 
rough  ride  for  investors  in  Japan  in  2007.  The  Nikkei  225-st  i 
index  fell  roughly  7%  in  dollar  terms  through  mid-Decembe  i 


LORD  BROWNE,  CEO,  BP,  Ji 
12,  2006.  Oil  prices  averaged  : 
$70-plus  a  barrel  in  2007. 


WHAT  A  DIFFERENCE  A  YEAR  (SOMETIMES)  MAKES 


Most  Expensive  Web 
Addresses 

2006:  Diamond.com  ($7.5 
million),  Vodka.com  ($3 
million),  Cameras.com  ($1.5 
million) 

2007:  Porn.com  ($9.5  mil- 
lion), Computer.com  ($2.1 
million),  Seniors.com  ( $1.8 
million) 

Ad  Spending,  Internet 

2006:  $4.1  billion* 
2007:  $5.2  billion* 


Ad  Spending,  Network  TV 

2006:  $16  billion* 
2007:  $15.5  billion* 

Google  Employees 
2006:  9,378 
2007:15,916 

Top  Google  News  Search 
Terms 

2006:  Paris  Hilton,  Orlando 
Bloom,  cancer 
2007:  American  Idol, 
YouTube,  Britney  Spears 


Flight  Cancellations,  Top 
U.S.  Business  Airports** 
2006: 89,836  (1%  of  flights), 
2007: 117,830  (2%  of  flights) 

Flight  Delays  Over  45  Min." 
Top  U.S.  Business  Airports 

2006:589,049(9.9%) 
2007: 626,919  (10.9%) 

Mortgage  Originations, 
4th  Qtr.**" 

2006:  $690  billion 
2007:  $437  billion  (est.) 


Shareholder  Proposals 
Asking  for  Say  on  CEO  Pi 
2006: 9 
2007:74 

Wheat  Prices,  December 

2006:$5.oi/bushel 
2007:$9.io/bushel 


*First  nine  months  ;  ''Through  Dec.  10 
'"'  1  -  to  4-family  homes 
Data:  DN  Journal,  Interactive  Advertisii 
Bureau,  TNS  Media  Intelligence,  Gooe 
FlightStats.com,  Mortgage  Bankers 
Assn.,  Risk  Metrics  Group's  Governan 
Institute,  UBS 
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NVEST  IN  MACEDONIA 

New  Business  Heaven  in  Europe 


estment  Incentives 

he  FEZs  and  Technology  Parks 

No  corporate  tax  for  1 0  years, 
10%  thereafter 

5%  personal  income  tax  for  5  years, 
10%  thereafter 

|No  VAT  and  customs  duties  for  export 
production 

Free  connection  to  piped  natural  gas, 
electricity,  water  and  sewage 

mmediate  access  to  main 
international  airport,  railroad  and 
vital  road  corridors 

Special  incentives  for  leading 
multinational  companies  to  include 
training  costs  and  up  to  €500.000 
towards  building  costs 

i.and  lease  for  up  to  75  years  at 
attractive  concessionary  rates 

benefit  package  for  eligible 
nvestors  will  be  approved 
within  10  business  days 


4th  REFORMER  IN  THE  WORLD 

World  Bank's  Doing  Business  2008  Report 


Advantages  For  Investing 
Outside  FEZs  and  Technology  Parks 

•  1 0%  corporate  tax* 

•  1 0%  personal  income  tax* 

•  0%  tax  on  reinvested  profit 

•  Free  access  to  large  market  -  650**  million 
customers 

•  Abundant  and  competitive  labour  with 
€370/month  average  gross  salary 

•  Fast  company  registration  -  4  hours 

•  (vlacroeconomic  stability  -  average  yearly 
inflation  below  2%  over  the  last  5  years 

•  Excellent  infrastructure 

•  EU  &  NATO  candidate  country 


Austria  ~600mi 
Italy  ~750mi 
Germany  ~900mi 
France-  1050mi 


Bulgarian  coast  line  ~  450mi 
Turkey  ~400mi 


Albanian  coast 
line-  90mi 


Greek  coast  line  -  60mi 


Greek  coast  line  -  60mi 


FREE  ECONOMIC  ZONES  -  FEZ 


O  TIDZ  •  Skopje 
©  TIDZ  -  Skopje  2 
O  TIDZ -Tetovo 
©TIDZ-Stip 


Skopje -TIDZ  Skopje-  6mi 
Skopje -TIDZ  Skopje  2  -  6mi 
Skopje  -  TIDZ  Tetovo  ~  20mi 
Skopje -TIDZ  Stip~50mi 


»08. 1 2%  in  2007.  **Free Trade  Agreements  with  27  EU  and  1 3  other  European  countries. 


i 


Invest 

MACEDONIA 


For  more  information  visit:  www.investinmacedonia.com 
or  contact  us  at:  ++389  2  31 00  1 1 1;  fax  ++389  2  31 00  1 1 0 
e-mail:  fdi@investinmacedonia.com 


See  the  stars. 


2008  NORTH  AMERICAN  v 
INTERNATIONAL  AUTO  SHOV 

DON'T  MISS  IT  FOR  THE  WORLD. 


Press  Days  -  January  13-15 

Qualified  Media 


Charity  Preview  -  January  18 

Tickets  $400  -  www.naias.com/cp.htm 


Industry  Preview  -  January  1 6-1 7       Public  Show  -  January  1 9-27 

Tickets  $75  -  www.naias.com/ip.htm  Tickets  $1 2  -  www.naias.com/ps.htm 


COBO  CENTER  *    DETROIT  *  WWW.NAIAS.COM 
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)UR  WISE  MEN 
i  WHAT'S 
STORE 
PR  2008 


America  is  approaching  2008 
with  trepidation.  The  health  of 
the  economy  is  a  top  concern, 
and  that  uncertainty  will  color 
the  outcome  of  the  Presiden- 
tial election.  To  find  out  what 
some  smart  financial  minds 
head,  I  talked  with  former  General  and  Presidential 
idate  Wesley  K.  Clark,  now  chairman  of  New  York 
Jtment  bank  Rodman  &  Renshaw;  Christopher  J.  Ail- 
,  chief  investment  officer  of  CalSTRS,  the  California 
iers'  pension  fund  that  manages  about  $175  billion; 
ell  Read,  the  chief  investment  officer  of  CalPERS,  the 
brnia  Public  Employees'  Retirement  System,  which 
nore  than  $250  billion  in  assets;  and  Richard  Bern- 
,  chief  investment  strategist  for  Merrill  Lynch.  No  one 
icted  a  disaster  in  the  offing,  but  no  one  said  it  would  be 
:y,  either. 


Financial 
prognosticators 
Bernstein,  Ailman, 
Clark,  and  Read 


MARIA  BARTIROMO 

What  will  be  the  most  important  issues  for  America  in 

2008  ?  What  will  people  be  talking  about? 

GENERAL  CLARK 

I  think  they're  going  to  be  talking  about  the  economy 
because  it  seems  pretty  clear  we  haven't  yet  reached  a 
resolution  of  the  subprime  mortgage  issues.  We're  limping 
along  right  now  as  bankers  and  others  try  to  understand  the 
dimensions  of  the  crisis  in  their  own  institutions  and  what 
its  second  and  third  order  of  effects  are.  Of  course,  we  want 
to  help  moderate  and  low-income  families  who've  been 
caught  up  in  adjustable -rate  mortgages  and  may  not  be  able 
to  handle  upward  adjustment  in  the  rates.  But  we  also  want 
to  help  the  financial  community  work  through  the  issues 
associated  with  assessing  the  risks,  finding  the  bottom,  and 
then  making  the  right  adjustments  to  get  the  credit  markets 
moving  again.  That's  the  number  one  order  of  business. 
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Can  you  handicap  the  election? 

I  think  that  Iraq  as  a  prominent  issue 
is  going  to  decline.  There  is  a  chance 
always  that  there'll  be  some  kind  of 
national  security  challenge,  and  if  there 
is,  that  would  obviously  activate  the 
Republican  base.  I'm  supporting  Hillary 
Clinton.  I  believe  she'll  be  the  Demo- 
cratic candidate.  [Among  Republicans,  Mike]  Huckabee 
is  leading,  but  John  McCain  is  coming  on  strong,  and  I've 
always  felt  that  Senator  McCain  was  likely  to  emerge  as  the 
Republican  candidate.  If  it's  a  Clinton/McCain  match-up, 
it'll  be  a  very  tough  election. 

MARIA  BARTIROMO 

How  are  you  feeling  about  the  year  ahead? 

CHRIS  AILMAN 

Not  as  pessimistic  as  the  general  news  media,  though  I  think 
we're  probably  now  at  the  darkest  point  of  the  tunnel.  From 
here  on  out  we  actually  start  to  digest  the  bad  news  and  at 
least  see  a  little  light.  I'd  almost  divide  the  year  into  thirds. 
The  first  third  is  going  to  be  pretty  slow.  Not  a  recession,  but 
slow.  Second  third  should  be  nice  and  robust,  and  we  can 
make  some  money.  Then  we  get  into  the  heated  part  of  the 
Presidential  election  cycle,  and  I  think  the  Street  will  have  to 
digest  a  lot  of  information  given  the  change  in  leadership. 

How  will  that  change  in  leadership  affect  the  market  ? 

The  market  will  look  ahead  and  try  and  figure  out  which 
industries  will  do  better,  which  won't,  depending  on  the 
leadership  in  the  White  House.  That  makes  for  more  of  a 
muddled  market  in  the  end  of '  08  than  a  raging  bull  market . 

So  if  the  Dems  win,  how  does  that  affect  your  strategy? 

We  probably  wouldn't  tilt  the  portfolio,  but  it  would  help  me 
make  decisions  about  whether  to  overweight  international 
stocks  vs.  the  U.S.  I'm  hearing  a  lot  of  people  debate  whether 
to  overweight  the  U.S.— CalPERS  just  decided  to  equally 
balance  U.S.  and  international  stocks  in  its  portfolio  for  the 
first  time.  I'm  not  going  to  base  my  decision  on  whether 
Democrats  or  Republicans  win  the  White  House.  What  I  am 
going  to  base  it  on  is  which  Administration  has  prospects 
for  improving  some  of  the  infrastructure  in  our  country.  Not 
only  physical  but  also  intellectual  infrastructure.  What  are 
we  doing  about  education?  Things  like  that.  Because  that 
will  tell  you  how  competitive  the  U. S.  is  going  to  be  long- 
term.  As  you  know,  I'm  looking  out  10  to  20  years,  and  some 
people  think  the  U.S.  right  now  looks  a  lot  like  England  in 
the  1970s.  [If  that's  really  the  case,]  then  you'd  want  to  bet 
on  international  securities  rather  than  U.S. 

We've  talked  a  lot  this  year  about  China,  and  all  the  de- 
mand coming  from  there,  which  has  fueled  a  huge  rally 
in  raw  materials.  Is  that  still  a  theme? 

Still  the  same  story.  I  want  to  be  short  in  everything  that 
China  and  India  are  long  in,  but  I  want  to  be  long  in  every- 
thing that  China  and  India  are  short  of.  And  that  partially 


MODELS  ARE  ONLY  PREDICTING  ADOUT  A  3%  PRICE 


RETURN  FOR  THE  S&P  500  IN  THE  NEXT  12  MONTHS! 
STILL,  WE'RE  NOT  LOOKING  AT  A  BIG  DOWN  MARKE 


plays  into  our  other  theme:  climate  change.  India  and  Ch 
are  short  on  clean  water  and  clean  air,  so  there's  going  to  1 
demand  for  innovative  products  in  a  lot  of  those  areas. 

MARIA  BARTIROMO 

What  are  you  expecting  from  the  markets  in  2008  ? 

RUSSELL  READ 

We  are  expecting  not  a  bad  year,  but  in  terms  of  the  U.  S . 
equity  markets,  the  push  and  pull  will  likely  continue  for  1 
least  six  months.  The  better  part  of  $1  trillion  in  subprime 
mortgages  will  be  resetting  throughout  2008.  On  the  othe 
hand,  corporate  profits  remain  strong  and  so  do  p-e  ratios' 
Earnings  ratios  for  stocks  are  compelling  in  the  U.S.  and 
especially  outside  the  U.S.  That  said,  there  are  weaknesses 
such  as  the  specter  of  modest  but  increasing  inflation. . . 
which  will  offset  some  benefits  of  strong  corporate  profit} 

What  would  you  avoid  in  20  08  ? 

Strains  on  housing  can  also  cause  real  strains  for  munici- 
palities. And  for  municipal  bonds,  [those  strains]  will  like 
be  more  material  than  they've  been  for  over  a  decade. 

MARIA  BARTIROMO 

What  kind  of  a  2008  are  you  expecting  for  the  market 

RICH  BERNSTEIN 

We're  looking  at  sort  of  a  flatfish  market.  Our  models  are* 
predicting  about  a  3%  price  return  for  the  S&P  500  in  the 
next  12  months.  For  most  of  the  past  year,  year  and  a  half 
they've  been  forecasting  8%  to  12%,  so  3%  is  a  little  disaj. 
pointing.  Still,  we're  not  looking  at  a  big  down  market. 

So  how  would  you  invest  in  that  environment? 

Number  one  is  we  think  volatility  is  going  to  continue  ris 
because  of  tightness  in  the  credit  markets.  Probably  the 
most  controversial  thing  we ' ve  recommended  is  that  pec 
should  be  looking  at  developed  markets  over  emerging  m 
kets.  And  there's  a  couple  reasons:  Number  one,  developij 
markets  tend  to  outperform  when  volatility  rises.  Numb 
two,  I  think  the  economic  story  for  2008  isn't  global  groi  j 
it's  a  global  slowdown.  Our  economics  group  thinks  gro\ 
in  82%  of  global  economies  will  decelerate  in  2008. 


Are  you  expecting  a  recession? 

Our  economics  group  thinks  exports  will  do  reasonably ' 
and  keep  the  GDP  numbers  technically  in  positive  territc 
But  it  may  feel  like  a  recession  to  many  people.  1  bw  1 

Maria  Bartiwmo  is  the  anchor  of  CNBC 's  Closing  Bell. 


BUSINESSWEEK  I  DECEMBER  31,  2007  I  JANUARY  7,  2008 


— "-—— — ""-"mtr: 


UN 


I        2 


»     - 


A' 


life. 


* 


BPa  tt* 


!  have  patients  who  get 
jated  in  the  morning  and 
ly  golf  in  the  afternoon." 


Imes  D.  Cox 

knderson  Cancer  Center 


Imagine  a  radiation  treatment  so  precise  that  it  devastates  tumors,  but 
leaves  healthy  tissue  unharmed.  It's  called  proton  beam  therapy,  and  it's 
one  of  the  many  technologies  developed  by  Hitachi.  Watch  how  the  doctors 
at  Houston's  renowned  M.D.  Anderson  Cancer  Center  are  using  proton 
beam  therapy  to  help  keep  a  Baton  Rouge  pilot  in  the  cockpit,  and  his 
cancer  on  the  ground., 


m  m 


Watch  the  documentary  film  series  at  hitachi.com/truestories 
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THE  BEAR  FLU: 
HOW  IT  SPREAD 

A  novel  financing  scheme  used  by  Bear's  hedge  funds 
became  a  template  for  subprime  disaster 


By  David  Henry  and  Matthew  Goldstein 
When  the  subprime  mortgage  market 
began  to  unravel  late  in  2006,  global 
bond  markets  barely  flinched.  But 
when  two  Bear  Stearns  hedge  funds 
collapsed  in  June,  the  event  sparked  a 
global  credit  crisis  that  has  yet  to  ease. 
New  evidence  sheds  light  on  how  those 
hedge  funds -and  their  managers— be- 
came star  players  in  the  subprime 
bust,  the  biggest  financial  disaster  in 
decades.  The  revelations  also  show 
how  other  players  in  the  mortgage 
market  adopted  the  Bear  funds'  tactics, 
collectively  building  a  financing  struc  - 
ture  with  many  of  the  hallmarks  of  a 
pyramid  scheme. 

The  legal  consequences  are  still 
unfolding.  In  recent  weeks  securities 
regulators  and  federal  prosecutors 
have  stepped  up  their  investigations 
into  the  two  funds,  probing  the  fuzzy 
math  used  to  value  the  underlying 
assets,  the  aggressive  sales  pitches 
that  portrayed  the  funds  as  safe,  and 


Cioffi's  funds  played  a  pivotal  role  in 
the  mortgage  market's  dramatic  rise 
dizzying  peak,  and  disastrous  fall 


frequent  trades  with  other  Bear-man- 
aged portfolios.  On  Dec.  19,  Barclays, 
which  lent  one  Bear  fund  hundreds  of 
millions,  filed  a  lawsuit  alleging  fraud 
over  misleading  statements  about  the 
portfolio's  health.  Says  a  Bear  spokes- 
man: "We  believe  that  any  such  law- 
suit is  unjustified  and  without  merit." 

Investigators  also  are  asking  why 
Ralph  R.  Cioffi,  the  funds'  top  manager, 
moved  $2  million  of  his  own  $6  million 
investment  in  the  hedge  funds  into  an- 
other fund  in  early  2007  while  simul- 
taneously raising  cash  for  the  funds, 
trying  to  sell  them  to  Cerberus  Capital 
Management,  and  telling  investors 
they  couldn't  redeem  their  shares  until 
the  end  of  June.  People  familiar  with 
the  situation  at  Bear  stress  that  Cioffi, 
who  left  the  firm  the  week  of  Dec.  10, 
was  simply  investing  in  a  different 
Bear  fund  with  which  he  was  involved. 
Cioffi's  lawyers  did  not  return  e-mails 
or  calls  seeking  comment. 
It's  too  soon  to  tell  whether  au- 
thorities will  find 
any  wrongdoing. 
But  a  BusinessWeek 
analysis  of  confiden- 
tial hedge  fund  reports 
and  interviews  with 
lawyers,  investors, 


and  securities  experts  reveals  just  ht 
pivotal  a  role  Cioffi's  funds  played  ir 
the  mortgage  market's  dramatic  rise 
dizzying  peak,  and  disastrous  fall. 

The  analysis  shows  Cioffi  and  his 
team  developed  a  novel  investment 
product  to  attract  money-market 
funds— a  new  class  of  investor— to 
the  mortgage  market.  Their  innova- 
tion, a  particularly  aggressive  form 
of  collateralized  debt  obligation,  or 
CDO,  became  the  building  blocks  oi 
the  industry's  push  to  keep  growing, 
longer  than  it  otherwise  would  have 
After  the  market  turned,  it  became 
clear  the  Cioffi  money  machine  con 
tributedto  much  of  the  $10  billion- 
plus  in  writedowns  that  Citigroup  a 
Bank  of  America  revealed  in  Novem 
Fresh  evidence  also  suggests  Cioffi': 
team  may  have  engaged  in  self- deal 
by  using  the  new  CDOs  to  buy  asset 
from  the  funds,  artificially  boost- 
ing returns.  Citi  and  Bank  of  Ameri< 
declined  to  comment. 

At  the  center  of  it  all  was  the  new 
breed  of  CDO  pioneered  by  Cioffi 
and  his  team  to  tap  into  the  $2  trillic  | 
universe  of  money-market  account 
in  which  individuals  and  corpora- 
tions stash  their  spare  cash.  Cioffi's 
CDOs,  initially  branded  "Klio  Fund 
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;,"  were  entities  that  sold  commer- 
1  paper  and  other  short-term  debt 
buy  higher-yielding,  longer-term 
unities.  The  Klios  were  a  win-win 
jposition  for  money-market  funds. 
ey  paid  a  higher  interest  rate  than 
;  usual  short  -  term  debt .  And  inves  - 
s  didn't  need  to  worry  about  the 
<y  assets  the  Klios  owned  because 
igroup  had  agreed  to  refund  their 
-ial  stake  plus  interest,  through 
'at's  known  as  a  "liquidity  put,"  if  the 
rket  soured.  Cioffi  engineered  three 
h  deals  in  2004  and  2005,  raising 
>  billion  in  all. 

tVhat  did  Citigroup  get  for  guaran- 
ing  the  Klios?  For  one  thing,  fees. 
'2  Klios  were  also  a  ready  buyer  of 
i's  own  stash  of  mortgage -backed 
urities  and  other  debt.  Citi  probably 
'er  imagined  it  would  have  to  make 
d  on  those  guarantees  because 
underlying  assets  had  the  highest 
lit  ratings. 

;iofh  used  the  money  from  each 
1  to  purchase  billions  in  mortgage  - 


backed  securities  and  pieces  of  other 
CDOs  for  his  three  Klios.  He  bought 
many  of  the  assets  directly  from  the 
two  Bear  hedge  funds  he  managed.  The 
move  also  supplied  the  hedge  funds 
with  cash. 

A  LONGER  LIFE  SPAN 

The  Klios  had  another  powerful 
feature:  They  allowed  the  Bear  funds 
to  lock  in  longer-term  financing.  Typi- 
cally, hedge  funds  borrow  for  short 
periods  of  time,  usually  just  days  or 
weeks.  Under  the  terms  of  the  Klio 
deals,  Cioffi  could  use  the  money  for 
at  least  a  year  without  having  to  worry 
that  it  would  disappear  overnight  if 
the  market  got  volatile.  He  discussed 
that  advantage  in  an  Apr.  25  call  with 
hedge  fund  investors,  boasting  that 
the  funding  wasn't  subject  to  market 
fluctuations. 

The  Klio  structure  spread  rapidly 
as  other  hedge  funds,  CDO  managers, 
and  banks,  including  Barclays,  Bank 
of  America,  and  Societe  Generale, 


followed  Cioffi 's  lead.  From  2004 
through  2007,  Wall  Street  raised  some 
$100  billion  through  these  innovative 
CDOs,  essentially  creating  a  whole  new 
way  for  the  industry  to  finance  risky 
subprime  loans.  That  success,  in  turn, 
inspired  copycat  products  such  as 
structured  investment  vehicles,  which 
also  sold  short  -  term  debt .  At  their 
peak,  in  February,  2007,  SIV  assets  hit 
$300  billion.  Barclays  declined  to  com- 
ment, but  the  company  announced  on 
Nov.  15  losses  from  CDO  investments 
that  it  had  been  forced  to  take  on  its 
books.  A  Societe  Generale  spokesman 
said  it  has  transferred  all  of  its  risk  to  a 
large,  global  financial  institution. 

In  hindsight,  CDOs  and  SIVs  served 
as  a  foundation  for  a  pyramid -like 
structure  that  Yale  University  econo- 
mist Robert  J.  Shiller  says  occasion- 
ally arises  from  bull  markets.  As  new 
investors  arrive  to  the  party,  they  bid 
up  prices,  boosting  returns  for  those 
who  got  in  earlier.  The  big  gains  attract 
more  investors,  and  the  cycle  contin- 
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ues — as  long  as  the  players  don't  try  to 
take  out  their  money  en  masse. 

The  mortgage -market  system  played 
out  much  the  same  way.  The  new  type 
of  CDO  lured  a  different  tier  of  inves- 
tors: money-market  funds.  The  flood 
of  fresh  money  made  it  even  cheaper 
and  easier  for  buyers  to  get  mortgages. 
That,  in  turn,  drove  up  home  prices, 
holding  off  defaults  and  foreclosures. 
The  process  enriched  the  people  who 
bought  earlier  in  the  boom  and  trig- 
gered more  speculation. 

LAX  LENDING 

The  complexity  of  the  Klios  and  their 
ilk  only  encouraged  lax  lending  prac- 
tices by  putting  too  much  distance  be- 
tween the  borrowers  and  the  ultimate 
holders  of  their  debt.  Since  the  Klios 
offered  a  refund  policy,  money-market 
managers  didn't  have  to  worry  about 
whether  home  buyers  would  pay  back 
their  loans.  Their  investments  were 
protected  even  if  the  owners  eventually 


As  the  bubble  inflated,  there  was  little 
incentive  for  the  array  of  middlemen 
collecting  fees  to  do  the  proper  checks 


defaulted  on  their  mortgages. 

Indeed,  as  the  bubble  inflated,  there 
was  little  incentive  for  the  array  of 
middlemen  collecting  fees  — mortgage 
brokers,  real  estate  appraisers,  bankers, 
money  managers,  and  others— to  do 
the  proper  checks.  The  lack  of  over- 
sight likely  contributed  to  the  rampant 
fraud  on  some  underlying  loans,  says 
S.  Kenneth  Leech,  chief  investment 
officer  of  bond -investing  firm  Western 
Asset  Management.  "Nobody  wanted 
to  take  the  punch  bowl  away  from  the 


party,"  adds  Charles 
Calomiris,  a  professor 
at  Columbia  Business 
School.  "They  were  all 
making  fees." 

Now  investigators 
are  trying  to  determine 
whether  Cioffi  and 
his  team  crossed  legal  lines.  The  Klios 
provided  the  Bear  hedge  funds  with  a 
ready,  in -house  trading  partner.  Their 
financial  reports,  which  were  reviewed 
by  BusinessWeek,  show  many  months  in 
which  the  Cioffi-managed  Klios  traded 
only  with  the  Cioffi-managed  Bear 
funds.  For  example,  in  April,  2006,  one 
Klio  CDO  bought  $114  million  worth  of 
securities  from  one  of  the  Bear  funds. 
Such  trades,  says  Steven  B.  Caruso,  an 
attorney  who  represents  several  Bear 
hedge  fund  investors,  may  be  "indicative 
of  an  incestuous,  self- serving  relation- 
ship that  appears  to  have  been  designed 
to  establish  a  false  marketplace." 
If  that's  why  the  trades  were  made, 
the  maneuvers  could 
have  falsely  boosted 
the  hedge  funds' 
returns  -  and  the  fees 
Cioffi  and  his  team 
collected.  In  an  e-mail 
to  Cioffi  and  co-man- 
ager Matthew  Tannin 
cited  in  a  legal  filing,  Raymond  McGar- 
rigal,  another  executive  at  the  Bear 
funds,  gushed  about  the  Klio  setup, 
writing  that  "one  of  the  great  things 
we've  done  is  allow  the  Klio  to  buy 
assets  from  the  hedge  fund."  Lawyers 
for  Tannin  and  McGarrigal  declined  to 
comment. 

Amid  the  market  turmoil  earlier 
this  spring,  Cioffi  hoped  the  Klios  would 
work  their  magic  once  again.  In  April, 
as  losses  at  the  funds  began  mounting, 
Cioffi  set  up  another  CDO,  High  Grade 


Trades  may  have 
falsely  boosted 
the  returns  of 
Cioffi's  funds 


NE\ 


Structured  Credit  CI 
2007-1,  whichissue( 
short-term  paper  an  J 
offered  investors  a 
money-back  guaran ' 
from  Bank  of  Americ  • 
Cioffi  had  raised  nea: 
$4  billion  by  late  Maj  I 
making  it  the  biggest  J 
CDO  of  the  year,  ac-  ] 
cording  to  Thomson  | 
Financial. 
Just  as  before,  Cioffi  used  the  mon 
to  buy  assets  from  the  hedge  funds,    j 
perhaps  to  prop  up  the  portfolios, 
which  by  then  were  on  the  brink  of  a  1 
lapse.  In  an  April  conference  call  wit 
the  hedge  funds'  investors,  Cioffi  sai  | 
the  new  CDO  was  part  of  his  plan  "tc 
get  the  funds  back  on  track  to  gener-  J 
ate  positive  returns."  It  didn't  work. 
Just  weeks  after  the  deal  for  the  CDC 
closed,  the  Bear  funds  imploded,  wi]  i 
ing  out  $1.6  billion  of  investors'  mon  j 
(The  fund  into  which  Cioffi  moved  $.< 
million,  Bear  Stearns  Structured  Ris* 
Partners,  was  up  6.5%  as  of  Nov.  30.  * 
By  autumn  the  practice  of  using    1 
CDOs  to  raise  cash  was  dead.  Money 
market  funds  had  stopped  buying 
the  short-term  debt,  and  the  credit 1, 
markets  were  frozen.  That  forced  Ci 
group  and  Bank  of  America  to  make.* 
good  on  their  guarantees  to  investor 
in  Cioffi's  CDOs,  triggering  big  losst.. 
at  the  two  banks. 

The  global  markets  are  dealing  wi  1 
the  consequences:  The  tab  from  th(n 
mortgage  mess  could  run  up  to  $50>\ 
billion,  and  central  bankers  are  struu 
gling  to  stave  off  recession.  As  inve*i 
tigators  sort  through  the  wreckage, 
the  records  of  Bear  Stearns'  doome*  j 
hedge  funds  are  turning  out  to  be 
some  of  the  most  revealing  in  an  era! 
financial  folly.  1 BW 1  u 


FROM  CDO  TO  CREDIT  CRUNCH 

The  Bear  Stearns  hedge  funds  became  central  players  in  the  mortgage  mess.  Here's  how: 


ii 


The  funds'  man- 
J',  >    agers  developed 
a  CDO  that  sold 
short-term  debt,  giving 
buyers  a  guarantee 
from  banks 


>Jy  Bear  raised  $14 
fjr    billion  from  four 
deals  and  attracted  a 
new  class  of  investors: 
money-market  funds 


^JW  Its  innovative 
JrJ  CDO  sparked 
copycats,  including 
structured  investment 
vehicles,  many  of 
which  have  blown  up 


"\JW  Such  investments 
Xr  collected  $400 
billion  and  bought 
subprime  securities, 
pumping  up  the  real 
estate  market 


"\X  When  the  Bear  r< 
fw  funds  implodei 
investors  stopped 
buying  CDO  debt, 
forcing  banks  to  mat 
good  on  refunds 
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HROWING  MONEY  AT 
iCARED  LENDERS 

quidity  boosts  from  the  ECB  and  the  Fed  may  not 
complish  their  goal:  to  loosen  banks'  purse  strings 


>eter  Coy 

f  a  trillion  dollars'  worth  of  euros 
;  lot  of  money  even  for  a  monetary 
hority.  But  that's  how  much  the 
opean  Central  Bank  pumped  out  in 
rt-term  loans  on  Dec.  18  in  an  effort 
lleviate  a  cash  drought  caused  by 
ks  dressing  up  their  balance  sheets 
(the  close  of  their  fiscal  years. 
[the  deluge  of  liquidity  did  the  trick 
lipidly  lowering  rates  on  short-term 
p  loans  between  banks  by  about 
a  percent.  But  it's  going  to  take 
I  than  that  to  end  the  global  credit 
ich.  Why?  Because  bankers  are  no 
!?rent  from  squirrels  before  winter 
loridians  before  a  hurricane.  When 
js  get  tough,  they  hoard— in  their 
I  money,  rather  than  acorns  or 
led  water.  Bankers  become  unwill- 
to  lend  when  they  fear  they  might 
I  a  sudden  need  for  funds  because, 
their  subprime- backed  securi- 
are  worth  billions  less  than  they 
lght.  "Central  banks  have  virtually 
mited  ability  to  extend  credit,  but 
can't  make  bankers  do  something 
it,"  notes  Joshua  N.  Feinman,  chief 
lomist  of  Deutsche  Asset  Manage - 
t,  Americas. 

-ASUREOFCRAZINESS 

her  words,  it's  wishful  thinking  to 
>ose  the  crunch  will  ease  at  the  start 
^08.  Traders  are  expecting  stresses 
ntinue  into  next  year  and  even 

One  key  indicator  is  the  elevated 
of  the  so-called  swap  rate,  which  is 
to  the  willingness  of  banks  to  lend 
e  another.  The  2 -year  swap  rate, 
h  currently  reflects  expectations 
redit  conditions  out  to  the  end  of 
),  is  now  0.82  percentage  points 
e  the  yield  on  2 -year  Treasury 
3.  While  that  spread  is  down  from  a 


peak  of  1.04  percentage  points  on  Dec. 
11,  it's  still  far  above  the  typical  spread 
of  0.36  percentage  points  that  kicked 
off  2007.  "The  2-year  swap  rate  is  the 
hallmark  of  how  crazy  things  have  got- 
ten," says  Mary  Beth  Fisher,  an  interest - 
rate  strategist  for  UBS  Securities. 

Central  bankers  are  attacking  the 
credit  crunch  creatively  by  testing  new 
tools  to  persuade  the  banks  that  they 
will  be  able  to  borrow  as  much  as  they 
need,  whenever  they  need  it.  That's 
why  the  European  Central  Bank  offered 


AMONG  BANKS,  FEAR 
STILL  RUNS  HIGH 

The  gap  between  2-year  interbank 
interest-rate  swaps  and  ultrasafe 
2-year  Treasury  notes 

PERCENTAGE  POINTS 


JAN.  1,  07 
Data:  Bloomberg  Financial  Markets 


to  lend  banks  an  unlimited  amount  of 
euros  for  16  days— enough  to  bridge 
into  the  new  year— at  a  rate  of  4.21%. 
The  ECB,  led  by  President  Jean-Claude 
Trichet,  made  good  on  its  promise  by 
lending  banks  $500  billion  worth  of 
euros,  twice  what  they  had  anticipated 
banks  would  ask  for. 

Central  bankers  on  both  sides  of  the 
Atlantic  are  also  keeping  world  markets 
well -supplied  with  dollar  loans.  On 
Dec.  19,  the  Fed  announced  the  result 
of  its  first  use  of 
the  "Term  Auction 
Facility,"  which  led  to 
loans  of  $20  billion 
to  banks  at  a  rate  of 
4.65%.  Both  central 
banks'  actions  were 
experimental.  "These 
guys  are  flying  by  the 
seat  of  their  pants," 
says  Bert  Ely,  a  bank- 
«■     •         ing  consultant  in 
Alexandria,  Va. 

Trichet,  Federal 
Reserve  Chairman 
Ben  S.  Bernanke,  and 
others  have  avoided 
using  their  big  weap- 
ons—drastic  cuts 
in  their  main  policy 
rates— because  they're  concerned 
about  inflation.  On  Dec.  19,  for  exam- 
ple, the  ECB  quietly  mopped  up  about 
$200  billion  in  funds,  partially  offset- 
ting its  record  lending  of  the  previous 
day.  In  a  speech  to  the  European  Parlia- 
ment, Trichet  said  he's  aiming  to  keep 
the  money  market  functioning  while 
also  keeping  inflation  low:  "I  should 
like  to  underline,  once  again,  that  these 
two  responsibilities  are  clearly  distinct 
and  should  not  be  mixed." 

What  central  banks  can't  provide 
is  fresh  capital  to  strengthen  banks' 
damaged  balance  sheets.  Much  of 
that  may  have  to  come  from  players 
who  aren't  dependent  on  the  banking 
system  at  all,  such  as  sovereign  wealth 
funds  of  Asia  and  the  Middle  East,  says 
Lewis  Alexander,  Citigroup's  chief 
economist.  His  own  bank  recently  got 
a  $7.5  billion  booster  from  Abu  Dhabi 
Investment  Authority.  Meanwhile, 
as  long  as  the  U.  S.  housing  market 
continues  to  sink,  expect  banks  to  hold 
their  acorns  close.  1  bw  1 
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Trichet  offered 
Europe's  banks 
unlimited  loans. 
They  jumped 
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THE  BATTLE  FOR 
RADIO  ROYALTIES 


Record  companies  want  more  money  from 
broadcasters— and  this  time  they  might  get  it 


By  Eamon  Javers 

Picture  two  dinosaurs.  Both  are 
wounded.  And  both  are  grappling  with 
climate  change  that  has  weakened 
their  ability  to  compete.  Once  they 
coexisted.  Now  they'll  do  whatever  it 
takes  to  survive — even  if  it  means  turn- 
ing on  one  another. 

That  pretty  much  sums  up  the 
current  battle  between  the  recording 
companies  and  radio  broadcasters.  The 
music  majors,  desperate  to  offset  de- 
clining CD  sales,  want  to  extract  a  new 
royalty  from  the  likes  of  Clear  Channel 
Communications.  For  the  first  time,  the 
proposed  royalty  would  reward  the  art- 
ist who  performs  a  song  played  on  the 
radio  as  well  as  the  person  who  wrote 
it.  Record  companies  are  pushing  for  it 
because  they'd  get  a  cut.  Broadcasters, 
struggling  to  sell  ads  and  keep  listeners 
tuned  in,  vehemently  oppose  the  move. 

Now  the  recording  industry's  allies 
in  Congress  are  on  the  case.  In  recent 
months  a  parade  of  artists,  among 
them  Lyle  Lovett,  Judy  Collins,  and 
Don  Henley,  descended  on.Washing- 
ton  to  plead  (and  sing)  their  case.  And 
on  Dec.  18,  Con- 
gress introduced 
a  bipartisan  bill 
that  would  force 
broadcasters  to 
pay  performers. 
"This  is  going  to  be 
a  big  battle,"  says 
Democratic  Repre- 
sentative Howard  L. 
Berman,  whose  Los 
Angeles  district  is  in 
the  entertainment 
industry's  backyard 
and  who  authored 
the  House  version 
of  the  bill.  "But  it 


TURNING  UP 
THE  VOLUME 


NATIONAL 
ASSOCIATION  OF 
BROADCASTERS" 


•SPENT  IN  THE  FIRST  SIX  MONTHS  OF  2007 
"REPRESENTS  TV  AND  RADIO  STATIONS 

Data:  Center  for  Responsive  Politics 


is  the  right  thing  to  do." 

Not  since  the  late  1970s 
has  the  Recording  Industry 
Association  of  America  made 
such  a  concerted  effort  to  get 
broadcasters  to  pay  a  per- 
formance royalty.  Back  then, 
Frank  Sinatra,  who  often  sang 
music  written  by  others,  led 
the  charge.  He  rallied  fellow  artists 
and  lobbied  the  Copyright  Royalty 
Board,  which  ultimately  issued  a  report 
supporting  a  performance  royalty.  But 
even  01'  Blue  Eyes  was  no  match  for  the 
National  Association  of  Broadcasters, 
a  powerful  lobby  that  represents  radio 
and  TV  stations.  The  idea  died. 

A  quarter -century  later,  those 
broadcasters  are  significantly  weak- 
ened. They  say  they're  losing  listeners 
to  Web  stations  and  satellite  radio, 
so  the  last  thing  they  need  right  now 
is  to  pay  the  record  companies  more 
royalties.  But  Web-  and  satellite -radio 
outfits  are  already  paying  performance 
royalties.  What's  more,  the  govern- 
ment now  appears  inclined  to  favor 
content  creators  over  distributors. 
"We  think  this  is 
the  time  to  get 
this  done  "says 
Daryl  Friedman, 
an  executive  at  the 
Recording  Acad- 
emy, which  awards 
the  Grammys. 
"Radio  can  easily 
afford  this." 

Broadcasters 
are  pleading  pov- 
erty. The  radio  guys 
claim  a  new  royalty 
could  cost  them  up 
to  $7  billion  a  year 
(a  figure  many  me- 


Lovett  is  one  of 
the  performers 
who  has  lobbied 
Congress 


RECORDING 
ASSOCIATION 
OF  AMERICA 


dia  analysts  believe  is  wildly  inflated 
at  a  time  when  advertising  revenues  t 
have  been  almost  flat  since  2000. 
And  they  characterize  the  recording  : 
industry's  move  as  a  sign  of  despera-i 
tion.  "For  them  to  look  at  us  and  say: 
'We're  coming  after  you  for  the  mon« 
is  absurd,"  says  Rick  Cummings,  who 
runs  the  radio  stations  at  Emmis  Con 
munications.  "I  guess  they're  tired  on 
suing  grandmothers  and  college  kidsl 
[for  illegal  downloading]." 

In  the  coming  months  both  sides  -  j 
will  step  up  their  lobbying  efforts .  j] 
The  record  companies  plan  to  deploy 
songwriters  and  musicians  to  the  hoi  c 
districts  of  key  members  of  Congres  k 
The  NAB  will  continue  to  lobby  Coniin 
gress  and,  if  2007  is  any  guide,  is  lik*  a 
to  outspend  the  recording  industry  t  s 
a  factor  of  nearly  5  to  1  (chart).  It  alsts  j 
will  remind  anyone  who  cares  to  listen 
that  free  radio  airplay  remains  one  lo 
of  the  best  ways  for  artists  to  get  uj 
heard — and  accuse  the  labels  of  i  01 
hypocrisy  for  suddenly  finding  convr  1 
mon  cause  with  the  talent. 

Few  expect  a  bill  to  pass  soon.  But 
the  recording  industry  has  momen- 
tum on  its  side.  Not  only  do  Web-  aii|ct 
satellite -radio  outfits  already  pay  pe'jss 
formance  royalties,  but  the  propose" 
legislation  has  the  backing  of  Senate 
Patrick  Leahy  (D-Vt.)  and  Orrin  G. 
Hatch  (R-Utah)-two  guys  with  aid 
of  juice  on  the  Hill.  1 BW 1 
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JUTTING  THE  STACK 
IF  CATALOGS 

talog  Choice  aims  to  help  consumers  opt  out,  but 
t  all  retailers  are  heeding  the  requests  to  get  lost 
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turt  Helm 

catalog  remains  one  of  the  best 
rs  to  reach  consumers  during  the 
day  season.  So  when  an  activ- 
Veb  site  called  Catalog  Choice 
tacted  the  likes  of  L.L.  Bean,  Wil- 
is -  Sonoma,  and  Harry  &  David 
asked  them  to  take  thousands 
eople  off  their  mailing  lists,  the 
ilers  knew  they  had  a  public  -rela  - 
s  problem. 

ow  did  they  respond?  Some— 
try  outdoorsy  brands  like  L.L. 
1  and  Lands'  End— made  soothing 
es.  Others  blew  off  the  Web  site 
|t  subsequently,  the  people  declin- 
heir  catalogs),  and  have  done 
ling  with  the  names.  Still,  despite 
g  less  than  three  months  old,  Cat- 
Choice  has  managed  to  spook  an 
.stry.  Consider  the  Nov.  29  e-mail 
1  the  Direct  Marketing  Assn.  Bcar- 
he  subject  line  "JUST  SAY  NO,"  it 
led  retailers  that  Catalog  Choice's 
Drity  is  to  eliminate  catalogs  as  a 
ceting  medium.  It  is  not  in  your 
est  to  further  their  efforts!" 
italog  Choice  isn't  a  new  idea.  But 
5  generated  interest  by  doing  a  few 
5s  differently  from  its  predecessors, 
ree.  And  it  lets  you  decline  specific 
ogs  rather  than  all  of  them.  Plus, 
»perated  by  big  green  groups :  the 
)nal  Wildlife  Federation,  the  Natu- 
;sources  Defense  Council,  and  the 
;ley  (Calif.) -based  Ecology  Center, 
life's  stated  goal  is  to  reduce  the 
3er  of  unwanted  catalogs.  Since 
it.  9  launch,  Catalog  Choice  says 

signed  up  300,000 -plus  people, 
of  whom  declined  to  receive  an 

ge  of  12  titles. 

e  environmentalists  are  putting 

ers  on  the  spot  at  a  delicate  time. 

;  last  year,  "Do  Not  Mail"  initia- 


tives have  been  proposed  in  15  states. 
Similar  to  the  federal  "Do  Not  Call" 
legislation,  which  bans  telemarketers 
from  calling  phone  numbers  on  a  spe- 
cial opt  -  out  list ,  the  bills  have  made 
little  progress  so  far.  But  the  movement 
appears  to  be  picking  up,  and  bad  press 
from  a  group  like  Catalog  Choice  could 
tip  consumer  sentiment. 

So  on  Dec.  17,  the  DMA  held  a  "cata- 
log summit"  at  its  New  York  offices  to 
discuss  how  to  fight  back.  "Activist 
groups  are  out  there  collecting  names 
for  petitions  and  beating  the  drum," 
DMA  President  John  A.  Greco  Jr.  told 
attendees.  "We  would  advise  you  not 
to  encourage  them  in  any  way." 


4 

cr 

R 

BILLION 

The  number  of  cata- 
logs mailed  in  2006,  vs. 
■       13.4  billion  in  1996. 

Data:  Direct  Marketing  Assn., 
U.S.  Postal  Service 

At  the  meeting,  Greco  introduced 
an  upgrade  to  the  DMA's  own  opt-out 
service,  which  he  recommended  his 
members  use  exclusively.  Like  Cata- 
log Choice,  the  DMA's  Mail  Prefer- 
ence Service  will  now  let  consumers 
pick  which  catalogs  they  do  not  want 
to  receive  by  title.  But  it  will  require 
users  to  submit  a  credit -card  number 
to  verify  their  identity,  and  it  will  cost 
$1  (the  DMA  says  it  will  soon  remove 
the  fee).  It  also  will  have  an  "opt-in" 
for  consumers  to  add  their  names  to 
catalogs'  house  lists.  The  hope,  says 
Greco,  is  to  show  that  direct  marketers 
can  regulate  themselves. 

POST-HOLIDAY  PRESSURE 

How  much  influence  is  Catalog  Choice 
having  on  retailers'  behavior?  Hard 
to  say— most  wouldn't  talk  about  it. 
Victoria's  Secret  Direct  and  J.  Crew 
Group  declined  to  comment,  and 
Harry  &  David  spokesman  Bill  Ihle  said 
the  retailer  was  too  busy  making  sure 
"all  of  Santa's  orders  come  through"  to 
discuss  the  issue. 

L.L.  Bean  says  it  has  removed  some  of 
the  names  on  Catalog  Choice's  list,  but 
is  still  evaluating  it  for  accuracy.  The 
company  wouldn't 
say  how  many  names 
it  had  removed  or  how 
long  the  evaluation 
would  take.  Williams - 
Sonoma,  which  also 
distributes  the  Pottery 
Barn  catalog,  says  it 
"is  still  figuring  out 
the  right  thing  to  do 
for  our  customers" 
and  has  only  analyzed 
samples  of  Catalog 
Choice's  list. 

The  activists  behind 
the  site  intend  to  hold 
retailers 'feet  to  the 
fire  long  after  the  holi- 
day frenzy.  "We  de- 
pend on  the  good  faith 
of  the  merchants  to 
honor  these [do-not- 
mail]  requests,"  says 
Chuck  Teller,  Catalog 
Choice's  chief.  "If  they 
don't,  we'll  tell  our 
members  who  is  not 
honoring  them."  1  bw  1 
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HOW  GREEN  IS 
THAT  GIZMO? 


Out  of  more  than  1,000  products  examined,  only  one 
met  federal  standards 


By  Heather  Green 

The  great  green  Christmas  tree  debate 
has  reached  a  confusing  crescendo. 
The  National  Christmas  Tree  Assn. 
says  farming  real  trees  is  perfectly 
"eco-friendly."  Makers  of  artificial 
trees  say  their  plastic  plants  are  kinder 
to  the  planet  because  they're  reus- 
able. Who's  right  ?  As  with  many  green 
product  claims,  it's  nearly  impossible 
for  a  consumer  to  make  the  call. 

The  Federal  Trade  Commission 
wants  greater  clarity.  In  late  Novem- 
ber, it  started  reviewing  its  "Green 
Guides" —voluntary  guidelines  it  asks 
companies  to  adopt  to  help  them  avoid 
breaking  laws  against  deceptive  mar- 
keting. "We  have  seen  a  surge  in  envi- 
ronmental claims,"  says  Janice  Podoll 
Frankle,  a  lawyer  at  the  FTC's  bureau 
of  consumer  protection.  "We  want  to 
make  sure  the  guides  reflect  today's 
marketplace,  consumer  perceptions, 
and  current  science  and  technology." 
The  commission  will  begin  a  series  of 
public  workshops  to  update  its  Green 
Guides  on  Jan.  8. 

How  fast  and  loose  is  green  mar- 
keting? TerraChoice  Environmental 
Marketing,  which  advises  companies 
on  green  product  positioning,  re- 
viewed claims  companies  made  about 
1,018  widely  sold  goods.  Using  metrics 
from  the  FTC  and  the  Environmental 
Protection  Agency,  TerraChoice  con- 
cluded that  all  but  one  of  the  claims 
were  false  or  could  be  misleading.  "If 
truly  green  products  have  a  hard  time 
differentiating  themselves  from  the 
fake  ones,  then  this  whole  notion  of  a 
green  market  will  fall  apart,"  says  Scot 
Case,  vice-president  at  TerraChoice. 

TerraChoice  broke  the  claims  into 
various  offenses.  The  "Sin  of  the  Hid- 
den Trade -Off"  includes  electron- 


ics makers  who  trumpet  the  energy 
efficiency  of  their  computers,  printers, 
and  other  gizmos  without  mention- 
ing they're  made  of  toxic  metals.  The 
"Sin  of  No  Proof"  pertains  to  produc  - 
ers  of  facial  tissues  and  paper  towels 
who  boast  about  using  recycled  fiber 
but  provide  no  certification  on  their 
packaging  or  Web  sites.  Then  there's 


manufacturers  from  slapping  word 
like  "recyclable"  willy-nilly  on  proi 
ucts  that  clearly  weren't.  Packages 
pesticides  were  getting  labeled  "pn 
tically  nontoxic."  Plastic  diapers  th 
could  take  500  years  to  break  down 
landfill  were  touted  as  biodegradab 
So  the  guides  were  drawn  up,  and  a 
panies  ranging  from  Archer  Daniels 
Midland  to  Mr.  Coffee  and  Orkin  go 
their  wrists  slapped  by  the  FTC .  Bu 
in  recent  years,  there  has  been  little 
enforcement,  even  as  innovations  s 
as  renewable  energy  certificates  am 
carbon  offsets  proliferated. 

Meanwhile,  green  marketers  conl 
ue  to  spin.  Nestle  named  its  redesig 
plastic  bottle  for  Poland  Spring  wat 
Eco- Shape,  even  though  the  bottler 
are  destined  to  rattle  around  at  the  - 
dump  just  like  all  the  others.  The  co 
tainer  is  made  with  30%  less  plastic 
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the  "Sin  of  Irrelevance."  That's  about 
declaring  that  your  shaving  gel  or  win- 
dow cleaner  is  "free  of  chlorofluoro- 
carbons."  Most  countries  banned  such 
chemicals  30  years  ago. 

Critics  of  overheated  green  advertis- 
ing say  the  FTC's  review  is  long  over- 
due. The  commission  issued  its  first 
Green  Guides  in  1992  to  discourage 


ECO-DUPED?  |f! 

Misleading  green  product 
claims  are  spreading  fast 


BEAUTY  PRODUCTS 

Widely  used  "organic"  or 
"natural"  claims  are  suspe> 
unless  a  product  carries  a 
USDA  or  EU  seal 


BIOPLASTICS 

Labels  on  plates  and  dia- 
pers may  claim  they're ' 
degradable"  but  to  break 
down  most  need  industri 
composting  facilities— or 
110  communities  have  th 

ORGANIC  COTTON 

The  fibers  of  linens  and 
towels  may  be  organic,  I 
manufacturers  can  still  tr 
them  with  synthetic  dyes 


than  other  like  -  sized  bottles,  so  it  hi 
"a  lighter  environmental  footprint," 
says  Heidi  Paul,  a  vice-president  at 
Nestle  Waters  North  America.  But 
that  doesn't  ease  the  concerns  of  J< 
Makower,  executive  editor  at  envii 
mental  trend-watcher  GreenBiz.ci 
"There's  a  lot  going  on  that  just  isi 
right,"  he  says,  ibwi 
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BC:  BLINDSIDED 


Y  NOTRE  DAME 

I  w  a  terrible  year  for  Fighting  Irish  football  is  putting 
ent  in  the  network's  ad  revenue 


ivid  Kiley 

ge  football  mania  will  reach  a 
:  during  the  Bowl  Championship 
es  in  the  first  week  of  2008.  Tens 
illions  in  ad  revenue  dollars  and 
tional  championship  are  up  for 
s  that  week  when  Louisiana  State 
rersity  and  Ohio  State  University 
:k  heads  in  the  title  game  on  Ian.  7. 
ing  from  any  BCS  action  this  year, 
ever,  will  be  the  University  of  Notre 
le.  Its  fabled  football  program  came 
pletely  unglued  this  season, 
hat's  a  problem,  but  not  just  for 
ting  Irish  faithful  who  watched 
earn  swing  from  10-2  last  season 
•9  this  year.  NBC  Universal  pays 
lillion  a  year  to  the  university  for 
usive  national  broadcasting  rights 
oi ill  the  team's  home  games  as  part  of 
■e-year  contract  that  ends  in  2010. 

sending  $45  million  for  this 
Hiilege  didn't  seem  risky  in  '05,  given 
fire  Dame's  competitive  squad  and 
iiet.  It  does  now:  NBC 's  television 
a;igs  on  these  games  have  fallen  so 


precipitously  that  negotiations  for 
Notre  Dame's  next  TV  deal  may  be  af- 
fected if  the  program  doesn't  rebound. 

Already,  NBC  has  had  to  adjust  its 
advertising  pricing  strategy.  This  fall 
the  ratings  on  Irish  games  fell  40% 
from  last  year  and  are  now  half  of  their 
2005  levels.  NBC  has  had  to  give  loads 
of  free  ads  (known  as  make -goods)  to 
companies  like  Allstate  and  Procter 
&  Gamble  to  justify  the  $55,000-10- 
$80,000  rates  for  a  30-second  ad  it 


LOSING  RECORD, 
LOUSY  RATINGS 

NIELSEN  RATINGS  FOR  NOTRE        WIN/LOSS 
DAME  BROADCASTS  ON  NBC             RECORD 

2005 

3.6 

9-3 

2006 

2.9 

10-2 

2007 

1.8 

3-9 

The  Irish  beat 
Duke  on  Nov.  17  to 
end  a  six-home- 
game  losing  streak 


negotiated  before  the  season  started. 
Media  buyers  will  demand  better 
rates  for  the  2008-09  season.  "Those 
ratings  will  be  a  delicate  negotiating 
point  for  NBC  going  forward,"  says 
Sam  Sussman,  sports  director  at  media 
buying  agency  Starcom  MediaVest. 

The  fourth-place  network  is  suffer- 
ing a  deeper  ratings  slump  on  its  overall 
prime-time  schedule  than  rivals  ABC, 
CBS,  and  Fox.  Top-drawer  sports  pro- 
gramming can  offset  a  weak  prime  -time 
programming  lineup.  However,  NBC's 
Notre  Dame  ratings 
were  half  those  of 
ABC's  college  football 
games. 
Ken  Schanzer, 
president  of  NBC  Sports,  says  the 
Fighting  Irish's  lackluster  year  was 
"predictable,"  given  the  team's  high 
number  of  freshmen  and  sophomores. 
"We  think  next  year  will  be  appreciably 
better,"  he  adds.  NBC  may  even  move  to 
negotiate  another  five-year  deal  before 
the  current  contract  expires  in  2010. 

RAKING  IT  IN 

Nailing  a  fresh  contract  when  Notre 
Dame  football  is  struggling  might  save 
NBC  some  money.  Yet  more  ratings - 
killing  blowouts  of  the  Fighting  Irish 
can't  be  ruled  out .  "The  good  news  is 
that  you  have  a  whole  lot  of  freshmen 
and  sophomores  who  played  coming 
back.  But  the  bad  news  could  be  that 
they  are  all  coming  back"  after  their 
dismal  season,  says  ESPN  analyst  and 
ex-University  of  Pittsburgh  coach 
Mike  Gottfried. 

Notre  Dame  football  is  still  a  money 
machine  for  the  university,  and  "the 
value  of  Irish  athletics  goes  well 
beyond  the  bottom  line,"  a  university 
spokesman  notes.  The  program  raked 
in  $70  million -plus  in  2006  from  TV 
deals,  advertising,  merchandise,  and 
licensing.  Other  teams,  win  or  lose, 
often  get  a  ratings  boost  from  playing 
the  Fighting  Irish.  Given  its  financial 
clout,  Penn  State  head  football  coach 
Joe  Paterno  says  Notre  Dame  has  gone 
from  being  an  "academic  institute 
to  a  banking  institute."  It's  a  storied 
franchise  and  will  be  for  some  time. 
But  that  doesn't  help  NBC.  This  year, 
Notre  Dame's  "Flailing  Irish"  cost  the 
network  dearly.  1 BW 1 
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044  What  the  Pros  Are  Saying 
048  No  Recession,  But... 


WHERE 
THINGS  ARE 
HEADED 
IN  2008 

Many  see  dark  days  for  investors.  Let's  hope  for  a 
rapid  resolution  of  the  housing  and  credit  crunch 


By  Peter  Coy 

Choosing  investments  for  2008  is  like  trying  to  find  a  decent  Christmas 
tree  in  a  nearly  empty  lot.  Stocks?  Not  with  earnings  expected  to  fall. 
Bonds?  The  safe  ones  are  overpriced.  Real  estate?  You  gotta  be  kidding. 
With  a  credit  crunch  in  full  bloom,  housing  still  on  the  skids,  and  a  reces- 
sion threatening,  this  is  a  singularly  bad  time  to  be  hunting  for  assets  that 
you  can  brag  about  owning  a  year  hence.  "It's  going  to  be  different  magni- 
tudes of  weak,"  says  David  A.  Rosenberg,  chief  North  American  economist 
at  Merrill  Lynch. 

Still,  all  hope  is  not  lost.  In  this  Special  Report  on  Where  to  Invest,  we'll 
tell  you  what  some  of  the  most  successful  investors  are  forecasting  for  the 
year  ahead.  Many  are  advocating  defensive  strategies  that  focus  on  pre- 
serving wealth  in  trying  times.  A  few,  surprisingly,  think  2008  might  turn 
out  to  be  a  pretty  good  year  for  the  markets  after  all.  What's  indisputable, 
though,  is  that  the  current  situation  is  unlike  anything  we've  seen  since  at 
least  the  early  1990s.  Puzzling  out  a  strategy  for  dealing  with  it  requires 
some  hard  thinking,  so  let's  begin. 

The  most  important  influence  on  the  2008  investment  outlook  will  be 
the  continuing  turmoil  from  the  bursting  of  the  credit  bubble.  The  prob- 
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lems  began  in  the  housing  market, 
where  prices  had  been  pumped  up  by 
super- easy  financing  terms  such  as 
no-documentation  loans  and  sub- 
prime  mortgages  with  below-market 
teaser  rates.  The  pain  spread  to  the 
financial  sector,  which  had  under- 
estimated the  risk  of  profligate  lending. 
Even  outside  the  U.S.,  people  who  put 
dollars  in  banks  are  so  nervous  about 
the  banks'  safety  that  they're  demand- 
ing 1.8  percentage  points  above  the  rate 
that  they  could  earn  on  three  -  month 
Treasury  bills,  vs.  a  premium  of  just 
0.4  percentage  points  last  spring. 

UNSOLD  HOUSES 

For  investors,  the  chief  risk  is  that  the 
credit  crunch  will  claim  more  victims 
in  2008.  Nearly  3%  of  housing  units 
that  are  intended  for  homeowners 
rather  than  renters  are  vacant,  which  is 
the  most  since  record  -  keeping  began 
in  1956.  Many  economists  think  the 
glut  of  unsold  homes  will  cause  a  fur- 
ther 5%  or  10%  decline  in  prices  in  the 
coming  year  or  so.  As  prices  fall,  the 
ranks  of  homeowners  who  owe  more 
on  their  mortgages  than  their  homes 
are  worth  will  swell.  "You've  got  a  $23 
trillion  asset  class  [housing]  that  is  in 
a  deflation  mode,"  says  Quincy  Krosby, 
chief  investment  strategist  at  Hartford 
Financial  Services  Group. 

Even  though  job  growth  has  re- 
mained respectable,  the  price  decline 
in  real  estate  to  date  has  caused  an 
outbreak  of  bankruptcies,  foreclosures, 
and  multibillion- dollar  writedowns. 


It  stands  to  reason  that  further  price 
drops  will  bite  far  more  deeply,  espe- 
cially if  they're  coupled  with  job  losses. 

There  is  a  growing  risk  that  2008 
will  see  the  first  consumer-led  reces- 
sion since  1990-91.  Interest  rates  have 
steadily  declined  since  the  early  1980s, 
but  consumers,  rather  than  using  the 
lower  rates  as  a  chance  to  get  out  of 
debt,  have  taken  on  more  and  more. 
According  to  the  Federal  Reserve, 
households'  financial  obligations  were 
19.3%  of  their  disposable  income  in  the 


Defaults  on  auto  loans  have  begun  to  rise, 
and  troubles  in  credit  cards  could  be  next. 
How  to  play  this  treacherous  situation? 


third  quarter,  which  was  a  hair  below 
the  2006  record  but  well  above  the 
1980  level  of  around  15%.  That  may  be 
unsustainable.  Defaults  on  auto  loans 
have  begun  to  rise,  and  troubles  in 
credit  cards  could  be  next. 

How  to  play  this  treacherous 
situation  ?  Unless  you  have  a  strong 
tolerance  for  risk,  it  makes  sense  to  go 
conservative  by  investing  in  companies 
that  have  strong  balance  sheets  and  are 
relatively  insulated  from  the  woes  of 
the  American  consumer.  Health  care, 
for  example,  rolls  along  in  good  times 
and  bad.  Tech  companies  tend  to  make 
a  lot  of  their  money  from  stronger 
overseas  markets.  In  fixed  income, 
steer  clear  of  structured  products  that 


may  or  may  not  be  exposed  to  toxic 
subprime  debt.  Buy  ultra-safe  Trea- 
suries or  take  just  a  smidgen  of  risk 
on  municipal  bonds,  whose  yields  are 
more  attractive  for  taxable  accounts. 
And  invest  globally.  Advisers  have 
been  saying  for  years  that  most  Ameri- 
cans are  overexposed  to  the  ups  and 
downs  of  the  U.  S.  market  because  they 
keep  almost  all  of  their  money  at  home. 
That  mistake  looms  larger  now  that  the 
dollar  is  sliding,  the  U.S.  economy  is 
soft,  and  global  growth  is  robust.  This 
is  the  time  to  bone 
up  on  foreign 
securities  and 
reallocate  that 
40i(k).Also: 
Stash  money  in 
Treasury  infla- 
tion-protected 
securities  in  case  inflation  accelerates. 

Challenging  times  favor  investors 
who  focus  on  companies  with  abun- 
dant free  cash  flow.  Such  companies 
can  survive  even  if  debt  markets  shut 
down  and  no  one  wants  to  buy  their 
equity.  Seek  stocks  whose  prices  are 
justified  by  solid,  ongoing  businesses 
rather  than  market  speculation  about 
riches  to  come.  William  W.  Priest, 
CEO  of  New  York's  Epoch  Investment 
Partners,  says  stockpickers  have  to 
understand  companies'  competitive 
positions,  not  just  how  they  stack  up 
by  accounting  metrics.  More  than  ever,  qk 


I 
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"  a  business  analyst  is  worth  a  lot  more 
than  a  financial  analyst,"  says  Priest. 
Financial  leverage  has  gone  from 


INVESTING  DURING  A  CREDIT  CRUNCH  IS  NO  FUN... 

Judging  from  the  overhang  of  empty  homes,  housing's  woes  will  continue  in  2008,  stressing  the  financial  system 


More  homes 
are  vacant... 


...subprime  foreclosures 
are  rising... 


...and  the  banking 
system  is  jittery 
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ing  the  key  to  wealth  to  a  big  fat 
istake.  When  lending  was  still  lush, 
vestors  accepted  thin  premiums  for 
ying  the  securities  of  riskier  firms. 
tey  rationalized  that  they  could  sell 
t  whenever  they  needed  to.  What's 
jar  now  is  that  "liquidity  that  looks 
sat  on  Monday  can  be  gone  on 
sdnesday,"  says  Marc  D.  Stern,  chief 
I  /estment  officer  of  Bessemer  Trust  in 
|  ;w  York.  Stern  considers  the  current 
xenchment  "a  healthy  correction  to 
leriod  of  a  great  deal  of  excess."  His 
;ks  include  health-care  stocks,  tech 
ms  that  have  a  big  share  of  their  sales 
road,  and  Asian  markets  such  as 
igapore,  South  Korea,  Malaysia,  and 
)an  that  do  business  with  booming 
dna  and  India  but  have  lower  p-e's 
in  those  of  the  twin  giants. 

I  LY  WAY  IS  UP? 

!  11,  there 's  a  bullish  case  to  be  made 
t  U.S.  stocks  in  2008,  if  the  economy 
t  inages  to  dodge  a  recession.  For  one, 
s  ong  growth  abroad  could  help  prop 

1  earnings.  3M,  for  example,  forecast 
C  Dec.  12  that  its  earnings  per  share  in 

2  08  would  rise  by  10%,  thanks  in  part 
tamerging  markets. 

vteanwhile,  the  Federal  Reserve  will 
p)bably  cut  rates  further  if  the  U.S. 
emomy  continues  to  weaken,  which 
C;ild  give  stocks  a  shot  in  the  arm. 

There  could  be  more  fiscal  stimulus, 
|i,  if  the  White  Flouse  tries  to  amp  up 
g  .wth  ahead  of  the  2008  Presidential 
action.  Here's  a  bit  of  trivia:  Accord - 
if  to  Stock  Trader's  Almanac  2008,  the 


Standard  &  Poor's  500 -stock  index  has 
risen  in  the  final  seven  months  of  every 
election  year  since  1950  except  one. 
And  optimists  dispute  the  notion 
that  U.S.  consumers  are  bound  to  quit 
in  2008.  "When  Americans  are  happy, 
they  spend  money.  When  they  are  de- 
pressed, they  spend  even  more  money, 
as  long  as  they  aren't  losing  their  jobs," 
writes  economist  Edward  Yardeni, 


There  could  be  further  fiscal  stimulus  if 
the  White  House  tries  to  amp  up  growth 
ahead  of  the  2008  Presidential  election 


the  president  of  Yardeni  Research. 

For  some  stock  market  bulls,  the  best 
news  for  the  market  is  investor  pes- 
simism. The  p-e  ratio  for  the  S&P  500 
based  on  trailing  12 -month  earnings 
is  just  over  18,  vs.  well  over  25  in  1999 
and  2000.  That  means  that  on  average, 
investors  are  paying  moderate  prices 
for  companies  generating  respectable 
profits.  The  UBS  Index  of  Investor  Op- 
timism plunged  26  points  in  November, 
to  44,  which  was  the  lowest  since  right 
after  Hurricane  Katrina.  Once  everyone 
has  capitulated,  the  contrarians  figure, 
there's  no  one  left  to  bail  out,  and 
stocks  have  nowhere  to  go  but  up. 
If  you  buy  the  bullish  case ,  you 
might  consider  buying  beaten -down 
banking  stocks,  which  offer  attractive 
dividend  yields  at  current  prices.  The 
trick  is  figuring  out  which  banks  have 
already  come  clean  on  their  loan  losses 
and  which  ones  haven't. 

Still,  no  one  knows  how  much  far- 
ther the  housing  market  will  fall,  and 
this  factor  will  determine  how  much 
damage  the  financial  sector  and  the 
economy  are  going  to  have  to  absorb. 
Under  these  conditions,  betting  on  the 
stock  market  is  a  high-risk  proposi- 
tion. It's  hard  to  get  too  excited  about 
the  2008  outlook  when  the  most 
positive  thing 
you  can  say  about 
the  year  is  that  (to 
quote  the  con- 
trarians) every- 
one has  given  up 
on  it.  ibwi 


.BUT  THERE  ARE  SOME  RAYS  OF  HOPE 

Esier  monetary  policy  and  export  growth  should  help  the  stock  market 
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.global  growth  is 
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044  What  the  Pros  Are  Saying 
048  No  Recession,  But... 


WHERE 
THINGS  ARE 
HEADED 
IN  2008 

Many  see  dark  days  for  investors.  Let's  hope  for  a 
rapid  resolution  of  the  housing  and  credit  crunch 


By  Peter  Coy 

Choosing  investments  for  2008  is  like  trying  to  find  a  decent  Christmas 
tree  in  a  nearly  empty  lot.  Stocks?  Not  with  earnings  expected  to  fall. 
Bonds?  The  safe  ones  are  overpriced.  Real  estate?  You  gotta  be  kidding. 
With  a  credit  crunch  in  full  bloom,  housing  still  on  the  skids,  and  a  reces- 
sion threatening,  this  is  a  singularly  bad  time  to  be  hunting  for  assets  that 
you  can  brag  about  owning  a  year  hence .  "  It 's  going  to  be  different  magni  - 
tudes  of  weak,"  says  David  A.  Rosenberg,  chief  North  American  economist 
at  Merrill  Lynch. 

Still,  all  hope  is  not  lost.  In  this  Special  Report  on  Where  to  Invest,  we'll 
tell  you  what  some  of  the  most  successful  investors  are  forecasting  for  the 
year  ahead.  Many  are  advocating  defensive  strategies  that  focus  on  pre- 
serving wealth  in  trying  times.  A  few,  surprisingly,  think  2008  might  turn 
out  to  be  a  pretty  good  year  for  the  markets  after  all.  What's  indisputable, 
though,  is  that  the  current  situation  is  unlike  anything  we've  seen  since  at 
least  the  early  1990s.  Puzzling  out  a  strategy  for  dealing  with  it  requires 
some  hard  thinking,  so  let's  begin. 

The  most  important  influence  on  the  2008  investment  outlook  will  be 
the  continuing  turmoil  from  the  bursting  of  the  credit  bubble.  The  prob- 
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In  1935,  when  Alice  Kladnik  met  her  husband  George,  she  thought  he  was 
perfect.  For  her  sister.  When  Alice  Kladnik  ige  100,  first  met  her  husband 
George,  90,  it  wasn't  love  at  first  sight.  In  fact,  she  thought  he  was  too  young 
for  her  and  tried  to  set  him  up  with  her  ster.  But  George  persisted  and 
eventually  won  not  only  her  heart,  but  her  h  ind  in  marriage.  Together,  they've 

reared  three  children  and  en  iyed  67  years 

of  matrimony.  Today,  they  still  live 


independently  in  a  home  they've 
owned  for  almost  40  years. 
Fortunately,  their  love  isn't  the  only  thing  that's  lasted.  Their  savings  has  too. 
Of  course,  Alice  and  George  aren't  alone  in  their  desire  to  not  outlive  their  money. 
Financial  security  is  something  everyone  wants.  That's  why  retirement  income 
solutions  from  Genworth  Financial  can  help  provide  you  with  retirement  income 
you  can't  outlive,  no  matter  how  long  that  may  be. 


To  find  out  more  about 

other  centenarians,  visit 

genworth.com/100 
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Yun  Wang  responds  to  either  "Professor,"  "Doctor,"  or  "Grandpa."  Dr.  Yun 
Wang,  age  100,  spent  his  entire  career  in  China,  researching  new  ways  to 
prevent  diseases  in  crops  like  wheat  in  order  to  preserve  the  world's  food 
supply.  But  he  knew  when  his  grandchildren  were  born  in  the  U.S.  that  he 
-^     would  happily  trade  in  his  illustrious  career  for  a  new  role:  grandpa. 

In  1987,  he  immigrated 


United  States,  becoming 
a  citizen  in  1998.  Today,  he's  enjoying  every  moment  of  a 
well-deserved  retirement  close  to  the  people  he  loves.  Doing  what  you  want, 
where  you  want,  is  what  retirement  is  all  about.  That's  why  retirement  income 
solutions  from  Genworth  Financial  can  help  provide  you  with  retirement 
income  you  can't  outlive.  Even  if  you  live  over  a  century. 


To  find  out  more  about 

other  centenarians,  visit 

genworth.com/ 100 


Genworth8 

Financial 

Insurance  for  living.  Solutions  for  lifeT 


Insurance  &  Investment  products  available  from  the  Genworth  Financial  family  of  companies  including  mutual  funds 

and  variable  insurance  products  distributed  by  Capital  Brokerage  Corporation.  Member  NASD/SIPC. 
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ing  the  key  to  wealth  to  a  big  fat 
istake.  When  lending  was  still  lush, 
vestors  accepted  thin  premiums  for 
lying  the  securities  of  riskier  firms, 
ley  rationalized  that  they  could  sell 
it  whenever  they  needed  to.  What's 
ear  now  is  that  "liquidity  that  looks 
eat  on  Monday  can  be  gone  on 
Wednesday,"  says  Marc  D.  Stern,  chief 
vestment  officer  of  Bessemer  Trust  in 
ew  York.  Stern  considers  the  current 
trenchment  "a  healthy  correction  to 
Deriod  of  a  great  deal  of  excess."  His 
cks  include  health-care  stocks,  tech 
ms  that  have  a  big  share  of  their  sales 
iroad,  and  Asian  markets  such  as 
ngapore,  South  Korea,  Malaysia,  and 
pan  that  do  business  with  booming 
nina  and  India  but  have  lower  p  -  e  's 
an  those  of  the  twin  giants. 

pJLYWAYISUP? 

ill,  there's  a  bullish  case  to  be  made 
U.S.  stocks  in  2008,  if  the  economy 
anages  to  dodge  a  recession.  For  one, 
rong  growth  abroad  could  help  prop 
earnings.  3M,  for  example,  forecast 
Dec.  12  that  its  earnings  per  share  in 
08  would  rise  by  10%,  thanks  in  part 
emerging  markets. 
Meanwhile,  the  Federal  Reserve  will 
obably  cut  rates  further  if  the  U.S. 
onomy  continues  to  weaken,  which 
uld  give  stocks  a  shot  in  the  arm. 
There  could  be  more  fiscal  stimulus, 
,  if  the  White  House  tries  to  amp  up 
5wth  ahead  of  the  2008  Presidential 
ction.  Here's  a  bit  of  trivia:  Accord - 
to  Stock  Trader 's  Almanac  2008,  the 


Standard  &  Poor's  500  -  stock  index  has 
risen  in  the  final  seven  months  of  every 
election  year  since  1950  except  one. 
And  optimists  dispute  the  notion 
that  U.S.  consumers  are  bound  to  quit 
in  2008.  "When  Americans  are  happy, 
they  spend  money.  When  they  are  de- 
pressed, they  spend  even  more  money, 
as  long  as  they  aren't  losing  their  jobs," 
writes  economist  Edward  Yardeni, 


There  could  be  further  fiscal  stimulus  if 
the  White  House  tries  to  amp  up  growth 
ahead  of  the  2008  Presidential  election 


the  president  of  Yardeni  Research. 

For  some  stock  market  bulls,  the  best 
news  for  the  market  is  investor  pes- 
simism. The  p-e  ratio  for  the  S&P  500 
based  on  trailing  12  -  month  earnings 
is  just  over  18,  vs.  well  over  25  in  1999 
and  2000.  That  means  that  on  average, 
investors  are  paying  moderate  prices 
for  companies  generating  respectable 
profits.  The  UBS  Index  of  Investor  Op- 
timism plunged  26  points  in  November, 
to  44,  which  was  the  lowest  since  right 
after  Hurricane  Katrina.  Once  everyone 
has  capitulated,  the  contrarians  figure, 
there's  no  one  left  to  bail  out,  and 
stocks  have  nowhere  to  go  but  up. 
If  you  buy  the  bullish  case,  you 
might  consider  buying  beaten -down 
banking  stocks,  which  offer  attractive 
dividend  yields  at  current  prices.  The 
trick  is  figuring  out  which  banks  have 
already  come  clean  on  their  loan  losses 
and  which  ones  haven't. 

Still,  no  one  knows  how  much  far- 
ther the  housing  market  will  fall,  and 
this  factor  will  determine  how  much 
damage  the  financial  sector  and  the 
economy  are  going  to  have  to  absorb. 
Under  these  conditions,  betting  on  the 
stock  market  is  a  high-risk  proposi- 
tion. It's  hard  to  get  too  excited  about 
the  2008  outlook  when  the  most 

positive  thing 
you  can  say  about 
the  year  is  that  (to 
quote  the  con- 
trarians) every- 
one has  given  up 
on  it.  ibwi 


BUT  THERE  ARE  SOME  RAYS  OF  HOPE 

,sier  monetary  policy  and  export  growth  should  help  the  stock  market 

e  Fed  is  ...global  growth  is 

tting  rates...  stimulating  exports... 
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FORECASTS 


WHAT  THE  PROS 
ARE  SAVING 

Most  of  the  experts  we  surveyed  foresee  the  market 
going  up  a  bit —but  the  climb  will  be  tough 


By  Anne  Tergesen 

When  it  comes  to  investing,  no  one  is  right  all  of  the  time— or  even 
most  of  the  time.  It  pays  to  listen  to  a  diverse  set  of  voices,  and  make 
your  own  judgments.  To  help  you  think  about  investing  for  2008, 
BusinessWeek  surveyed  a  half-dozen  market  strategists  with  a  cumu- 
lative 175  years  of  experience. 


RALPH  J.  ACAMPORA 

DIRECTOR  OF  TECHNICAL  STUDIES, 
NEW  YORK  INSTITUTE  OF  FINANCE 

»  According  to  the  technical 
indicators  that  Acampora  spent 
four  decades  on  Wall  Street  analyzing, 
the  five-year-old  bull  market  is  tired. 
The  Dow  Jones  industrial  average 
(DJIA)  has  forged  ahead,  albeit  fitfully. 
But  relatively  few  stocks  are  hitting 
new  highs,  says  the  recently  retired 
Acampora,  who  continues  to  teach 
technical  analysis.  Worse,  the  Dow 
Jones  transportation  averageis 
struggling. 

That's  often  a  sign  something  is 
amiss  with  the  economy,  says  Acam- 
pora, who  was  dubbed  the  "king  of 
the  bull  market"  by  CNBC  in  1995  for 
predicting  the  Dow  would  soar  from 
4000  to  7000  within  three  years  — a 
call  for  which  his  then -employer,  Pru- 
dential Securities,  rewarded  him  with 
a  1962  Corvette  with  "Dow  7000"  on 
the  license  plate. 

With  the  Federal  Reserve  cut- 
ting interest  rates,  Acampora  thinks 
a  traditional  yearend  rally  will  spill 
over  into  the  New  Year.  But  he  expects 
stocks  to  run  out  of  steam  soon  after, 
precipitating  a  10%  to  20%  sell-off 
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that  will  make  this  summer's  8%  drop 
seem  like  a  minor  blip.  In  the  second 
half  of  the  year,  Acampora  looks  for  th 
bull  to  regain  its  strength,  as  economic 
growth,  fueled  in  part  by  election  year 
pump-priming,  accelerates.  Acam- 
pora's  advice  to  investors?  Stick  with 
the  large-cap  growth  stocks  that  are 
currently  in  favor. 

STUART  T.  FREEMAN 

CHIEF  EQUITY  STRATEGIST, 
A.G.  EDWARDS  &  SONS 

VV  The  winner  of  Business  Week's 
ww  annual  stock  market  forecasting 
survey  last  year,  Freeman  likes  the 
outlook  for  stocks  in  2008,  mainly 
because  he  doesn't  see  much  else  to  ge 
excited  about.  By  Freeman's  reckoning  [; 
stocks  are  cheap  today  compared  with  a 
U.S.  Treasury  bonds. 

If  the  companies  that  make  up  the 
Standard&  Poor's  500-stock  index 
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n  the  $93.76  per  share  he  expects 
jl  m  to  this  year,  the  index's  earn- 
l  s  yield — its  earnings  divided  by  its 
|ce— is  now  6.39%.  That  compares 
orably  with  the  10 -year  Treasury 
id's  yield  of  4.24%.  U.S.  stocks  also 
k  attractive  compared  with  real 
late.  And  Freeman  expects  overseas 
|cks  to  struggle,  as  foreign  econo- 
>s  lose  steam. 

till,  Freeman  is  advising  his  clients 
xercise  caution.  He  expects  the 
nomy  to  avoid  going  into  recession 
008,  but  just  barely.  With  investors 
■ful  of  an  economic  downturn,  he 
eves  the  Dow  will  drop  some  10%,  to 
20,  by  midyear.  To  play  it  safe,  Free- 
■1  recommends  sticking  with  large  - 
■  consumer  products  companies, 
■h  as  PepsiCo  and  Procter  &  Gamble, 
vpse  bottom  lines  typically  hold  up  in 
dgh  times.  These  companies  "are  still 
derating  earnings  growth  with  a  high 
iree  of  predictability." 

5AINE  GARZARELLI 

ifsiDENT,  GARZARELLI  CAPITAL 

jjj  Best  known  for  advising  clients  to 
I  sell  just  before  the  1987  stock 
niket  crash,  Garzarelli  is  a  big  bull 
(fty.  Like  many  others,  she  expects 
domic  growth  to  be  sluggish  in  the 
ir  half  of  the  year  before  the  impact 
ifjae  Fed's  interest  rate  cuts  starts  to 
ill  things  around. 

fit  while  most  are  expecting  modest 
tck  market  increases  next  year,  Gar- 


zarelli is  looking  for  something 
more:  a  20%  gain  on  the  Dow 
and  the  S&P  500  stock  index. 
Why?  While  most  analysts  are 
worried  about  negative  earnings 
surprises,  Garzarelli  is  betting 
that  earnings  will  hold  up:  She 
says  they  will  rise  some  7%,  as 
^^      lower  interest  rates  reduce  the 
cost  of  borrowing  for  corpora- 
tions and  a  weak  dollar  fuels  strong 
export  growth.  Of  the  14  indicators 
Garzarelli  follows,  which  measure 
everything  from  investor  sentiment 
to  stock  valuations,  most  are  flashing 
favorable  signals.  "Our  models  show 
the  S&P  500  is  undervalued  by  25%." 
Garzarelli  is  advising  investors  to 
buy  some  of  the  most  beaten  -  down 
stocks,  including  those  of  giant 
financial  institutions  such  as  Lehman 
Brothers,  Bear  Stearns,  and  Merrill 
Lynch.  What  would  cause  her  to  turn 
bearish?  Not  much.  "Our  indicators 
are  extremely  bullish." 

BEN  INKER 

DIRECTOR  OF  ASSET  ALLOCATION,  GMO 

^%  During  the  bear  market  that 
ww  ended  in  2002,  institutional 
money  manager  GMO  made  timely 
bets  on  Treasury  inflation -protected 
securities  (TIPS),  real  estate  invest- 
ment trusts,  and  emerging  markets 


equities.  With  the  Boston-based  firm 
anticipating  a  stock  market  decline  in 
2008,  "there's  nothing  we  love," 
admits  Inker.  Although  U.S.  stocks 
appear  reasonably  valued  at  15  times 
next  year's  projected  earnings,  Inker 
thinks  the  market  is  a  lot  more 
expensive. 

Why?  Earnings  are  not  measured 
the  same  way  they  used  to  be.  While 
historical  price  -  earnings  data  are 
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based  on  net  earnings,  analysts  now 
use  operating  earnings,  which  tend 
to  inflate  the  collective  bottom  line 
by  about  15%,  he  says.  Of  course,  as 
the  "e"  in  p-e  rises,  the  ratio 
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falls,  making  the  market  look 
cheaper.  Moreover,  with 
the  average  forecaster  still 
looking  for  a  modest  uptick 
in  earnings  in  2008,  Inker 
thinks  "the  market  will  be 
vulnerable"  if  the  consumer 
retrenchment  he  expects 
causes  earnings  to  fall  short. 

For  2008,  GMO  recom- 
mends building  a  defensive 
portfolio,  with  a  25%  allocation 
to  cash  and  a  further  25%  in  bonds.  It's 
putting  only  a  tiny  13%  slice  into  U.S. 
stocks.  Instead,  Inker  favors  foreign 
stocks.  With  lower  p-e  ratios  than  their 
U.S.  counterparts,  they  have  better 
odds  of  "surviving  a  disappointing 
profit  environment,"  Inker  says.  Are 
emerging  markets  tapped  out  ?  After  a 
strong  rally,  "we're  less  excited  than  we 
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were.  But  if  the  world  holds  together, 
we  could  have  another  decent  year." 

ROBERT  ARNOTT 

CHAIRMAN,  RESEARCH  AFFILIATES 

^^  Widely  followed  on  both  Wall 
^•^  Street  and  in  academia,  Arnott 
has  a  reputation  for  thinking  outside 
the  box.  While  most  prognosticators 
expect  stock  prices,  corporate 
earnings,  and  economic  growth  to  post 
small  gains  in  2008,  Arnott,  whose 
money  management  firm  is  in 
Pasadena,  Calif.,  thinks  all  three  have 
nowhere  to  go  but  down.  Why?  He 
expects  sliding  home  prices  and  rising 
mortgage  defaults  to  prompt  consum- 
ers to  curtail  spending  sharply  in 
2008,  pushing  the  economy  into  a 
mild  recession.  Moreover,  he  adds, 
with  "wages  at  their  lowest  percent  of 
GDP  ever"  and  corporate  profits  at 
their  highest  level  in  40  years,  "how 
likely  is  it  that  we  will  see  earnings 
surge  from  current  levels  without  a 
political  backlash  ? " 
Arnott  advises  riding  out  the  storm 


in  a  portfolio  that's  50%  in  bonds  and 
20%  in  cash.  While  most  on  Wall  Street 
dismiss  the  threat  of  inflation,  he 
recommends  TIPS  and  commodities, 
in  part  to  guard  against  the  inflationary 
impact  of  a  declining  dollar. 

He  recommends  putting  just  20% 
into  U.S.  and  international  stocks.  For 
now,  he  favors  one  of  the  most  defen- 
sive sectors,  utilities.  But  he  predicts 
a  "marvelous  recovery"  in  financial 
stocks  in  the  second  half  of  2008.  Al- 
though Arnott  likes  emerging  markets, 
he  prefers  the  debt  to  the  equity,  since 
he  believes  the  former  is  more  reason- 
ably valued.  "A  lot  of  these  countries 
are  in  better  fiscal  condition  than  the 
U.S.,"  he  says. 


LASZLO  BIRINYI 

PRESIDENT,  BIRINYI  ASSOCIATES 
^^  A  Wall  Street  veteran  who  landed 
ww  his  first  job  at  a  financial  services 
firm,  Auerbach,  Pollack  &  Richardson, 
in  1972,  Birinyi  has  seen  many  market 
crises.  The  current  one  doesn't  faze 
him  much:  "Based  on  historical  data,  I 
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articulated  a  principle  some  years  ago 
that  has  been  very  profitable  for  me," ! 
says.  According  to  Birinyi 's  "Cyrano 
principle,"  "if  the  concerns  of  the 
market  are  as  obvious  as  the  nose  on 
your  face,  the  market  and  monetary 
policymakers  will  have  an  amazing 
ability  to  adapt  and  adjust."  He  believ 
the  Fed  will  do  what  it  takes  to  calm  tl 
credit  crisis. 

Birinyi  thinks  the  bull  market  that  I 
started  in  2002  is  still  very  much 
intact.  He  expects  the  current  eco 
nomic  expansion  to  continue,  with  5 
corporate  earnings  growth  helping  td 
propel  the  Dow  to  15,000  by  the  end  1 
of  2008.  The  signs  of  a  market  top, 
which  include  speculative  fervor  and 
rising  stock  valuations,  "really  aren't 
present,"  he  adds.  At  15  to  18  times 
estimated  earnings— the  exact  numb 
depends  on  how  you  measure  earn- 
ings—stock market  values  are  neithe 
cheap  nor  expensive.  If  the  market 
were  a  traffic  light,  Birinyi  says,  it 
would  be  flashing  a  yellow  signal  no\ 

Birinyi  sees  "pockets  of  value."  Wiv 
risk  aversion  rising,  he  thinks  inves- 
tors will  pay  more  for  such  predictab 
growth  stocks  as  Google  and  Deere. 
He  expects  commodity  prices  to  kee] 
rising  "as  the  emerging  markets  con" 
tinue  to  emerge."  He  also  favors  buyi: 
stocks  which  were  "excessively  pun- 
ished" in  the  recent  subprime- relate 
meltdown.  They  include  retailers  Til 
fany,  Nordstrom,  J.  Crew,  and  financ 
giant  American  International  Grou] 

To  read  forecasts  from  other  stod 
market  strategists,  go  to  businessw© 
com/magazine.  1 BW 1 
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Madrid  is  the  capital  of  innovation,  a  privileged  enclave  where  the  most 
competitive  companies  are  concentrated.  Here,  you  will  find  new  opportunities 
and  contacts  for  your  business.  Discover  them  at  www.exportmadrid.com 

Today,  Madrid  is  an  international  meeting  point  and  reference  at  the  Trade  Fairs 
organised  by  IFEMA  in  the  Capital  Good  Sector:  Construction,  Automotive, 
Technology,  Security,  Environmental  sectors,  etc. 

A  region  with  the  best  infrastructure  and  services,  which  also  offers  hospitality 
and  many  attractions,  enabling  you  to  enjoy  all  the  cultural  and  leisure  possibilities 
of  a  big  city  during  your  visit. 


FORTHCOMING  EDITIONS  OF  TRADE  FAIRS 
ORGANISED  BY  IFEMA  IN  THE  INVESTMENT 
PRODUCTS  SECTOR 

2008 

FEBRUARY 

GENERA  Energy  and  Environment  International 

Trade  Fair     ufi 

SICUR  International  Security,  Safety  and  Fire  Exhibition  -^ufi 

OFITEC  International  Trade  Exhibition  of  Office  and  Contract 

Furniture  and  Equipment      ufi 

EXPOuPTICA  International  Optics  and  Optometry 

Exhibition     ufi 

TEXTILMODA  International  Textile  Fashion  Fail     ufi 

MARCH 

PROPET  Pet  Industry  Trade  Fair 

EXPODENTAL  International  Dental  Equipment,  Supplies 

and  Services  Show     ufi 

FITNESS  Fitness  Industry  and  Sports  Facilities  Show  .oufi 

MAY 

VETECO  International  Window,  Curtain  Walls  and  Structural  Glass 

Trade  Show  »>ufi 

PIEDRA  International  Natural  Stone  Fair     ufi 

SEIN  Enterprise,  Commercial,  Logistic  and  Industrial  Spaces 

Trade  Show 

JUNE 

TEM-TECMA  International  Town  Planning  and  Environment 

Trade  Fair      ufi 

SEPTEM8ER 

PROMOGIFT  Promotional  Gift  Trade  Fair 
TEXTILMODA  International  Textile  Fashion  Fait  -ufi 
HARDWARE  STORE  TRADE  SHOW 

OCTOBER 

CONSTRUTEC  Building  Exhibition 

DECOTEC  Interior  Architecture  Show 

SAVER  Equipment  and  Machinery  Fair  for  Parks,  Gardens,  Forests 

and  other  Green-Belt  Areas 

FIAA  International  Bus  and  Coach  Trade  Fair     ufi 

SALON  LOOK  INTERNACIONAL  Hairdressing,  Aesthetics,  Beauty 

and  Accessories 

MATELEC  International  Exhibition  of  Electrical  and  Electronic 

Equipment  .--  ufi 

NOVEMBER 

LOGIS&T  Logistics  &  Transport  Exhibition 

SIMO  International  Data  Processing,  Multimedia  and 

Communications  Show      ufi 

2009 

FEBRUARY 

CLIMATIZAClON  International  Air-Conditioning,  Heating, 

Ventilation  and  Refrigeration  Exhibition      ufi 

MARCH 

MOTORTEC  International  Equipment  and  Components 

for  Vehicles  Trade  Show      ufi 

APRIL 

INTERDIDAC  International  Educational  Equipment  Show 

SEPTEMBER 

HOREQ  Hotel  and  Restaurant  Equipment  Show 

OCTOBER 

TRAFIC  International  Road  Safety  and  Equipment 

Exhibition      ufi 

NOVEMBER 

BROADCAST  International  Audio-Visual  Technology 

Trade  Show 

2010 

FEBRUARY 

INTERSICOP  International  Bakery,  Pastry  and  Related  Industries 

Show  ■  ufi 

U II  international  event  certified  by  UFI 
[T/ie  Global  Association  of  the  Exhibition  Industry) 
Consult  IFEMA  CALL  CENTRE  or  the  local  Office  in  your  country 
to  confirm  dates  and  times. 


MADRID  TRADE  FAIR 
Bfe       The  most  effective 
Hid        Business  Centre 

lif/vw.ifema.es 
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ECONOMIC  OOTLOOK 


NO  RECESSION, 
BUT... *_ 

Most  experts  we  polled  expect  growth,  however 
meager,  in  2008.  A  few  predict  rougher  times 

By  James  C.  Cooper 

For  2008,  the  economic  outlook  is  Topic  No.  l  for  almost  all  investors. 
Stock  prices  and  bond  yields  already  reflect  recession  worries,  but  an 
actual  downturn  would  hit  portfolios  hard.  To  help  get  a  handle  on 
what  to  expect,  Business  Week  asked  54  forecasters  in  our  annual  out- 
look survey  for  their  views  on  everything  from  housing  and  the  credit 


crunch  to  Fed  policy  and  global 
growth.  (Full  survey  results  are  avail- 
able at  businessweek.com.) 

The  bottom  line  looks  like  this:  The 
economists  project,  on  average,  that 
the  economy  will  grow  2.1%  from  the 
fourth  quarter  of  2007  to  the  end  of 
2008,  vs.  2.6%  in  2007.  Only  two  of 
the  forecasters  expect  a  recession, 
although  it  might  feel  like  one  if  there's 
sluggish  growth  over  the  next  couple  of 
quarters,  as  many  predict.  Almost  all 


think  the  risk  of  a  downturn  has  risen 
substantially  in  recent  months. 

As  a  group,  the  forecasters  say  slow 
growth  will  lift  the  jobless  rate  from 
4.7%  in  November  to  5.1%,  and  it  will 
hold  down  inflation.  As  oil  prices  level 
off  or  decline ,  the  yearly  growth  in 
consumer  prices  will  slide  from  4.3% 
in  November  to  2.4%,  while  core  infla- 
tion, which  excludes  energy  and  food, 
will  hold  steady  at  a  tame  2.2%.  Profits 
will  grow  in  the  low  single  digits.  Home 


I 


« 


prices  will  fall  about  7%,  but  housin 
starts  will  bottom  out  by  midyear. 

Almost  all  "no  recession"  forecas 
are  predicated  on  further  rate  cuts  b 
the  Fed.  The  target  rate  is  expected  t 
drop  from  4.25%  to  between  2.5%  ai 
4%,  with  almost  half  of  the  analysts 
projecting  it  to  fall  below  4%.  The  yi 
curve  will  steepen  a  bit,  as  10  -year 
Treasuries  edge  up  to  4.5%  by  yearei 

On  balance,  the  analysts  are  cau- 
tiously optimistic ,  but  with  plenty  c 
hedging  amid  all  the  uncertainties. 
Here 's  how  they  see  the  hot  -button 
issues  shaping  up: 

THE  CREDIT  CRUNCH 

Perhaps  the  biggest  surprise  of  200, 
was  the  way  the  housing  slump  shoe  1 
the  economy.  It  wasn't  just  the  direc, 
drag  of  less  construction  activity,  th>L 
shrinking  outlays  on  home  -  related  | 
goods,  and  lost  consumer  wealth, 
as  economists  had  expected.  It  was  | 
the  way  the  subprime  debacle  hit 
the  financial  markets,  setting  off  twq  1. 
things:  a  new  downturn  in  housing 
activity  and  a  liquidity  crisis  that  notfi 
threatens  a  broad  squeeze  on  credit  1  y 
availability.  "The  two  main  risks  in t\% 
outlook  are  that  sharp  further  declim  p 
in  home  prices  will  cause  consumer 
spend  less,  and  that  the  ongoing  ere* 
crunch  will  curtail  activity  in  a  moret^ 
general  way,"  says  Dana  Johnson  at 
Comerica  Bank  in  Dallas. 

Some  worry  the  Fed  isn't  doing 
enough.  "The  Fed's  response  to  the 
current  financial  market  troubles  am 
weaker  economy  has  been  slow,  as  tW 
have  underestimated  the  severity  of 
the  problem,"  says  Mark  M.  Zandi  at 
Moody's  Economy.com.  Analysts  an 
encouraged  by  the  Fed's  coordinated!1 
efforts  with  other  central  banks  to 
auctioh  off  funds  in  an  effort  to  reliev 
strains  on  liquidity.  However,  if  key 
market  rates,  crucial  to  the  short -ten 
funding  needs  of  businesses,  fail  to 
come  down,  most  economists  believ 
aggressive  rate  cutting  will  be  the  on  | 
way  to  protect  the  economy. 

With  help  from  the  Fed,  consume 
and  businesses  should  be  able  to  ma 
age  the  crunch.  "While  consumers  J 
likely  to  grow  more  cautious  in  200i 


'■ 
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■lid  income  growth  should  prevent  a 
.arp  contraction  in  spending,"  says 
han  S.  Harris  at  Lehman  Brothers, 
isinesses  will  continue  to  expand 
eir  outlays  and  payrolls,  since  they 
s  not  overextended  with  debt,  excess 
oduction  capacity,  or  inventories, 
d  the  lower  dollar  is  providing  a 
mulus  for  exports,  especially  since 
e  rest  of  the  world  is  doing  O.K.  But 
thout  effective  Fed  action,  the  credit 
se  could  begin  to  squeeze  too  hard. 

IE  HOUSING  SLUMP 

hen  will  the  vicious  cycle  of  falling 
me  prices,  mortgage  defaults,  and 
:dit  tightening  be  broken?  "It's  all 
out  housing  and  the  resolution  of 
rrent  excesses,"  says  Richard  DeKas- 
at  National  City  Corp.  in  Cleveland. 
|  e  economists  agree  that ,  first ,  home 
es  have  to  stabilize.  "Housing  starts 
ist  fall  low  enough  relative  to  sales  to 
ng  a  significant  reduction  in  inven- 
ies,"  says  Robert  Melman  at  JPMor- 
I  Only  then  can  prices  bottom  out, 
supply  and  demand  rebalance, 
rhat  will  probably  take  all  of  2008. 
lybe  longer.  Keith  Hembre  at  First 
lerican  Funds  in  Minneapolis  is  not 
aeful.  "Substantial further  adjust  - 
!nt  in  housing  appears  to  lie  ahead," 
s  Hembre,  who  one  year  ago  in  Busi- 
sWeek  made  the  best  forecast  for 
07.  He's  one  of  the  two  economists 
o  expect  an  economywide  recession 
in  2008.  (See  a 
profile  of  Hem- 
bre at  business - 
week.com.) 
Others  are 
more  opti- 
mistic. "Most 
of  the  decline 
lehind  us,"  says  Ken  Mayland  at 
■arView  Economics  in  Pepper  Pike, 
3io.  Housing  starts  have  fallen  to  an 
aiiual  rate  of  1.2  million,  from  a  peak 
■..3  million  nearly  two  years  ago. 
■nomists  expect  them  to  bottom  out 
ftmd  midyear  at  1  million,  so  the  drag 
im  housing  will  ease.  Inventories 
existing  homes  are  still  sky-high, 
&  ch  is  keeping  downward  pressure 
■orices,  but  builders'  stocks  of  new 
•les  have  begun  to  shrink. 


THE  FEDERAL  RESERVE 

Investors  are  caught  between  what 
appears  to  be  a  deep  divide  at  the  Fed 
over  how  to  balance  the  risk  of  a  slow- 
ing economy  with  the  risk  of  inflation. 
At  the  Fed's  Oct.  30-31  meeting,  one 
policymaker  opposed  the  quarter- 
point  rate  cut  because  he  felt  it  was  too 
much.  On  Dec.  11,  another  member 
opposed  the  next  quarter-point  cut  on 
the  grounds  that  it  wasn't  enough. 

If  the  economists  are  right  about 
slow  growth  in  2008,  then  inflation 
pressures  will  stay  down.  The  poten- 
tial for  businesses  to  pass  along  the 
increased  energy  costs  to  the  prices  of 
their  final  products  is  one  Fed  worry. 
Another  is  tight  labor  markets  at  a 
time  when  slower  productivity  is 
providing  less  of  an  offset  to  rising 
wage  costs.  However,  if  the  economy 
grows  at  a  pace  of  only  about  1.5%,  as 
expected  through  the  second  quarter 
of  2008,  the  labor  markets  are  sure 
to  loosen  up,  and  higher  costs  will 
squeeze  profit  margins  more  than  they 
will  push  up  prices. 

That  would  allow  the  Fed  to  ease  as 
much  as  necessary  to  revive  housing, 
relieve  the  liquidity  and  credit  squeez- 
es, and  restore  the  economy's  pep. 
Based  on  its  recent  words  and  actions, 
the  Fed  seems  to  be  coming  around 
to  the  thinking  of  most  economists. 
"I  believe  the  current  risks  fall  more 
heavily  on  recession,  and  I  don't  think 
[energy-driven]  headline  inflation  will 
affect  near-term  policy  decisions," 
says  Robert  Shrouds  at  DuPont. 


THE  GLOBAL  ECONOMY 

Foreign  trade  will  be  a  big  support  for 
U.S.  growth  in  2008.  In  2007,  a  shrink- 
ing trade  deficit,  fueled  in  large  part 
by  an  export  boom,  almost  completely 
offset  the  direct  negative  effect  of 
falling  residential  construction  on 
overall  growth.  The  same  will  be  true 
in  the  coming  year,  given  good  growth 
overseas  and  a  competitive  dollar. 
"Foreign  trade  should  add  one -half  to 
three-quarters  of  a  percentage  point 
to  real  GDP  growth  in  2008,"  says  Alan 
D.  Levenson  at  T.  Rowe  Price  Associ- 
ates. Key  beneficiaries  will  be  makers  of 
capital  equipment,  where  the  U.S.  has 
an  edge,  especially  in  high-tech  gear, 
aircraft,  and  knowledge -based  service 
industries. 

The  lower  dollar  will  help,  but  there 
could  be  a  dark  side  if,  for  example, 
the  euro  becomes  overly  strong  and 
begins  to  hurt  economic  growth  in 
Europe.  "Having  a  competitive  advan- 
tage is  worth  less  if  your  key  markets 
don't  grow,"  says  Robert  A.  Brusca  at 
researcher  Fact  &  Opinion  Economics. 
The  greenback 
will  most  likely 
decline  a  bit 
more,  but  not 
much.  "We  don't 
expect  the  dollar 
to  fall  in  2008  at 
the  same  pace  it 
did  in  2007,  as 
central  banks  in 
other  countries  move  toward  policy 
easing  and  the  worst  fears  about  the 
U.S.  economy  are  assuaged,"  says  Dean 
Maki  at  Barclays  Capital. 

As  the  U.S.  trade  deficit  narrows  fur- 
ther, 2008  will  mark  a  second  consecu- 
tive year  of  movement  toward  a  more 
balanced  global  economy.  However, 
it's  a  transition  that  means  the  U.  S. 
is  shifting  away  from  a  heavy  depen- 
dence on  consumer  spending  and 
toward  more  reliance  on  exports.  "The 
quality  of  economic  growth  prob- 
ably won't  feel  as  good  to  the  average 
American  as  it  has  in  recent  years,"  says 
Tom  Higgins  at  Payden  Rygel  Invest  - 
ment  Counsel.  "Put  simply,  it  feels 
better  to  consume  than  to  watch  others 
consume."  iBWi 
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HOW  TO 
CASH  IN  ON 
A  WARMING 
PLANET 


Investment  opportunities  abound  in 
companies  that  mitigate  or  adapt  to  the  threat 


By  Adam  Aston 

Set  aside,  for  now,  the  really  complex  and  costly  financial  implications  of 
climate  change.  Ignore  the  tricky  abstractions  of  carbon  trading.  Forget 
the  worries  over  flooded  cities  and  the  ins  and  outs  of  renewable  energy. 

Instead,  consider  just  a  few  everyday  money-making  ideas  created  by 
the  warming  of  our  planet.  For  example,  oenophiles  could  short  the  stocks 
of  vintners  in  drought  -prone  areas  such  as  Australia  or  California  and  bet 
on  upstarts  in  Canada  and  England,  where  new  wineries  are  sprouting 
as  temperatures  rise.  Or,  since  ski  resorts  are  seeing  less  and  less  snow,  it 
might  make  sense  to  buy  and  hold  manufacturers  of  snowmakers. 

Of  course,  the  potential  of  climate -change  investing  goes  far  beyond 
mere  curiosities.  A  growing  number  of  advisers  to  big  institutional  inves- 
tors and  high  -  net  -  worth  types  are  sizing  up  companies  based  on  how 
likely  they  are  to  benefit  from  rising  energy  prices,  stricter  regulations, 
and  changes  to  the  natural  world  ranging  from  freshwater  shortages  to 
new  disease  patterns  and  more  chaotic  weather.  Since  public  opinion  is 
increasingly  driving  U.S.  policymakers  to  act,  analysts'  climate  predictions 
need  not  be  perfectly  prescient  to  pay  off.  "Perception  drives  valuations," 
says  Edward  M.  Kerschner,  chief  investment  strategist  for  Citi  Global 
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Wealth  Management,  who  recently 
made  public  a  list  of  some  90  "climate 
consequences  companies"  he  believes 
could  excel  as  the  climate  changes  and 
limits  on  carbon  emissions  multiply. 
If  there's  a  whiff  of  familiarity  to 
investing  in  climate  change,  that's 
because  some  of  its  key  elements  have 
already  attracted  attention.  Pure -play 
renewable  energy  stocks,  for  example, 
make  up  a  big  slice  of  the  new  cli- 


Luckily,  evaluating  equities  on  their  potential 
to  capitalize  on  climate  change  is  easier  than 
untangling  the  complexities  of  global  warming 


mate  change  offerings  and  have  seen 
meteoric  gains  over  the  past  year. 
The  difference  is  that  climate  change 
strategists  make  their  picks  from  a 
larger  pool,  including  everything  from 
small -cap  alternative  energy  startups 
to  globe -spanning  conglomerates, 
as  well  as  a  few  decidedly  nongreen 
plays.  Given  the  breadth  of  companies 
in  this  space,  "there's  significant  op- 
portunity for  actively  managed  funds," 
says  Michael  Herbst,  a  mutual  fund 
analyst  at  Morningstar. 

HOT  OPTIONS 

Consider  HSBC's  Global  Climate 
Change  Benchmark  Index,  which 
tracks  300  equities,  spans  34  countries 
(11  of  which  are  emerging  markets), 
and  includes  small,  medium,  and  big 
companies.  Simulations  of  the  45 
months  prior  to  its  September  debut 
show  the  index  would  have  beaten 
the  Morgan  Stanley  Capital  Interna- 
tional (MSCI)  global  index  by  70%. 
In  November,  HSBC  launched  a  fund 
in  Europe  that  focuses  on  a  subset  of 
about  60  companies  from  the  index.  A 
U.S.  version,  the  GIF  Climate  Change 
Fund,  is  due  by  April. 

Deutsche  Bank's  DWS  Climate 
Change  Fund  beat  HSBC  to  the  Ameri- 
can market  last  November.  It  mirrors 
the  German  DWS  Klimawandel  fund, 
which  since  its  launch  last  February  is 
up  10.4%.  For  DWS's  U.S.  offering,  ex- 
pect somewhat  pricey  expense  ratios 
of  1.75%  to  2.5%  of  assets. 


For  a  lower-cost  approach,  stock 
pickers  can  follow  the  pros'  logic  and 
make  their  own  calls.  Luckily,  evalu- 
ating equities  on  their  potential  to 
capitalize  on  climate  change  is  easier 
than  untangling  the  complexities  of 
global  warming.  A  useful  approach 
is  to  split  the  opportunities  into  two 
broad  groups,  explains  Mark  Fulton, 
climate -change  strategist  at  Deutsche 
Bank  Asset  Management:  mitigation 
and  adaptation. 

The  first  basket 
includes  products 
and  services  that 
slow  the  flow 
of  greenhouse 
gases  by  using  less 
energy  or  by  sub- 
stituting clean  energy  for  fossil  fuels. 
That's  why  so  many  renewables  such 
as  solar  and  wind  show  up  in  the  new 
climate -change  funds  and  indices.  As 
of  September,  for  example,  the  top  10 
holdings  in  DWS  Climate  Change  Fund 
included  nine  that  either  produce  car- 
bon-free energy  or  help  conserve  fossil 
fuels:  solar  energy  (LDK  Solar,  Solar- 
World,  Umicore,  and  First  Solar),  wind 
energy  (Acciona  Energia  and  Gamesa), 
electric  efficiency  specialists  (ABB 
and  Emerson  Electric),  and  an  electric 
vehicle  maker,  Tanfield  Group. 

Fulton's  second  category  includes 
opportunities  to  help  the  world  adapt 
to  the  effects  of  the  changing  climate. 
This  group  may  offer  hidden  values 
in  some  more  obscure  sectors.  DWS's 
fund,  for  example,  owns  Veolia  Envi- 
ronment, a  water-services  specialist 
that  can  help  parched  regions  adjust. 
Citi's  Kerschner,  likewise,  predicts 


CAPITALIZING  ON  CLIMATE  CHANGE 

COMPANY/SYMBOL                                                                 PRICE'          .     P-E 

RATIO" 

Ace  Limited/ACE 

$59.55              8 

Chicago  Mercantile  Exch./CME 

697.41             36 

Fluor/FLR 

143.12            26 

Leighton  Holding/LEI 

53.60            29 

Ormat  Technologies/ORA 

52.42            41 

Peugeot/PEUGY                                             78.55             9 

"Dec.  14;  prices  lor  LEI  and  PEUGY  converted  into  U.S.  dollars 
"Based  on  earnings  estimates  for  next  fiscal  year      Data:  Citibank,  BusinessWeek 

growth  for  Leighton  Holdings,  an 
Australian  engineering  contractor  tha 
is  building  a  growing  number  of  plants 
that  make  seawater  drinkable. 

SHADES  OF  GREEN 

If  anything,  the  greenest  of  investors 
may  be  put  off  by  aspects  of  climate  - 
change  investing.  Citi  likes  big  nucleai 
plant  operators  such  as  Entergy  and 
Exelon,  despite  worries  over  their 
waste,  since  their  reactors  crank  out 
huge  volumes  of  juice  with  virtually 
no  greenhouse  gases.  Fluor,  a  U.S. 
engineering  construction  giant,  make 
the  cut  since  it's  positioned  to  benefit 
from  demand  for  new  power  plants, 
regardless  of  whether  they're  powered 
by  clean  gas,  controversial  nuclear,  or 
even  not  -  so  -  clean  coal. 

Many  of  the  top  picks  among  the 
adaptation  plays  are  cheaper  than 
mitigation  stocks.  Ormat  Technolo- 
gies, a  leader  in  renewable  geothermali 
energy,  has  a  pricey  p-e  ratio  of  41, 
based  on  2008  earnings.  But  in  the 
less  glamorous  auto  sector,  makers  of  t 
mileage -boosting  technologies  may 
outsell  competitors  more  reliant  on 
gas  guzzlers.  By  this  logic,  France's 
PSA  Peugeot  Citroen,  which  builds 
Europe's  most  fuel -thrifty  fleet,  standi 
to  beat  out  U.S.  rivals  as  global  demani 
for  eco-vehicles  rises.  Its  p-e  is  just  Qj 

An  upside  to  these  broad  climate - 
change  funds  is  that  they  expose 
investors  to  plays  of  all  sizes,  in  both 
developed  and  emerging  markets. 
But  tracking  such  a  diverse  portfolio 
requires  unusually  broad  expertise  in 
complex  energy,  technology,  and  cross 
border  markets,  notes  Angus  McCrone' 
chief  editor  at  Neu 
Energy  Finance, 
which  tracks  greer 
markets.  Regula 
tory  reversals  can  1 
also  dent  returns 
As  U.S.  lawmakers 
debated  the  recent 
energy  bill  this  fall 
renewable  stocks 
were  whipsawed 
on  each  rumor  tha 
beneficial  tax  era 
its  would  disappea 
or  expand,  ibwi 
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BROADENING     PERSPECTIVES 


people  who  want 

to  expand  their 

investment  options 


people  who  want 

to  expand 

their  horizons 


If  you  want  to  optimize  the  numbers  in  your  investment  portfolio  —  and  maximize  the  number  of  stamps  in  your 
passport  -  Northern  Trust  will  help  get  you  there.  Our  investment  approach  starts  with  strategic  asset  allocation  and 
includes  multifaceted  solutions  such  as  alternative  investments,  enhanced  indexing  and  multi-manager  programs. 
As  one  of  the  world's  largest  asset  managers,  our  clients  look  to  us  to  deliver  a  comprehensive  investment  program 
that  drives  their  overall  financial  plan.  So  you  can  expand  your  portfolio  as  well  as  your  horizons.  To  learn  more  about 
our  investment  solutions,  call  1-866-803-5857  or  visit  northerntrust.com. 
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ENERGY 


STILL  LOTS  OF  HEAT 
IN  FOSSIL  FUELS 

Despite  a  big  runup  in  2007,  oil  and  gas  producers 
and  refiners  remain  a  big  play  for  investors 


By  Stanley  Reed  and  Moira  Herbst 
Energy  is  in  the  spotlight.  Consum- 
ers and  businesses  are  grappling  with 
tight  oil  and  gas  supplies,  while  oil 
companies  and  a  host  of  new  players 
struggle  to  come  up  with  sustainable 
energy  sources  that  cut  C02  emissions. 
It's  a  bafflingly  complex  challenge  that 
is  unlikely  to  be  solved  anytime  soon. 

One  thing  that  seems  sure  amid  the 
uncertainty  is  that  energy,  regard- 
less of  the  source,  is  likely  to  become 
more  expensive.  That  should  make 
energy  stocks  a  good  bet  over  the  next 
few  years.  Since  the  world  will  remain 
dependent  on  oil  and  gas  for  the  next 
couple  of  decades  at  least,  shares  in 
companies  that  extract  those  sub- 
stances from  the  earth  or  refine  and 
market  them  will  remain  the  big  plays. 

The  only  caveat  is  these  stocks 
already  had  a  good  run  in  2007.  For 
instance,  the  CBOE.OIX  index  of  11  oil 
companies  is  up  32.1%  on  the  year,  vs. 
just  4.9%  for  the  Standard  &  Poor's 
500-stock  index.  Fadel  Gheit,  an 


PUMPING  UP  ON  ENERGY 

STOCK/SYMBOL                                              PRICE* 

P-E  RATIO** 

BP/BP 

$74.73 

11 

Noble  Energy/NBL 

76.19 

15 

Occidental  Petroleum/OXY 

71.09 

13 

Schlumberger/SLB 

94.57 

19 

Transocean/RIG 

136.00 

10 

Valero  Energy/VLO                         66.65 

'Dec.  1 4     "Based  on  earnings  estimates  for  the  next  fisca 
Data:  BusinessWeek.com,  Yahoo!  Finance 

8 

year 

analyst  at  Oppenheimer  &  Co.  in  New 
York,  says  investors  jumped  on  any 
stocks  related  to  energy  in  2007. 

SMALLER  IS  BETTER 

Already  high  prices  could  give  energy 
stocks  less  room  to  run  in  2008.  Gheit 
thinks  that  if  energy  prices  continue 
to  rise,  smaller  companies  are  a  better 
bet  than  the  heavyweights  such  as 
ExxonMobil  and  Chevron.  Among  the 
independents,  he  recommends  Noble 
Energy,  which  has  doubled  produc  - 
tion  since  2000,  and  Apache,  which 
specializes  in.squeezing  oil  from  older 
fields.  Eitan  Bernstein,  an  analyst  at 
Friedman,  Billings,  Ramsey  &  Co. 
in  Arlington,  Va.,  thinks  two  stocks 
worth  considering  are  Occidental 
Petroleum  and  Valero  Energy.  Occi- 
dental, a  medium-size  company,  has 
reclaimed  its  old  concessions  in  Libya, 
one  of  the  world's  most  promising 
oil  countries.  Valero,  the  largest  U.S. 
refiner,  is  selling  off  less  profitable 
properties  after  an  acquisition  binge 
and  is  buying  back  stock. 

A  special  case,  Gheit 
says,  is  BP,  which  has 
been  battered  by  a  spate 
of  spills  and  accidents. 
Gheit  estimates  BP  has 
lost  $5  billion  in  the  past 
30  months  because  of 
refinery  outages  and  de- 
layed projects.  Bringing 
two  damaged  refiner- 
ies back  up  to  capacity 
and  starting  up  two  new 
fields  in  the  Gulf  of  Mex- 
ico, Gheit  figures,  will 


Despite  the  rise 
of  alternatives, 
the  world  will 
depend  on  oil 
for  decades 


add  up  to  $3  billion  to  the  bottom  line  t 
by  2009.  He  thinks  the  earnings  boost 
could  be  15%  on  a  per  share  basis. 

Malcolm  Polley,  president  and  chief- 
investment  officer  of  Pittsburgh- 
based  Stewart  Capital  Advisors,  whicl  til 
manages  $1  billion,  says  while  the 
majors  are  usually  safe  bets,  he  prefers  .n 
trying  to  pick  home  run  candidates. 
His  choices  include  oil-field  services 
companies  such  as  Halliburton  and    I 
Schlumberger,  which  are  profiting 
from  all  the  drilling  and  exploration. 
Another  good  prospect  is  Transocean, 
the  largest  offshore  driller. 

Investors  also  would  be  smart  to 
figure  out.  a  way  to  buy  into  the 
fast -growing  business  of  liquefied 
natural  gas,  formed  by  supercooling 
natural  gas  so  it  shrinks  and  can  be 
transported  on  ships.  The  volatile  stuf  (a 
is  being  traded  like  oil,  and  worldwide 
demand  is  huge.  But  the  only  major 
LNG-producing  country  accessible  to  (i[ 
equity  investors  is  Australia.  Bernard   t 
J.  Picchi,  an  analyst  at  Wall  Street 
Access  in  New  York,  recommends 
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Ddside  Petroleum.  It's  well- 
renched  in  the  growing  Australian 
fields,  and  may  be  subject  to  a 
jover  offer  by  Royal  Dutch  Shell, 
ch  owns  34%. 

il  and  gas  alternatives  have  a 
ht  future,  but  it  isn't  easy  to 
re  out  which  energy  sources  or 
ipanies  will  prove  the  big  win- 
;.  Adventurous  investors  could 
:  at  VeraSun  Energy,  a  Brookings 
'.)  ethanol  producer,  which  had  net 
its  of  $22.6  million  on  revenues 
535  million  for  the  nine  months 
■Jig  Sept.  30.  Pavel  Molchanov 
•Raymond  James  Financial  in  St. 
'fifrsburg,  Fla.,  says  VeraSun  is  the 
ffl|LStry  leader  but  warns:  "Ethanol 
aphallenging  industry  because  of 
tyrversupply  in  the  U.S."  Molchanov 
Jjffavors  SunPower,  a  San  Jose  pro- 
llnr  of  solar  panels  and  cells,  which 
Spjority-  owned  by  Silicon  Valley 
ci  Cypress  Semiconductor.  But 
tloo  early  to  know  whether  one  of 
itis  young  companies  is  tomorrow's 
ixrinMobil.  ibwi 


AN  INCONVENIENT 
TRUTH  ABOUT  OIL 

One  analyst  thinks  surging  prices  are  here  to  stay 


If  you're  an  oil  sheikh,  you  will 
love  what  Paul  Horsnell  has  to  say. 
If  you're  a  consumer,  you  won't. 
Horsnell,  head  of  commodities 
research  at  Barclays  Capital  in  Lon- 
don, has  been  an  oil -price  bull  for 
years,  and  he  doesn't  see  any  reason 
to  change.  He  thinks  we  will  prob- 
ably be  stuck  with  today's  high  price 
levels  next  year  and  that  oil  prices 
will  spend  some  time  trading  above 
the  yet -to -be -pierced  $100  per  bar- 
rel. He  is  confident  that 
2008  will  be  the  seventh 
straight  year  of  price 
increases.  The  average 
price  for  2007  will  be 
about  $72  a  barrel. 

A  rumpled  former 
Oxford  economics 
lecturer,  Horsnell,  46, 
spent  11  years  as  as- 
sistant director  of  the 
Oxford  Institute  for 
Energy  Studies,  which  has  close  ties 
to  such  OPEC  countries  as  Kuwait, 
Saudi  Arabia,  and  Venezuela.  He 
joined  JPMorgan  in  2001,  moving  to 
Barclays  Capital  two  years  later.  He 
studies  world  supply  and  demand 
statistics,  trying  to  figure  out  how 
much  new  oil  will  be  coming  from 
Kazakhstan  or  how  rapidly  China's 
thirst  is  growing.  While  the  rate  of 
increase  in  world  demand  for  oil  has 
dropped  off  since  the  huge  4%  surge 
in  2004,  demand  continues  to  grow 
because  of  rapidly  increasing  con- 
sumption by  China  and  the  Middle 
East  producers  themselves. 

At  the  same  time,  new  supplies 
have  been  a  disappointment 
because  of  slimmer  exploration 
pickings  and  lack  of  access  to  new 
areas.  All  you  need  to  do  is  look 


at  the  difficulty  ExxonMobil,  BP, 
and  Royal  Dutch  Shell  are  having 
in  increasing  their  oil  production. 
Horsnell  thinks  2008  may  be  the 
year  when  there  is  no  increase  in 
supply  at  all  from  countries  outside 
of  OPEC ,  leaving  the  world  even 
more  at  the  cartel's  mercy.  It  used 
to  be  conventional  wisdom  that 
higher  prices  would  crush  demand 
and  boost  supply,  but  that  hasn't 
proved  to  be  the  case. 

The  new  dynam- 
ics, he  argues,  are 
better  seen  in  prices 
for  oil  to  be  delivered 
in  five  to  seven  years 
than  on  the  vola- 
tile nearest  futures 
contract,  which  grabs 
headlines.  In  2007, 
near-term  prices 
gyrated  all  the  way 
between  about  $50 
per  barrel  and  nearly 
$100  per  barrel.  But 
since  2003,  the  long 
end  has  been  moving 
steadily  upward,  to 
nearly  $90  per  barrel 
now  for  oil  to  be  delivered  in  seven 
years.  Horsnell  believes  that  such 
long-range  prices  represent  "the 
market's  view  of  the  long  run,  sus- 
tainable price." 

The  oil  analyst  doesn't  expect 
the  fundamentals  that  are  driving 
up  prices  to  change  anytime  soon. 
No  massive  new  sources  of  energy 
are  likely  to  come  on  stream.  Other 
options  such  as  Canadian  tar  sands 
are  environmentally  ruinous,  or  in 
the  case  of  biofuels  produced  from 
corn,  push  up  food  prices.  Horsnell 
doesn't  see  any  relief.  -S.R. 


Barclays' 
Horsnell  says 
high  prices  no 
longer  crush 
demand  or 
boost  supply 
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BANKING 


FINDING  BARGAINS 
IN  BATTERED  BANKS 

The  credit  crunch  won't  last  forever,  and,  for  now, 
some  players  are  paying  handsome  dividends 


By  Jessica  Silver-Greenberg 
The  bad  news  in  banking  keeps  com- 
ing: Writedowns  are  piling  up,  and 
recession  talk  continues.  But  digging 
through  the  mortgage  mess  may  prove 
fruitful.  Says  Chris  Fortune,  a T.  Rowe 
Price  analyst:  "Investors  are  going  to 
want  to  buy  at  the  darkest  days." 

Given  all  the  uncertainty,  it  pays  to 
play  it  safe.  Investors  should  look  for 
established  financial  companies  that 
offer  a  nice  dividend.  With  so  many 
stocks  in  the  dumps,  it's  not  hard  to  find 
payouts  of  7%  to  9%.  The  key  is  making 
sure  those  dividends  won't  disappear. 
For  example,  Wall  Street  is  worried  that 
Citigroup  may  cut  its  dividend  in  light 
of  its  huge  losses. 

First  Horizon's  dividend  isn't  in 
peril,  says  Fortune.  The  regional  bank's 
earnings  are  in  a  slump.  But  investors, 


TIME  TO  BUY? 

STOCK/TICKER 

PRICE* 

DIVIDEND 
YIELD 

Bank  of  America/BAC 

$42.16 

5.8% 

Countrywide/CFC 

9.80 

6.5 

Fifth  Third  Bancorp/FITB 

26.60 

6.3 

First  Horizon/FHN 

19.37 

9.2 

KeyCorp/KEY 

22.67 

6.5 

SunTrust/STI 

63.05 

4.6 

Wells  Fargo/WFC 

30.07 

3.9 

MUTUAL  FUNDS/TICKER 

ASSETS  (MIL.) 

EXPENSES 

T.  Rowe  Price  Fin.  Svcs./PRISX 

$382 

0.90% 

Davis  Financial/RPFGX 

Data:  Morningstar      'Dec.  1 4 

927 

0.98 

who  are  collecting  a  9.2%  yield,  get 
paid  to  wait  for  a  turnaround.  It's  the 
same  story  with  Fifth  Third  Bancorp  at 
6.3%.  With  a  new  management  team, 
it's  poised  for  growth. 
Bank  of  America's 
5.8%  payout  looks 
solid,  too,  especially 
considering  earnings 
should  rise  30%  to 
35%  next  year,  says 
Georges  Yared,  chief 
investment  strategist 
for  Yared  Investment 
Research. 

A  different  way 
to  brave  the  bat  - 
tered  sector:  mutual 
funds.  On  average, 
financial  sector  funds 
are  off  13%  over 
nearly  a  year.  But  T. 
Rowe  Price  Financial 
Services  has  fared 


better  than  most,  falling  8.3%.  And 
with  more  than  80  stocks,  the  portfol: 
won't  stumble  much  if  one  stock  blow 
up.  Manager  Jeff  Arricale  has  found 
some  good  deals  in  this  environment, 
recently  adding  to  his  stake  in  insurer 
AIG  and  picking  up  JPMorgan  Chase. 

Davis  Financial  Fund  is  another 
standout,  down  just  4.7%.  Manager 
Kenneth  Feinberg's  top  performer: 
China  Life  Insurance,  which  is  up  moi 
than  50%  over  the  past  12  months. 
"These  funds  are  doing  well  because 
they  have  stayed  diversified,"  says 
Andrew  Gunter,  a  mutual  fund  analys 
for  research  firm 
Morningstar. 

More  intrepid  1 
investors  may 
want  to  con- 
sider the  stocks 
of  lenders  at  the  < 
center  of  the       l 
subprime  stornK 
Bargain  hunters  I 
like  embattled 
Countrywide 
Financial,  whict)  j 
is  off  74%  since 
July.  At  a  recent  I 
market  value  of  t  j 
$5.4  billion,  the 
nation's  No.  1 
lender  trades  at  a  60%  discount  to  it; ■ 
book  value— a  sign  the  stock  may  be  4t 
a  good  buy.  "Stocks  are  getting  sold 
regardless  of  valuation,"  says  T.  Rowi»Jt 
Fortune.  "Countrywide  won't  stay  a 
this  price  for  long." 

Wells  Fargo,  KeyCorp,  and  SunTru. 
also  have  taken  a  beating.  With  con 
servative  lending  models  and  strong  :k 
management  teams,  says  David  Elliso  j( 
president  of  asset  manager  FBR  Fund  1D 
the  companies  will  be  long-term  win 
ners.  "These  stocks  will  hold  up  the 
best  thfough  2008,"  says  Ellison. 

If  history  is  any  indication,  the  payi  |>n 
could  be  huge.  In  1990,  the  last  major 
downturn  in  the  sector,  financials  fell 
13%  amid  a  recession.  But  the  sec- 
tor quickly  rebounded  the  next  year, 
returning  40%.  Says  Tobias  Levkovic  ,  y, 
a  Citigroup  analyst:  "There  is  a  ten-  I 
dency  to  wait,  but  you  will  get  the  bes  jSe 
purchase  price  when  no  one  else  want  k 
to  buy  a  stock."  1 BW 1  lte, 
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AGRIBUSINESS 


Farmers  are 
expected  to 
spend  more  on 
seeds,  fertilizer, 
and  equipment 


JLD  MACDONALD 
AD  A  GOOD  YEAR 

rop  prices  are  high.  And  companies  feeding  on  the 
^riculture  business  are  healthy,  too 


Aaron  Pressman 

a  gathering  gloom  from  the  credit 
i  housing  markets  enshrouds  much 
:he  economy,  there's  one  place 
it's  still  sunny:  down  on  the  farm. 
ices  for  wheat,  soybeans,  and  other 
m  products  soared  in  2007,  and 
I  pave  the  shares  of  companies  that 
duce  tractors,  seeds,  and  fertilizer, 
sistent  droughts  and  booming 
mand  from  China  and  biofuel 
ikers  should  keep  prices  high, 
or  farmers,  the  statistics  have 
n  uniformly  bullish.  The  price  of  a 
[,he\  of  wheat  is  almost  three  times 
at  it  was  a  year  ago,  and  soybean 
ares  recently  hit  a  34 -year  high. 
n  corn,  which  lost  ground  after 
Iners  planted  a  record  crop  to 
rret  demand  from  ethanol  plants, 
hj  rebounded  25%  since  the  end  of 
Artist. 

■Kith  farmers  flush,  many  fund 
■lagers  are  keeping  their  bets  on 
■sector.  "When  grain  prices  are 
hit,  farmers  are  investing  more  in 
W:er  equipment,  better  seeds,  and 


better  fertilizer,"  says  Walter  "Bucky" 
Hellwig,  manager  of  the  Regions 
Morgan  Keegan  Select  Value  Fund. 
Hellwig 's  top  five  holdings  include 
seed  giant  Monsanto  and  tractor 
maker  Deere. 

Deere's  stock  gained  88%  in  2007, 
as  revenue  rose  9%,  to  $24  billion, 
and  net  income  jumped  25%.  Shares 
of  Monsanto,  which  produces 
bioengineered  seeds,  have  nearly 
doubled  on  sales  gains  of  17%  and  a 
44%  jump  in  net  income  for  2007.  The 
Van  Eck  Market  Vectors  Agribusiness 
ETF,  a  fund  launched  in  September 


FATTENING  UP  IN  THE  FARM  BELT 


COMPANY/SYMBOL 

Agco/AG 
Cabela's/CAB 
Cedar  Fair/FUN 
Deere/DE 
Monsanto/MON 


PRICE* 

$66.05 
14.51 
21.08 
87.16 

104.50 


Data:  BusinessWeek  'Dec.  14  "Based  on  earnings  estimates  for  next  fiscal  year 


to  track  an  index  of  40  farm-related 
stocks,  has  already  gained  25%. 

Worried  that  the  big  gains  have 
come  and  gone?  Opportunities  maybe 
hiding  in  sectors  still  catching  up  with 
the  farm  boom,  particularly  shares  of 
smaller  companies  supplying  fertilizer 
and  insecticides.  Laurent  Saltiel, 
co -manager  of  the  Janus  Adviser 
International  Equity  Fund,  says 
fertilizer  makers  haven't  opened  a  new 
potash  mine  in  20  years.  "There's  no 
new  capacity,  so  it's  basically  a  recipe 
for  several  years  of  rising  prices,"  he 
says.  Among  the  fund's  recent  top 
holdings:  shares  of  Potash  Corporation 
of  Saskatchewan  and  Syngenta, 
a  Swiss  provider  of  fungicides, 
herbicides,  and  insecticides. 

Then  there's  the  farm  belt  wealth 
effect.  Some  value -oriented  managers 
are  looking  for  companies  outside 
the  ag  sector  that  could  benefit  from 
farmers'  bulging  purses.  Cabela's, 
the  heartland's  superstore  for  fishing, 
hunting,  and  recreational  gear,  is  one 
selection  that  Value  Funds  manager 
Wallace  Weitz  picked  up  this  year. 
Robert  Hunter  Perkins,  manager  of 
the  Janus  Small  Cap 
Value  Fund,  bought 
shares  of  Cedar 
Fair,  which  runs  a 
chain  of  amusement 
parks  popular  in 
the  Midwest.  With 
grain  prices  likely  to 
remain  high,  investors 
may  get  another 
opportunity  to  share 
in  the  bounty,  i  bw  i 


P-E  RATIO" 

27 
9 
18 
17 
40 


DECEMBER  31,  2007  I  JANUARY  7,  2008  I  BUSINESSWEEK 


THE  U.S.  DOLLAR 


YOU  CAN  BEAT 

A  LACKLUSTER  BUCK 

Investing  in  exporters  taps  growing  global  demand 
and  turns  foreign  exchange  rates  to  your  advantage 


By  Robert  Rosenberg 
A  weak  greenback  can  fan  inflation 
by  raising  the  cost  of  the  necessi- 
ties of  daily  life.  It  also  can  curb  your 
pleasures  by  making  an  overseas 
vacation  ridiculously  expensive.  But 
as  an  investor,  you  can  even  the  score 
by  buying  the  stocks  of  U.S.  exporters 
and  multinationals.  The  sagging  dol- 
lar makes  those  companies'  products 
cheaper  to  foreign  buyers  paying  in 
their  appreciated  currencies,  and  it 
shows  up  in  companies'  profits. 

The  dollar  has  declined  sharply  in 
the  past  five  years— 29%  against  the 
euro,  20%  against  a  basket  of  trade- 
weighted  currencies.  Will  it  continue 


SELLING  THEIR  WARES  EVERYWHERE 

COMPANY/SYMBOL 

PRICE* 

FOREIGN  REVENUES 
AS  A  %  OF  SALES" 

Allergan/AGN 

$65.00 

34.3 

Ametek/AM  E 

46.56 

48 

Becton  Dickinson/ BDX 

82.46 

52.3 

Corporate  Executive  Board/EXBD 

62.33 

27 

Hewlett-Packard/HPQ 

52.14 

64.8 

Interpublic  Group/I PG 

8.15 

44.4 

Manitowoc/MTW 

48.11 

47.7 

Monsanto/MON 

104.50 

43.4 

NCR/NCR 

23.92 

57.9 

Sigma-Aldrich/SIAL 

53.00 

60.2 

Tenneco/TEN 

24.60 

58.2 

Timberland/TBL                                      17.66                46.6 

'Dec.  14    "For  1  2  months  ending  Dec.  31 ,  2006  except  Becton  Dickinson,  which  is 

1  2  months  ending  Sept.  30,  2007. 

Data:  Bloomberg,  Standard  &  Poor's  Compustat,  analyst  reports,  company  reports 

to  weaken  in  the  coming  year?  More 
important,  is  the  benefit  from  the 
enfeebled  dollar  already  baked  into  the 
stock  prices  of  exporters  and  multi- 
nationals? That's  anybody's  guess. 
But  investing  in  the  stocks  of  export  - 
ers  and  multinationals  is  still  a  smart 
play,  given  the  weakness  in  housing 
and  anything  connected  with  it  in  the 
domestic  economy.  "Even  if  the  dollar 
weren't  falling,"  says  Ian  Shepherdson, 
chief  U.S.  economist  at  High  Frequen- 
cy Economics,  an  economic  research 
firm  in  Valhalla,  N.Y.,  "I  would  be 
looking  for  companies  with  an  inter- 
national focus  — and  that's  just  to  get 
away  from  the  consumer  slowdown." 
Not  all  U.S. 
companies  with 
a  global  focus 
benefit  from  the 
weak  dollar.  Some 
hedge  curren- 
cies to  avoid  the 
gyrations  of  the 
foreign  exchange 
market.  Oth- 
ers manufacture 
many  of  their 
products  abroad, 
so  their  costs  are 
in  euros  or  sterling 
or  renminbi. 

Investors  who 
want  to  exploit  the 
weak  dollar  should 
check  out  mutual 
funds  that  aim  to 
do  just  that.  Fidel- 
ity Export  &  Mul- 
tinational Fund 


has  a  year- to -date  return  through  Dec 
14  of  13.5%,  vs.  a  3.5%  return  by  the 
Standard  &  Poor's  500-stock  index. 
And  those  holding  the  fund  for  the  pas 
five  years  have  enjoyed  an  even  better 
return:  a  15.3%  average  annually,  vs. 
11.6%  for  the  S&P  500. 

Victor  Thay,  who  has  managed  the 
Fidelity  fund  since  October,  2005,  em 
phasizes  that  his  investments  are  not 
based  on  currency  forecasts.  Instead, 
he  takes  a  bottoms  -  up  view  of  export  • 
ers  and  multinationals,  focusing  on 
operating  cash  flow  and  reinvestment 
rates.  Thay  seeks  companies  where 
earnings  per  share  or  free -cash  flow 
can  double  over  a  seven-year  period 
of  time. 

Fidelity's  Export  &  Multinational 
Fund  is  weighted  heavily  toward  tech^ 
nology  stocks,  followed  by  financials 
and  energy.  "With  a  lot  of  technology 
companies,  nearly  a  majority  if  not  thi 
majority  of  their  revenues  are  com- 
ing from  overseas,"  says  Thay.  Indeed,l 
one  measure  that  stands  out  in  the 
fund's  portfolio  is  the  high  propor- 
tion of  company  revenues  coming 
from  non-U.S.  sources.  Computer  ami 
printer  giant  Hewlett-Packard,  one  oi: 
the  fund's  top  holdings,  earns  roughly 
65%  of  its  sales  outside  the  U.S.  For 
Monsanto,  the  agricultural  and  chemi; 
cal  giant,  the  figure  is  43.4%. 


GAINS  IN  HEALTH  CARE 

Big -cap  technology  giants  aren't  the 
only  companies  benefiting  from  a 
weaker  dollar.  NCR,  a  midsize  tech- 
nology services  company  in  Dayton, 
saw  its  revenues  rise  12%  in  the  third  I 
quarter.  One -fourth  of  that  gain  carrot 
from  a  favorable  currency  tailwind. 
NCR  is  a  leader  in  automatic  teller  ma> 
chines.  That  segment  of  its  business 
jumped  17%  year -over -year  because 
of  strong  demand  in  the  Asia-Pa- 
cific market  as  well  as  in  Europe,  the 
Middle  East,  and  Africa. 

Health-care  companies,  too,  get 
a  boost  from  the  weaker  dollar  and 
strong  overseas  demand.  Internationa 
revenues  at  $6.4  billion  Becton  Dickin 
son,  a  core  holding  of  Fidelity  Exports 
Multinational,  came  to  52.3%  in  200I 
That  was  an  increase  of  11%  from  a 
year  earlier,  reflecting  a  5%  favorabla 


[ 


BUSINESSWEEK  I  DECEMBER  31,  2007  I  JANUARY  7,  2008 


J 


[pact  from  translating  revenues  in 
long  foreign  currencies  into  weaker 
liars.  For  Allergan,  a  pharmaceutical 
Iker  that  does  a  third  of  its  business 
ferseas,  foreign  currency  added  2.7% 
1 23.6%  third-quarter  sales  jump, 
other  company  getting  a  healthy 
ire  of  sales  overseas  is  Sigma -Al- 
ch,  which  sells  supplies  to  medi- 
researchers  in  165  countries,  says 
hard  Moroney,  who  edits  the  Dow 
'.ory  Forecasts  newsletter. 


jVhere  overseas  sales  are  already  rising— 
i  medical  instruments,  technology, 
hemicals— currency  factors  add  a  tailwind 


The  impact  of  the  falling  dollar 
has  been  greatest  for  midsize  U.S. 
manufacturers,  notes  Moroney.  Two 
companies  he  recommends  for  their 
ability  to  tap  into  growing  markets 
abroad  are  Ametek  and  Manitowoc. 
Ametek,  a  Paoli  (Pa. )  maker  of  electric 
motors  and  electrical  instruments, 
conducts  48%  of  its  business  outside 
the  U.S.  "Ametek  is  benefiting  from 
growth  in  the  aerospace  and  power 
sectors,"  says  Moroney.  Manitowoc, 
which  manufac  - 
tures  cranes  and 
other  construc- 
tion equipment, 
is  a  play  on  the 
infrastructure 
boom  continu- 


ing in  emerging  markets  such  as  China 
and  India.  The  Manitowoc  (Wis.)- 
based  company  raised  its  earnings 
forecast  on  Dec.  12,  saying  sales  at 
its  crane  division  are  expected  to  rise 
20%  in  2008. 

While  the  domestic  car  and  truck 
market  has  been  a  drag  on  many  U.S. 
auto  parts  manufacturers,  Tenneco 
may  be  able  to  weather  the  slowdown 
better  than  most.  Based  in  Lake  Forest, 
111,  the  $5.8  billion  maker  of  emissions 
control  devices  makes  more  than  50% 
of  its  revenues  overseas.  Although 
Tenneco  shares  are  down  about  30% 
from  their  high  of  37.73  in  August,  due 
to  jitters  over  the  economy,  the  stock 
was  upgraded  to  a  buy  in  November 
by  Goldman  Sachs  analyst  Patrick 
Achambault  with  a  price  target  of  36. 
Even  U.S.  apparel  makers  are  see- 
ing advantages  in  the  falling  dollar: 
Timberland,  the  outdoor  clothing 
maker,  does  about  40%  of  its  busi- 
ness overseas.  Foreign  exchange  rates 
added  2.4%  in  revenues  in  the  third 
quarter.  For  Timberland,  a  company  in 
the  midst  of  cost  -  cutting  and  restruc  - 
turing,  those  extra  dollars  provide  a 
layer  of  comfort. 

Manufacturers  aren't  alone  in 
benefiting  from  the  weak  dollar.  Some 
service  companies  are  also  finding  an 
advantage.  New  York-based  advertis- 
ing agency  Interpublic  Group  took 
in  $1.56  billion  in  revenues  in  the 
past  quarter,  up  7%  from  a  year  ago; 
a  positive  foreign  currency  transla- 
tion added  3%  to  those  revenues. 
International  ad  sales  for  the  third 
quarter  and  the  first  nine  months  of 
2007  accounted  for  42.1%  and  43.2%, 
respectively,  of  total  sales.  Corporate 
Executive  Board,  which  provides  best  - 
practices  research  to  3,700  corporate 
clients,  already  derives  27%  of  its 
revenues  internationally  and  plans  to 
focus  its  efforts  on  midsize  European 
companies.  Morningstar  analyst  Brett 
Horn  recently  bumped  up  Corporate 
Executive  Board's  rating  to  five  stars, 
Morningstar 's  highest. 

A  falling  dollar  can't  make  a  winner 
out  of  a  weak  company  that  does  a 
lot  of  business  overseas.  It  can,  how- 
ever, make  a  strong  company  even 
stronger,  ibwi 
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INFRASTRUCTURE 


THE  ROADS 
LESS  TRAVELED 

The  market  looks  solid.  The  trick  is  to  ferret  out 
affordable  stocks  with  strong  growth  prospects 


By  David  Bogoslaw 
Collapsing  bridges,  pipeline  explo- 
sions, rolling  blackouts.  You  don't  have 
to  look  far  to  appreciate  the  need  for 
colossal  investment  in  infrastructure 
projects  throughout  the  U.S.  In  China 
and  India,  annual  economic  growth  of 
9%  to  ll%  has  been  driving  the  same 
need  for  construction,  while  Europe  has 
been  privatizing  public  roads  and  water 
treatment  plants  for  the  past  15  years. 
For  investors,  opportunities  include 
everything  from  cement  manufacturers 
to  owners  of  airports  and  parking  lots. 

The  trick  now,  with  the  sector  hardly 
undiscovered,  is  to  ferret  out  stocks 
that  are  reasonably  priced  based  on 
growth  prospects.  Given  the  long  legs 
of  the  infrastructure  boom  and  the 


growing  need  for  projects,  there  should 
be  room  to  run  for  the  stocks  and  the 
funds  that  invest  in  them.  While  most 
people  think  of  infrastructure  as  as- 
phalt and  steel,  opportunities  stretch 
all  the  way  to  the  tech  sector. 

A  relatively  cheap  way  to  own  some 
of  the  top  global  construction  and  en- 
gineering stocks  is  through  the  iShares 
S&P  Global  Industrials  Sector  Index 
Fund.  Among  its  biggest  holdings: 
General  Electric,  Siemens,  and  United 
Technologies.  The  fund,  which  tracks 
the  S&P  Global  Industrials  Index,  was 
up  14.8%  for  the  year  on  Dec.  14,  says 
Morningstar.  James  Dunigan,  chief  in- 
vestment officer  at  PNC  Wealth  Man- 
agement, thinks  "there's  still  room  for 
meaningful  outperformance  over  the 


AN  ON-RAMP 

FOR  BIG-TICKET  DEALS 

Macquarie  offers  a  stock  specializing  in  the  booming  sector 


One  of  the  big  kahunas  in  infrastruc- 
ture investing  is  Sydney-based  Mac- 
quarie Group,  which,  along  with  Spain's 
Cintas,  bought  the  Chicago  Skyway 
and  Indiana  Toll  Road.  For  the  most 
part,  only  institutional  investors  can 
get  access  to  such  investments.  But 
Macquarie  offers  multiple  other  ways 


for  individuals  to  play  the  sector. 

The  first  two  are  closed-end  funds: 
Macquarie/First  Trust  Global  Infrastruc- 
ture/Utilities Dividend  &  Income  and 
Macquarie  Global  Infrastructure  Total  Re- 
turn, a  bond  fund.  Both  trade  at  a  slight 
discount  to  net  asset  value,  which  will 
likely  narrow  early  in  2008,  says  closed- 


[  Standard  &  Poor 's  50  0  -  stock  index] " 
in  the  months  to  come.  He  expects  a 
high  -  single  -  digit  to  low  -  double  -  digit 
return  in  2008. 

A  more  concentrated  play  comes 
from  one  of  the  stocks  in  the  iShares 
fund,  United  Technologies.  The 
conglomerate,  which  makes  heating, 
ventilation,  air  conditioning  equip- 
ment, elevators,  and  security  systems, 
is  a  good  way  to  buy  into  the  building 
boom  in  Asia.  While  rivals  will  be  busy 
integrating  acquisitions  over  the  next 
few  years,  the  company  already  has  an 
extensive  array  of  products  and  service: 
in  key  markets.  A  report  from  indepen- 
dent research  firm  Sterne,  Agee  &  Lead 
estimates  that  its  operating  margins, 
now  13%  to  14%,  could  approach  20% 
by  early  in  the  next  decade.  The  stock 
trades  at  77,  and  Sterne  analyst  Nicho- 
las Heymann  thinks  it  can  go  to  95. 

BORDER  CROSSINGS 

Other  opportunities  emerge  out  of  the 
energy  sector.  With  oil  in  the  $90  to 
$100  range,  projects  that  seemed  too 
costly  in  the  past,  such  as  getting  oil 
out  of  the  Canadian  tar  sands,  make 
more  sense.  One  company  in  the  thick 
of  it  is  Jacobs  Engineering  Group, 
which  provides  engineering  and  con- 
struction services.  Jacobs  is  getting  lot) 
of  work  from  those  looking  for  oil  in 
remote  areas  such  as  the  tar  sands. 

i 

iri 
end  fund  guru  Thomas  Herzfeld 

of  Thomas  J.  Herzfeld  Advisors. 

The  third  option  is  a  stock,  Mac 

quarie  Infrastructure.  It  owns 

and  manages  assets  ranging 

from  terminals  for  corporate  jets    v. 

to  huge  storage  facilities,  and  is 

the  largest  owner  of  parking  lots 

olose  to  airport  terminals  in  the 

U.S.  A  stock  trading  at  35  times; 

2008  earnings  may  seem  pricey.  Josh 

Duitz,  an  analyst  at  Alpine  Woods  Capital 

Investors,  notes  that  the  company  should 

be  judged  by  how  much  cash  it  gener 

ates  rather  than  its  p-e.  He  expects  cash. 

available  for  distribution  to  grow  8%  to 

13%  in  2008,  driven  mostly  by  its  airpoi 

services  businesses.  -D.B. 
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rastructure  The  company  is 

jjects,  like  this  ,      _  ...    ^u   .. 

.  „  .  also  getting  better 

in  Dubai,  b          b 

ep  the  sector        contract  terms  by 
oming  pricing  its  services 

competitively,  so 
ioesn't  put  too  much  pressure  on 
ents'  margins,  a  recent  Bear  Stearns 
Dort  noted.  Major  chemical  makers, 
well  as  the  U.S.  government,  keep 
ing  Jacobs  for  new  projects.  At  95, 
stock  has  a  lofty  p  -  e  ratio  of  32,  but 
P  analyst  Stewart  Scharf  says  the 
tnpany  deserves  to  trade  at  a  premi- 
to  its  peers'  p-e  of  25.  His  reason - 
:  promising  growth  prospects  and  a 
v-risk  business  model  based  largely 
cost -reimbursement  contracts. 
\  less  visible  side  of  the  boom  is 
ind  in  tech.  Emerson  Electric  has  led 
pack  in  providing  wireless  controls 
refining,  pharma,  food,  and  other 
ustries  that  allow  plant  operators  to 
ter  monitor  and  control  production, 
company  is  expanding  into  emerg- 
markets  and  setting  up  manufac- 
ing  sites  in  low-cost  countries.  Last 
r,  23%  of  sales  came  from  emerging 
kets,  where  growth  is  expected  to 
rage  at  least  12%  to  14%  between 


2007  and  2009.  Emerson  trades  near 
a  52 -week  high,  but  its  p-e  is  closer  to 
the  low  end  of  its  10 -year  average. 

While  many  infrastructure  compa- 
nies are  near  their  highs,  Cemex,  the 
Mexican  building  -  materials  company, 
at  26.35,  is  near  a  52-week  low.  It's  been 


hit  by  worries  about  U.S.  homebuilders, 
who  are  big  customers.  But  Citi  Invest- 
ment Research  analyst  Stephen  Trent 
says  a  recent  acquisition,  Rinker  Group, 
expands  Cemex's  product  line,  which 
should  enable  it  to  smooth  out  its  earn- 
ings stream.  1 BW 1 


LAYING  A  FIRM  FOUNDATION 


COMPANY/SYMBOL  PRICE*  P-E  RATIO" 

Cemex/CX  26.35  9 

The  Mexican  cement  maker  should  benefit  from  increased  spending  on  roads  and  bridges 

Emerson  Electrical/EMR  56.21  19 

The  diversified  engineering  giant  has  set  up  more  low-cost  operations  in  emerging  markets 

iShares  S&P  Global  Industrials/EXI  64.11  NA 

This  index  fund  offers  exposure  to  180  of  the  largest  firms  in  the  sector 

Jacobs  Engineering  Group/JEC  95.31  32 

Clients  in  government  and  the  chemical  industry  continue  to  give  Jacobs  new  projects 

Macquarie  Infrastructure/MIC  38.44  34 

Organic  growth  and  strong  demand  for  assets  ranging  from  parking  lots  to  jet  terminals  will 
drive  Macquarie 

United  Technologies/UTX  76.69  16 

Investment  in  new  products  at  its  Otis,  Pratt  &  Whitney,  and  Carrier  units  will  power  market- 
share  gains 

'Dec.  14  "Based  on  earnings  estimates  for  the  next  fiscal  year 
Data  BusinessWeek 
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TECHNOLOGY 


THANK  HEAVEN  FOR 
EMERGING  MARKETS 

Tech  giants  with  substantial  business  outside  the 
U.S.  should  enjoy  a  boost  in  demand  this  year 


By  Louise  Lee 

It  all  started  on  Nov.  7  with  John 
Chambers.  While  announcing  quar- 
terly results,  the  Cisco  Systems  CEO 
told  investors  the  company's  business 
of  selling  networking  equipment  to  big 
U.S.  companies  would  be  "lumpy"  in 
coining  months.  Shares  of  Cisco  fell 
16%  over  the  next  several  days,  taking 
a  major  bite  out  of  the  18%  gain  it  had 
racked  up  for  the  year.  The  decline  was 
contagious,  affecting  even  stars  such 
as  Google  and  Apple.  The  tech -heavy 
Nasdaq  composite  index  fell  5.9% 
in  the  three  trading  days  following 
Cisco's  announcement. 

The  good  news:  Following  this  lat- 
est beating,  analysts  say  the  sector  is 
attractively  valued.  The  subdued  earn- 


BUILDING  A  DIGITAL  PORTFOLIO 

COMPANY/SYMBOL  PRICE*  P-E  RATIO" 

Cisco/CSCO  28.65  18 

The  supplier  of  broadband  and  networking  gear  has  a  domi- 
nant presence  overseas,  and  sales  in  emerging  markets  are 
growing  fast. 

Hewlett-Packard/HPQ  52.14  15 

n  as  it  cuts  costs,  HP  is  well-positioned  to  benefit  from 
i  worldwide  demand  for  laptops. 

Intel/INTC  26.29  18 

i  iventories  are  low,  so  demand  for  chips  to  power  laptops 
ther  hardware  should  boost  the  stock. 

Western  Digital/WDC  29.75  9 

With  digital  multimedia  content  all  the  rage,  it's  selling  a  slew 
of  hard  drives  to  store  all  that  material. 

'Dec.  1 4  "Based  on  earnings  estimates  for  the  next  fiscal  year 
Data:  BusinessWeek 


ings  expectations  of  Cisco,  Qualcomm, 
Texas  Instruments,  and  others  means 
there's  room  for  pleasant  surprises, 
says  Keith  Wirtz,  president  and  chief 
investment  officer  of  Fifth  Third  Asset 
Management.  "Things  may  start  out 
mixed,  but  estimates  could  rise  up 
again,  lifting  stocks  in  the  first  half." 
Analysts  are  betting  healthy  fun- 
damentals will  make  the  sector's  blue 
chips  a  relatively  safe  haven  from  the 
credit  and  housing  crises  roiling  the 
financial  markets.  Worldwide,  the 
tech  outlook  appears  upbeat:  Strong 
demand  for  computers,  software,  net- 
working equipment,  and  semiconduc- 
tors is  expected  to  continue  and  even 
accelerate,  especially  outside  the  U.S., 
in  2008.  On  Dec.  4,  a  Merrill  Lynch 
research  report 
identified  tech  as  one 
sector  likely  to  be  a 
strong  performer  in 
2008. 

A  lot  could  go 
wrong  with  the  opti- 
mistic picture.  Most 
tech  companies  do 
significant  chunks  of 
business  in  the  U.S., 
where  the  economy 
is  slowing  and, 
some  believe,  could 
descend  into  reces- 
sion. The  deeper  any 
recession,  the  more 
corporate  customers 
in  areas  including 
financial  services 
and  autos  could  cut 


back  tech  spending.  On  Dec.  6  research 
firm  IDC  projected  U.S.  companies'  « 
tech  spending  will  grow  by  3%  to  4%  iiiir 
2008,  down  from  an  earlier  projection;|o 
of  5.5%.  In  2007,  U.S.  tech  spending 
rose  at  a  6.6%  rate,  says  IDC. 

Mr 
UNDERVALUED  MEGA-CAPS 
Indeed,  investors  who  have  been  sell-  • 
ing  off  tech  are  probably  spooked  by 
the  macroeconomic  news.  But  they 
may  be  overlooking  the  strong  points  * 
of  these  companies. 

Large  ^cap  tech  stocks  as  a  group 
have  higher  growth  rates,  better  mar-  ■% 
gins,  and  healthier  returns  on  investec 
capital  than  the  Standard  &  Poor's 
500 -stock  index,  says  Tony  Ursillo, 
tech  analyst  at  Loomis  Sayles,  which 
owns  big  slugs  of  Cisco,  Microsoft, 
Intel,  and  other  tech  giants  in  its  fundi 
Ursillo  considers  the  big  tech  stocks  j 
to  be  undervalued  given  that  they're  | 
trading  at  a  price-earnings  ratio  that! 
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|%  to  15%  premium  to  the  S&P  500, 
led  on  2008  earnings  estimates.  He 
Ires  the  premium  should  be  closer 
|o%. 

Investors  should  also  look  for  com- 
■ies  that  do  a  substantial  chunk  of 
Kness  in  fast -developing  emerging 
fkets,  where  spending  on  technol- 

■  is  expected  to  grow  at  double -digit 
Is.  Those  markets  include  not  only 
■so-called  BRIC  countries  of  Brazil, 
Isia,  India,  and  China,  but  also 

■  Her  nations  in  the  former  Soviet 
ton  and  Eastern  Europe. 

which  companies  fit  the  bill?  Ursillo 
■others  point  to  Cisco,  the  very 
lit  that  set  off  chills  in  November. 


|i  India,  IBM's  revenue  increased  at  a  hefty 
%  year-over-year  rate.  Cisco  and  Microsoft 
so  have  strong  potential  sales  overseas 


Cisco's  sales  in  emerging  markets  are 
expected  to  jump  from  $2.5  billion  in 
2007  to  $10  billion  in  2010,  or  about 
20%  of  Cisco's  total.  Overseas,  the 
company  is  replicating  the  dominant 
position  it  holds  here  at  home.  "De- 
spite its  cautious  outlook,  it's  balanced 
with  international  growth,"  says  Ken- 
neth A.  Smith,  manager  of  the  Munder 
Technology  Fund,  where  Cisco  is  a  top 
holding.  "As  the  Internet  grows  [over- 
seas]," he  says,  "they'll  grow,  too." 

PITCHING  WINDOWS  AT  BRICS 

Analysts  also  say  IBM  and  Microsoft 
will  continue  their  overseas  momen- 
tum. At  IBM,  revenue  in  the  first  three 
quarters  of  2007 
grew  25%  in  the 
four  BRIC  coun- 
tries combined, 
far  faster  than 
the  single -digit 
growth  rate  of 


its  businesses  in  the  U.S.  In  India,  the 
increase  was  a  hefty  39%. 

Microsoft,  meanwhile,  is  aggres- 
sively targeting  BRIC  countries  with 
low-cost  versions  of  Windows,  and 
sales  should  benefit  as  more  coun- 
tries, especially  China,  begin  to  better 
enforce  copyright  law,  says  Smith.  In 
its  most  recent  fiscal  year,  Microsoft 
rang  up  about  39%  of  its  $51.1  billion  in 
revenue  outside  the  U.S.,  up  from  36% 
the  prior  year. 

Even  in  developed  nations,  sales  will 
get  a  boost,  thanks  in  part  to  the  weak 
dollar.  More  important,  though,  are  the 
fundamentals:  Developed  markets  are 
seeing  rising  demand  for  certain  kinds 
of  hardware,  particularly  laptop  com- 
puters, sales  of  which  are  expected  to 
rise  25.6%  next  year.  That's  great  news 
for  PC  makers  since  laptops  on  average 
sell  for  more  than  desktop  computers 
and  are  replaced  more  frequently.  Ana- 
lysts say  Hewlett-Packard  is  prepared 
to  ride  the  laptop  boom,  thanks  in 
large  part  to  its  well-established  retail 
and  distribution  network  around  the 
world.  In  the  most  recent  fiscal  year, 
HP  saw  revenue  from  laptops  jump 
by  47%,  compared  with  an  8%  rise  in 
desktop  sales. 

With  rising  sales  of  all  kinds  of  tech 
products,  from  personal  comput- 
ers to  servers  to  new  mobile  devices 
and  video  gadgets,  some  analysts  are 
betting  on  companies  that  make  the 
innards  for  those  devices.  Makers  of 
semiconductors,  including  Maxim  In- 
tegrated Products  and  chip  king  Intel, 
are  expected  to  see  a  jump  in  demand. 
In  2008,  Intel  plans  to  launch  new 
chips  for  mobile  devices  and  home- 
video  products. 

Those  devices,  of  course,  now  have 
people  churning  out  massive  quanti- 
ties of  data,  video,  and  music.  The 
need  for  more  storage  has  created  yet 
another  demand,  says  Scott  Kessler,  an 
analyst  at  Standard  &  Poor's  (like  Busi- 
nessWeek, aunit  of  The  McGraw-Hill 
Companies).  Two  companies  aiming  to 
supply  it  are  Seagate  Technology  and 
Western  Digital. 

From  good  old  computers  and  chips 
to  newfangled  gadgets,  as  the  world 
goes  digital,  there  are  lots  of  ways  for 
investors  to  get  in  on  the  action.  1 BW 1 


DECEMBER  31,  2007  I  JANUARY  7,  2008  I  BUSINESSWEEK 


HOUSING 


APARTMENTS 
IN  THE  CELLAR 

The  mortgage  crisis  spooked  investors— even  in 
cities  where  rents  remain  high  and  job  growth  strong 


By  Christopher  Palmeri 
Dan  Fasulo  crunches  data  for  commer- 
cial real  estate  investors  all  day.  Still, 
the  managing  director  of  researcher 
Real  Capital  Analytics  doesn't  under- 
stand what's  happening  with  one  stock 
in  his  personal  portfolio,  AvalonBay 
Communities.  The  real  estate  invest- 
ment trust  (REIT)  has  an  interest  in 
more  than  51,000  apartments  in  coastal 
cities  such  as  Boston,  New  York,  and 
San  Francisco,  where  rents  are  high  and 
new  construction  is  hard  to  pull  off.  Yet 
the  stock  is  down  27%  this  year.  "These 
are  premium  assets,"  says  Fasulo. 
"Someone  should  tell  Wall  Street." 
A  lot  of  people  thought  a  cooling 
housing  market  would  be  good  for 
apartment  owners.  A  drop  in  home- 
ownership  would  seem  likely  to  turn 
the  tide  back  toward  renting.  But 
you  wouldn't  know  it  from  looking 
at  the  publicly  traded  companies  in 
the  apartment  sector.  The  average 
apartment  REIT  is  down  27%  this  year, 
according  to  the  National  Association 
of  Real  Estate  Investment  Trusts. 


BARGAIN-BASEMENT 
HOUSING  STOCKS 

PRICE*  YIELD 

$35.33  6.8% 

93.50  3.6 

98.50  3.8 

Home  Properties/HME         42.45  5.5 

Data:  Business  Week      "Dec.  14 


COMPANY/SYMBOL 

Apartment  Invst.  & 
Mgt  Co./AIV 
AvalonBay 
Communities/AVB 
Essex  Properties 
Trust/ESS 


Why?  As  lenders  tighten  their  stan- 
dards, appetite  for  all  kinds  of  property 
is  lessening.  With  apartments,  there's 
another  bogeyman— recession  fears. 
Apartment  REITs  were  among  the 
worst  performers  during  the  last  re- 
cession. As  the  job  market  slows  again, 
people  are  less  likely  to  move  or  trade 
up  to  bigger  apartments,  and  vacancy 
rates  are  expected  to  rise  modestly. 

LOCATION,  LOCATION 

With  many  apartment  REITs  already 
beaten  up,  however,  pros  see  some 
values.  The  REITs  pay  an  average 
dividend  of  5%,  and  fundamentals  still 
look  good,  says  David  Baird,  who  tracks 


multifamily  housing  for  research  firrr 
Sperry  Van  Ness.  He  predicts  rents 
will  rise  3.5%  in  2008.  That's  below 
the  5%  annual  hikes  landlords  enjoye 
over  the  past  two  years  but  still  stronj 
Moreover,  new  construction  isn't  like 
to  rise  from  the  current  pace  of  rough 
200,000  units  a  year. 

As  always  in  real  estate,  location 
is  key.  Michael  Kirby  of  investment 
firm  Green  Street  Advisors  suggests 
avoiding  apartment  REITs  in  markets 
such  as  Phoenix  and  San  Diego  where 
there's  a  "shadow  supply"  of  homes 
and  condos  being  rented  out  because  |< 
buyers  are  scarce.  His  firn  * 
likes  Fasulo's  stock— Ava- 
lonBay in  Alexandria, 
Va.— thanks  to  its  stakes  ii 
markets  where  demand  is 
strong  and  supply  is  tight 
He  expects  AvalonBay's 
sales  and  profits  to  beat 
industry  averages  by  risinr' 
more  than  4%  annually 
over  the  next  two  years. 

On  top  of  location,  UBS^ 
analyst  Alexander  Goldfar 
seeks  management  that 
creates  value.  For  exampletif 
Essex  Property  Trust  in 
Palo  Alto,  Calif. ,  fixes  up 
older  complexes  in  coastals' 
California  and  Seattle.  Tbi 
there's  Home  Properties 
in  Rochester,  N.Y.,  with 
assets  concentrated  in  thaiju, 
Northeast,  where  scarce 
supply  and  strong  job 
growth  should  keep  rents  >M, 
climbing.  Home  recently  began  requiwtu 
ing  tenants  to  pay  their  utilities,  whick  ^ 
helps  insulate  it  from  rising  energy  ,[,, 
prices.  Through  the  first  nine  months  \<t 
of  2007,  profits  were  up  6.7%  and  renlr  § 
4.4%.  But  shares  are  down  26%  this  ■  a; 
year.  "If  you're  bracing  for  a  slowdown  ffs 
it's  a  business  that  should  continue  to  1^ 
perform  well,"  Goldfarb  says.  !te 

Similarly,  he  says  Denver 's  Apart  -  es 
ment  &  Investment  Management ,  a  ,e|, 
national  operator  that  owns  more  tha  U 
206,000  apartments,  is  a  good  bet.  L 
It  also  focuses  on  redeveloping  older  |erj 
buildings,  and  its  stock,  down  34%  tb  ^ 
year,  is  "the  kind  of  play  deep-value 
investors  look  for."  1 BW 1 
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Alberta 
ids  are  the 
Id's  largest 
deposits 
his  kind 


HE  MOTHER  LODE 
IP  NORTH 

1th  vast  stores  of  everything  from  oil  to  potash, 
inada  may  be  the  way  to  play  commodities 


ewis  Braham 

)king  for  a  safer  way  to  play  the 
nmodities  boom  in  2008  ?  Try 
ladian  stocks.  The  country  is  a  trove 
latural  resources,  harboring  vast 
de  oil  reserves,  major  deposits  of 
ural  gas,  gold,  aluminum,  zinc,  and 
mum,  and  large  stocks  of  wheat  and 
ber.  As  commodity  prices  have  ral- 
,  Canada's  stock  market,  as  tracked 
he  MSCI  Canada  Index,  has  racked 
28%  annualized  return  over  five 
s,  more  than  double  that  of  the  U.S. 
'he  stocks  are  no  longer  cheap,  but 
re  are  good  reasons  to  continue 
jsting  up  north.  Since  Canada  is  a 
eloped  Western  nation,  investors 
't  bear  the  geopolitical  risk  of  other 
>urce-rich  countries.  "It's  much 
ir  to  invest  in  Canada  than  the  Con- 
r  Latin  America,  where  individual 
istors'  rights  aren't  always  held 
n  a  court  of  law,"  says  Brian  Hicks, 


co-manager  of  U.S.  Global  Investors' 
Global  Resources  Fund,  who  has  a  35% 
Canada  weighting  in  his  fund. 

Only  a  handful  of  funds  invest 
exclusively  in  Canada:  Fidelity  Canada 
Fund  and  two  exchange  -  traded  funds : 
the  iShares  MSCI  Canada  Index  ETF 
and  Claymore/SWM  Canadian  Energy 
Income  Index  ETF.  However,  neither 
Fidelity's  nor  iShares'  fund  is  a  pure 


INVESTING  IN  CANADA 

STOCK/SYMBOL 

PRICE* 

P-E 
RATIO" 

Canadian  Natural  Resources/CNQ 

$68.38 

19 

Fording  Canadian  Coal  Trust/FDG 

37.89 

13 

PotashCorp/POT 

125.68 

25 

Suncor  Energy/SU 

103.26 

18 

Teck  Cominco/TCK 

35.50 

8 

'Dec.  1 4                        "Based  on  earnings  estimates  for  the  next  fiscal  year 
Data:  Business  Wee/c 

natural  resources  play,  and  the  Clay- 
more ETF  owns  only  energy  stocks. 
Yet  many  Canadian  stocks  trade  on 
U.S.  exchanges,  and  for  customers  of 
online  brokers  such  as  E*Trade  and 
Interactive  Brokers,  buying  directly  on 
Canadian  exchanges  costs  less  than 
$20  a  trade. 

One  top  oil  play  on  the  New  York 
Stock  Exchange  is  Suncor  Energy. 
"Suncor  has  access  to  the  immense  oil 
sands  in  Alberta,  and  it  has  the  infra- 
structure in  place  to  produce  oil  there 
very  efficiently,"  says  Timothy  Keefe, 
portfolio  manager  of  the  John  Hancock 
Global  Opportunities  Fund,  which  has 
20%  of  its  assets  in  Canada.  He  says  in 
the  past  15  years,  Suncor 's  oil  produc- 
tion has  grown  10%  a  year,  while  most 
producers  have  trouble  breaking  5%. 
Keefe  also  holds  NYSE-listed  Cana- 
dian Natural  Resources,  which  will  be 
trying  to  tap  Alberta's  estimated  174 
billion  barrels  of  reserves. 

Werner  Muehlemann,  head  of 
Canadian  equities  at  ING  Investment 
Management  Canada,  is  a  fan  of  Teck 
Cominco,  which  mines  zinc,  copper, 
gold,  and  coal.  "It's  relatively  cheap 
with  a  2008  p-e  ratio  of  8,  compared 
with  15  for  the  average  diversified 
miner  of  its  size,"  he  says. 

Aside  from  oil  stocks,  U.S.  Global 
Investors'  Hicks  favors  Fording  Ca- 
nadian Coal  Trust,  a  large  exporter  of 
the  metallurgical  coal  used  to  produce 
steel.  The  company  is  negotiating 
with  major  steel  producers  in  Asia  for 
its  annual  price  increase.  He  also  likes 
PotashCorp,  the  world's  largest  fertil- 
izer producer,  based  in  Saskatchewan. 

Although  timber  is  a  major  indus- 
try, ING's  Muehlemann  mostly  steers 
clear  of  the  sector  except  for  Forestry 
Catalyst  Paper.  The 
timber  business  has 
been  suffering  from 
Latin  American  com- 
petition and  a  strong 
Canadian  dollar  that 
has  jacked  up  prices 
to  U.S.  consumers. 
But  lumber  is  about 
the  only  commodity 
from  the  Great  White 
North  that  doesn't  look 
golden.  1 BW 1 
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EUROPE 


OLD  WORLD, 
NEW  PIZZAZZ 


With  Europe  hitting  its  global  stride,  it  may  be  time 
to  pack  more  Continental  stocks  into  your  portfolio 


By  Jack  Ewing 

Europe:  land  of  rude  waiters,  over- 
priced cafe  au  lait,  and  subpar  eco- 
nomic growth.  At  least  that's-the 
stereotype— one  that  seems  to  affect 
the  way  Americans  invest.  Even 
though  Western  European  equities 
account  for  30%  of  global  market  cap, 
they  make  up  only  10%  of  Americans' 
stock  holdings,  according  to  Citigroup. 
Maybe  it's  time  for  U.S.  investors  to 
give  Europe  a  rethink. 

Edward  M.  Kerschner,  chief  invest- 
ment strategist  at  Citi  Global  Wealth 


A  decade  of  corporate  restructuring,  global 
expansion,  and  economic  integration  has 
created  a  region  with  long-term  heft 


Management,  is  among  those  arguing 
that  U.S.  investors  have  been  giving 
Europe  short  shrift.  His  reasoning: 
A  decade  of  corporate  restructuring, 
economic  integration,  and  interna- 
tional expansion  has  created  a  region 
with  a  lot  more  long-term  upside  than 
many  realize. 

That  argument  seems  counterin- 
tuitive, given  the  U.S.  dominance  of 
businesses  such  as  media  and  software, 
as  well  as  America's  superior  growth 
rates.  Even  amid  the  subprime  crisis, 
the  U.S.  will  grow  2%  in  2008,  vs. 
Europe's  1.8% 
rate,  Dresdner 
Bank  estimates. 
European  stock 
markets,  which 
still  tend  to  move 
with  America's, 


are  not  immune  to  instability  caused 
by  the  mortgage  mess.  Goldman  Sachs 
predicts  European  equities  may  fall 
temporarily  but  end  2008  with  a  retur 
of  5%  to  7%,  including  dividends. 
Udo  Rosendahl,  head  of  European 
Equities  at  DWS,  Deutsche  Bank's 
fund -management  unit,  sums  up  the 
mood:  "We're  not  bearish,  but  we  havi 
become  more  cautious." 

For  investors  looking  beyond  the 
present  turmoil,  Europe  has  much 
to  offer.  Companies  there  have  spent 
the  past  decade  whittling  down  their 
high-priced  domestic  labor  forces  anc 
expanding  overseas.  Some  are  now 
global  champions  in  their  markets.  Th 
world's  two  biggest  lighting  compa- 
nies are  the  Netherlands'  Philips  and 
Germany's  Siemens,  with  U.S. -based^ 
General  Electric  in  third  place. 

Siemens,  in  particular,  has  been 
an  investor  favorite:  Its  shares  have 
soared  about  40%  this  year  on  op- 
timism that  company  units  selling 
power  plants,  mining  equipment,  and 
other  infrastructure  will  profit  from 
demand  in  emerging  markets  such  as  s 
China  and  India.  Analysts  at  private 
bank  M.M.  Warburg  in  Hamburg  thiiir 
another  15%  gain  is  possible  in  2008 
as  new  CEO  Peter  Loscher  streamline  1 
the  company. 

Another  leader  is  Zurich-based  UBJ' 
the  world's  biggest  wealth -manage- 
ment company.  Granted,  not  many  an  1 
alysts  are  recommending  bank  shares,' 
and  UBS  shocked  investors  on  Dec.  10 1 
when  it  announced  a  $10  billion  write- 
down  related  to  subprime  holdings. 
But  once  the  smoke  clears,  the  Swiss 
bank's  stock— down  more  than  24%  ili 
2007— could  rebound  as  investors  fo 
cus  on  its  business  potential  in  a  work 
with  ever  more  millionaires. 

While  the  U.S.  tends  to  dominate 
Internet -related  technology,  Europe 
boasts  the  leaders  in  mobile  technol- 
ogy. Nokia  is  by  far  the  biggest  maker  c 
mobile  handsets,  with  a  39%  share  of 
the  global  market.  The  Finnish  compa^ 
ny's  shares  have  already  had  an  amaz- 
ing run,  rising  more  than  70%  this  yea 
but  more  gains  are  possible  as  Nokia 
pushes  growth  in  India,  China,  and  Af 
rica.  "The  Europeans  have  rediscovi 
their  entrepreneurial  spirit,"  says 
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TAKE  A  BITE  OUT  OF  TAXES 


Our  tax-free  funds  can  help  you  keep  more  of  what  you  earn. 


Franklin  tax-free  income  funds  can  provide  strong 


FRANKLIN 

■    Rffc  I  tax  benefits  for  most  investors  in  federal  income  tax 

FUNDS 


brackets  of  25%  or  higher.  Designed  to  generate 


monthly  tax-free  income  while  preserving  your  capital/  they 
can  also  help  smooth  out  the  effects  of  market  volatility  on 
your  investments  as  part  of  a  well  diversified  portfolio. 

With  30  years'  experience,  and  as  one  of  the  nation's  largest 
tax-free  fund  managers,"  we  have  proven  expertise  across 
market  cycles  and  bond  issues  to  meet  the  needs  of  our  fund 
investors.  For  more  information  see  your  financial  advisor,  call 
1-800-FRANKLIN  or  visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PE  RSPECTI VE®  > 


should  carefully  consider  a  fund's  investment  goals,  risks,  charges  and  expenses  before  investing.  You'll  find  this  and  other  information  in  the  fund's 
Jftpectus,  which  you  can  obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing. 

II  prices  generally  move  in  the  opposite  direction  from  interest  rates.  As  the  prices  of  bonds  in  a  fund  adjust  to  a  rise  in  interest  rates,  the  fund's  share  price  may  decline. 
m  investors  subject  to  the  alternative  minimum  tax,  a  small  portion  of  fund  dividends  may  be  taxable.  Distributions  of  capital  gains  are  generally  taxable. 
■)urce:  Strategic  Insight,  9/30/07.  Based  on  long-term  tax-free  income  fund  assets. 
l<lin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 
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McCormick,  author  of  The  European 
Superpower,  a  new  book  that  makes  the 
case  for  the  Continent's  revival. 

By  necessity,  European  companies 
are  experts  at  operating  abroad  in 
businesses  ranging  from  construction 
to  cosmetics  to  beer.  Shares  of  German 
builder  Hochtief,  whose  order  books 
are  full  of  projects  such  as  a  $510  mil- 


GETTING  IN  ON 

THE  EUROPEAN  BOUNTY 


STOCK/SYMBOL/WHERE  IT  TRADES 

Bulgari/BULG/Milan 

Heineken/HEIN/Euronext 

Hochtief/HOTG/Frankfurt 

Nokia/NOK/NYSE 

Siemens/SI/NYSE 

UBS/UBS/NYSE 


65.36 
129.94 

38.49 
154.64 

47.60 


'Dec.  1 4  (Bulgari,  Hemeken,  and  Hochtief  prices  are  converted  to  dollars) 
"Based  on  estimated  earnings  for  the  next  fiscal  year.  Data:  BusinessWeek 


lion  convention  center  in  Dubai,  are 
recommended  by  M.M.  Warburg.  Ger- 
man cosmetics  and  household-prod- 
ucts maker  Henkel,  which  is  profiting 
from  the  growing  purchasing  power 
of  emerging -market  consumers,  is 
included  in  Morgan  Stanley's  model 
European  portfolio. 
Dutch  beermaker  Heineken  is  on 
Merrill  Lynch 's  list 
of  companies  that 
have  solid  growth 
and  low  debt  and  are 
overlooked  by  inves- 
tors. The  Amsterdam 
company,  the  first  to 
market  beer  glob- 
ally in  the  1950s,  has 
extensive  holdings 
in  Asia,  Africa,  and 
Central  Europe. 
Heineken  is  in  a  good 
position  to  profit 
from  the  switch  by 
newly  affluent  people 
in  emerging  markets 


PRICE*       P-E  RATIO* 

$13.97  17 


17 
41 
17 
17 
10 


such  as  China  to  premium  beers  that 
convey  status. 

The  reason  for  the  global  reach? 
Ambitious  European  companies  bum; 
up  against  the  limits  of  a  domestic 
market  pretty  fast.  "If  you  operate  in ; 
small  country  like  Austria,  with  8  mil 
lion  people,  you  have  to  go  into  other 
markets,"  says  Andreas  Treichl,  CEO  j 
of  Vienna -based  Erste  Bank,  which  is  ' 
now  the  largest  retail  bank  in  several   I 
Eastern  European  countries,  includin  I 
Romania  and  the  Czech  Republic.  So- ' 
ciete  Generale  analyst  Alan  Webborn  I 
recommends  Erste,  citing  the  potenti  \ 
of  the  fast  -  growing  Romanian  marke; ' 

Europeans'  overseas  operating 
expertise  is  paying  off,  particularly  in 
fast -growing  countries  such  as  Russis 
and  China.  The  27  countries  in  the  Eu 
ropean  Union  account  for  38%  of  worh 
exports  of  merchandise,  vs.  only  9%  f 
the  U.S.  As  people  in  emerging  market 
grow  richer,  they  are  increasingly  ablet 
to  afford  European  goods  and  services 
One  beneficiary  could  be  Germany's 


! 
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The  designated 
hitter  for  corporate 
curveballs. 
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Europeans'  overseas  operating  expertise 
is  paying  off,  particularly  in  fast-growing 
countries  such  as  Russia  and  China 


esenius,  which,  with  $16  billion  in 
les,  is  the  world's  largest  supplier 
dialysis  equipment  and  services, 
esenius  CEO  Ulf  Schneider  has  been 
■ending  time  in  China  lately  in  hopes 
at  the  country's  health -care  system 
ill  begin  covering  the  cost  of  dialy- 
5  care.  Chinese  officials  "see  that  a 
althier  population  is  a  more  produc  - 
'e  population,"  says  Schneider,  whose 
rategy  has  won  plaudits  from  analysts 
ch  as  Christian  Cohrs  at  UniCredit 
arkets  &  Investment  Banking  in  Mu- 
ch. Shares  of  Bad  Homburg-based 
jsenius  have  risen  a  relatively  modest 
\,%  this  year  but  have  more  than 
(Ubled  since  early  2005. 
1  Europe  also  benefits  from  the 
esence  of  a  fast -growing  emerg- 


ing market  in  its 
backyard.  The 
newest  mem- 
bers of  the  EU 
in  Central  and 
Eastern  Europe 
have  a  combined 
population  of  more  than  100  million, 
and  another  90  million  live  in  coun- 
tries such  as  the  Ukraine,  Belarus, 
and  Albania,  which  are  just  starting  to 
attract  investment.  As  U.S.  consumer 
spending  falters,  European  companies 
are  hoping  Asian  and  Central  Euro- 
pean consumers  will  take  up  the  slack. 
Netherlands -based  ASML,  a  lead- 
ing maker  of  semiconductor  equip- 
ment, could  benefit  if  Asians'  appetite 
for  consumer  electronics  props  up 
demand  for  chips  and  the  machines  to 
make  them. 

True,  the  euro's  strength  vs.  the 
dollar  makes  it  harder  for  European 
companies  to  compete  on  price  with 
U.S.  rivals.  Yet  the  euro,  which  has 
neared  $1.50,  is  not  the  problem  it 


would  have  been  a  few  years  ago. 
Companies  have  spread  their  opera- 
tions around  the  globe,  so  currency 
fluctuations  tend  to  cancel  each  other 
out.  And  the  strong  currency  reduces 
the  cost  of  oil  and  other  raw  materials 
priced  in  dollars. 

The  strong  euro  even  helps  hold 
down  the  cost  of  diamonds,  which 
are  priced  in  dollars,  for  Bulgari.  The 
Rome -based  watch  and  jewelry  maker 
boosted  sales  in  the  first  nine  months 
of  2007  by  8.6%,  to  $1.1  billion.  "It's 
better  than  we  expected,"  says  CEO 
Francesco  Trapani.  Although  Bul- 
gari shares  are  down  12%  this  year, 
Citi's  Kerschner  says  the  long-term 
prospects  for  European  luxury  goods 
are  promising  because  of  the  growing 
affluence  in  countries  such  as  Russia. 
Already,  Bulgari  gets  nearly  40%  of  its 
sales  from  Asia,  vs.  14%  from  the  U.S. 
Says  Kerschner,  "You've  got  a  couple 
hundred  million  people  who  can  afford 
super -luxury  goods."  ibwi 
-With  Gail  Edmondson  in  Frankfurt 
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Sometimes  business  throws  you  a  curve,  sales  suddenly  drop. 

Transportation  costs  rise.  Two  competitors  merge.  And  very  quickly,  you  need  to  respond  to 
keep  your  company  on  track. 

That's  when  you  need  Cognos.  We  are  the  experts  in  performance  management,  providing 
a  single,  purpose-built  software  platform  with  all  performance  management  capabilities.  So  you 
can  run  "what  if"  scenarios,  accurately  predict  outcomes,  and  course-correct  to  meet  your  goals. 
With  17  years  of  proven  performance  management  experience,  across  86  of  the  Fortune  100, 
we  know  how  to  help  you  succeed.  So  the  next  time  business  throws  you  a  curve,  you'll  be  ready. 

Proceed  with  confidence!"  To  find  out  more,  visit  www.cognos.com/curveball  today. 


Copyright  ©  2007  Cognos  Incorporated.  All  rights  reserved. 


THE  NEXT  LEVEL  OF  PERFORMANCE" 
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INDIA 


FROM  SPECTACULAR 
TO  SIMPLY  SOLID 

A  strong  rupee  is  putting  a  damper  on  exports, 
but  domestic  spending  should  give  stocks  a  lift 


By  Nandini  Lakshman 
Investors  who  barely  thought  of  India 
five  years  ago  piled  into  Indian  stocks 
in  2007.  The  Sensex,  the  Bombay  Stock 
Exchange's  index  of  30  top  stocks,  rose 
almost  40%  over  the  year.  The  India 
story— China-class  powerhouse,  9% 
GDP  growth,  expanding  consumer 
class— was  an  easy  sell  for  brokers. 

But  is  2008  the  year  of  the  great 
Indian  cooldown  ?  The  strong  rupee  is 
pinching  exports,  and  valuations  have 
gotten  quite  high  by  Indian  standards: 
The  price -earnings  ratio  for  the  Sensex 
is  about  26,  compared  with  an  historic 
average  of  15.  Throw  in  the  risk  of  a  U.S. 
slowdown,  rising  inflation,  and  politi- 
cal gridlock  in  Delhi,  and  you  have  a 
case  for  getting  out  of  Indian  stocks. 

Plenty  of  market  pros,  however,  think 
Indian  equities  could  still  have  a  good, 
though  not  great,  year.  The  Sensex 
could  rise  15%  in  2008,  says  Bharat 
Iyer,  research  head  at  JPMorgan  Chase. 
Overall  corporate  earnings  should  be 
up  18%— not  the  same  blistering  rate 
as  before  but  pretty  good.  Says  Ridham 


WATCH  LIST 

COMPANY/SYMBOL* 

PRICE" 

P-E  RATIO"' 

ICICI  Bank/ICICIBC 

$30.59 

30 

Reliance  Industries/RIL 

73.23 

29 

Sobha  Developers/SOBHA 

20.58 

27 

Bharti  Airtel/BHARTI 

24.14 

26 

Infosys/INFO 

41.74 

20 

"Bombay  traded  symbol  "Dec.  14  ""Based 
Data:  Bloomberg  Financial  Markets 

on  2008  fiscal  estimated  earnings 

Desai,  managing  director  at  Morgan 
Stanley:  "India  is  one  of  the  few  emerg- 
ing market  countries  experiencing 

upward  earnings  revi- 
sions, which  should 
provide  comfort  to 
investors." 

If  India  bulls 
through,  it  will  be  be  - 
cause  of  its  domestic 
economy,  not  red-hot 
exports.  Indians  are 
borrowing  to  buy 
homes  in  record  num- 
bers, purchasing  more 
cars  than  ever,  making 
billions  of  cell-phone 


calls,  and  calling  for  the  government  t< 
fix  the  country's  creaky  infrastructure 
Consumer  spending  should  keep  grow 
ing  at  a  6%  rate,  and  auto  loans  should 
balloon  by  50%  in  two  years,  to  $17 
billion  annually. 

This  domestic  focus  provides  a 
guidepost  for  stockpicking.  ICICI 
Bank,  with  more  than  500  branches, 
is  a  powerful  retail  franchise  that  is 
spending  heavily  on  information  tech 
nology  to  boost  service  and  improve 
efficiency.  Its  estimated  p  -  e  ratio  is 
pricey  at  30,  but  earnings  look  set 
to  advance  more  than  30%.  Cellular 
operator  Bharti  Airtel 
boasts  an  operating 
margin  of  22%,  while 
its  estimated  p-e  ratio 
is  a  more  approachable  1 
26.  Sobha  Developers  is 
building  luxury  develop 
ments  in  Bangalore  and  | 
fast -growing  cities  like 
Pune.  Morgan  Stanley 
thinks  it's  a  good  value. 

India's  continued 
transition  to  a  market 
economy  offers  some 
opportunities  as  well. 
The  government  has 
been  steadily  shedding 
its  holdings  in  big,  old- 
line  companies.  Far  froi 
diluting  these  shares,  tri 
exit  of  the  government  1 
as  a  shareholder  has  in  1 
the  past  sent  stocks  in  , 
privatized  companies 
soaring.  This  game 
should  continue:  The  government  is 
expected  to  decrease  its  stakes  in  both 
$4.4  billion  power -equipment  maker 
Bharat  Heavy  Electricals  and  $8.7  bil- 
lion Steel  Authority  of  India. 

Even  tech  stocks  such  as  Infosys  anff 
TCS,  which  were  hammered  in  2007  I 
as  the  rupee  affected  exports,  could  I 
win  back  investors  in  2008.  Their  30$ 
earnings  growth  is  still  high,  and  they  \ 
are  diversifying  into  other  markets  to 
reduce  their  reliance  on  the  U.S.  Beswj 
of  all,  their  p-e  ratios  of  20  represent  a 
discount  to  the  market.  The  tech  stock 
like  other  Indian  equities,  won't  delive 
the  thrilling  ride  of  2007.  But  much  of 
the  India  story  should  stay  solid.  1  BWi 
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What  do  these  terms 
mean  to  your  money 


I 


076  Hedge  fund  wannabes 

078  Shorting  for  the  21  st  century 

079  Don't  get  burned  if  prices  ignite 

080  Options:  Shelter  from  the  storm 
082  Scoreboard:  An  investment  tool 


SMART 
STRATEGIES 


STEADY 
INCOME  IN 
UNSTEADY 
TIMES 


Looking  for  a  regular  payout  ?  Muni  bonds  offer 
promise,  as  do  some  lesser-known  investments 


By  Lauren  Young 

With  the  subprime  mess  working  its  way  into  every  back  alley  of  the 
stock,  bond,  and  money  markets,  this  is  a  tricky  time  to  be  searching 
for  income.  Anyone  looking  for  a  steady  paycheck  from  an  investment 
portfolio  in  2008  will  have  to  negotiate  a  maze  of  falling  interest  rates, 
shrinking  dividends,  and  potential  bond  downgrades. 

But  the  turmoil  means  that  income  hunters  willing  to  take  on  a  little 
risk  can  reap  significant  rewards.  "Some  real  opportunities  for  income 
have  morphed  out  of  these  crazy  markets  that  are  really  out  of  whack," 
says  Jim  Sarni,  managing  principal  at  Payden  &  Rygel,  a  money- 
management  firm  in  Los  Angeles. 

Money  managers  and  financial  advisers  see  opportunities  in  mu- 
nicipal bonds,  as  well  as  in  lesser-known  corners  of  the  stock  and 
bond  markets,  such  as  master  limited  partnerships  (MLPs)  and  trust 
preferreds  (TRUPs).  While  cash  was  king  for  much  of  2007,  yields 
on  instruments  such  as  money-market  accounts  and  certificates  of 
deposit  have  dropped  along  with  short-term  interest  rates.  The  typi- 
cal one-year  CD,  for  example,  is  yielding  3.48%,  down  from  3.79% 
last  year,  according  to  Bankrate.com.  Still,  for  a  government -insured 
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REACHING  FOR  YIELD 

Places  to  find  good  payouts 


TRUST  PREFERRED  SECURITIES 

AMR  Corp.  PINES  7.875% 
Note  7/13/39/AAR 


YIELD 


8.9% 


Citizens  Communications  PPLUS 
8.375%  Note  10/01/46/ PI Y 


8.2 


General  Motors  CBTCS  7.375% 
Note  6/15/24/CYP 

MASTER  LIMITED  PARTNERSHIPS 

Buckeye  Partners/BPL 


9.1 


6.6% 


Enterprise  Products  Partners/EPD 


6.2 


Kinder  Morgan  Energy  Partners/KMP 

DIVIDEND  FUNDS 

Alpine  Dynamic  Dividend 
Fund/ADVDX 


6.5 


14.1% 


ING  Global  Equity  Dividend  & 
Premium  Opportunity/IGD 

MUNICIPAL  BONDS 

Calif.  General  Obligation  5%  2037 


11.0 


4.9% 


Lee  Co.  Fla.  Memorial  Hospital  5%  2027       4.9 


N.Y.  Metro.  Transit  Authority  5.25%  2021        4.2 


'Dec.  1 4  Data:  Bloomberg  Financial  Markets, 
Mormngstar,  company  Web  sites.  Personal  Finance 


deposit,  it's  not  a  bad  deal. 

Banks  and  other  financial  institu- 
tions are  offering  some  juicy  dividends 
right  now,  but  many  big  investors  are 
reluctant  to  load  up  on  these  high- 
yielding  stocks,  given  the  turmoil 
in  the  financial  sector.  "I  question 
whether  these  companies  are  going  to 
be  able  to  increase  dividends  in  this 
environment,"  says  Bob  DolJ,  global 
chief  investment  officer  and  vice  - 
chairman  for  equities  at  BlackRock. 
Indeed,  some  money  managers  are 
worried  that  banks  will  be  forced  to 
cut  dividends. 

Bonds  are  a  better  bet,  but  the  kind 
of  bond  that  will  deliver  yield  this  year 
isn't  a  traditional  choice.  "The  best 
yield  opportunity  in  2008  is  tax-free 
munis,"  says  James  Swanson,  chief 
investment  strategist  at  MFS  Invest- 
ments in  Boston.  Because  of  their 
tax-exempt  status,  munis  usually 
have  lower  yields  than  comparable 
U.S.  Treasuries.  But  these  are  unusual 
times:  Now,  the  typical  triple-A  rated 
10 -year  muni  bond  is  yielding  3.9%, 


while  comparable  10 -year  Trea- 
suries are  yielding  4.2%.  That 
means  an  investor  in  the  33% 
federal  tax  bracket  would  have  to 
earn  more  than  5.8%  in  a  taxable 
bond  to  beat  the  muni. 

On  30-year  bonds,  the  muni 
and  Treasury  yields  are  virtually 
the  same-4.7%  and  4.6%.  To 
beat  the  4.7%  muni,  an  inves- 
tor would  have  to  get  more  than 
7%  in  a  taxable  bond.  "There  is 
a  huge  opportunity  to  get  some 
yield  in  the  muni  market  right 
now,"  says  John  Miller,  chief 
investment  officer  of  municipal 
bonds  at  Nuveen  Investments 
in  Chicago. 

While  investing  in  tax-free 
bonds  issued  in  your  own  state 
offers  an  added  boost,  be  fore  - 
warned.  The  U.S.  Supreme  Court 
has  heard  arguments  in  a  case 
that  challenges  the  widespread 
practice  among  states  of  grant  - 
ing  income-tax  exemption  on 
interest  generated  by  in -state 
municipal  bonds  while  taxing 
interest  from  other  states'  bonds. 
An  adverse  ruling  from  the  court 
could  roil  the  muni  market. 

More  immediate  is  the  concern 
about  the  financial  health  of  bond 
insurers,  such  as  MBIA  and  Ambac 
Financial  Group,  two  of  the  largest 
players.  It's  not  the  muni  defaults  that 
are  giving  them  fits.  Their  woes  come 
from  investments  they  made  in  now- 
troubled  mortgage -backed  securities. 
Roughly  half  of  the  $2.5  trillion  in 
muni  bonds  is  insured. 

Need  even  more  juice  from  your 
investments?  Check  out  master  lim- 
ited partnerships,  which  offer  inves- 
tors yields  up  to  9%.  MLPs,  which  are 
mainly  in  the  oil  and  gas  sector,  trade 
like  stocks  and  by  law  pay  out  most  or 
all  of  their  cash  flow  in  distributions. 
That  allows  them  to  escape  corporate 
income  taxes.  MLP  investors  typi- 


Because  of  their  tax-exempt  status,  munis 
usually  have  lower  yields  than  comparable 
U.S.  Treasuries.  But  these  are  unusual  times 


cally  pay  regular  income  tax  rates— n  | 
the  15%  dividend  rate— on  20%  of 
their  cash  distributions.  Taxes  on  tfu 
remaining  80%  or  so  are  usually  de- 
ferred until  the  investor  sells  out. 

OFF  THE  BEATEN  TRACK 

Brian  Smith,  a  financial  adviser  and 
president  of  Quant  in  Vienna,  Va.,  is 
steering  his  clients  into  energy- 
related  MLPs  such  as  Enterprise 
Products  Partners  and  Kinder  Morga  I 
Energy  Partners.  He  recommends 
them  because  there  is  also  an  opport 
nity  for  the  appreciation  of  the  "unit 
the  partnership  equivalent  of  shares. 
Encouraged  that  insiders  at  these 
partnerships  are  also  snapping  up 
units,  he's  recommending  clients  pu 
5%  to  15%  of  their  assets  in  MLPs. 

Farther  off  the  radar  than  MLPs  ani 
trust  preferreds.  Neil  George,  editor 
of  Personal  Finance  newsletter,  calls 
TRUPs  "bonds  for  the  masses  becauii 
they  trade  at  a  face  value  of  $25  instex 
of  a  bond's  $1,000  price  tag."  These  i 
bite-size  bonds,  from  issuers  such  as 
General  Motors,  Tribune,  and  AMR, 
provide  investors  with  steady  cash 
flow— yields  currently  range  from  79 
to  14%.  That's  well  above  the  typi- 
cal corporate  bond  rate,  but  these  anr 
companies  that  have  less  than  stellan 
credit  ratings.  Robert  Wasilewski,  a  1 
financial  adviser  at  Baltimore -Wash1 
ington  Financial  Advisors  in  Colum-' 
bia,  Md. ,  will  put  up  to  15%  of  a  cliem 
assets  in  these  securities. 

For  investors  in  search  of  an  all-in 
one  dividend  option,  several  advis- 
ers are  recommending  the  Alpine 
Dynamic  Dividend  Fund,  a  mutual 
fund  that  tries  to  increase  the  divide: 
flow  through  adroit  trading.  "The 
fund  has  a  significant  portion  of  its 
holdings  in  financials  and  business 
services,  so  it  is  not  without  risk,"  sa.i 
Kevin  Brosious,  president  of  Wealth 
Management  in  Allentown,  Pa.  Keep 
in  mind  that  turnover  is  high,  so  you 
be  on  the  hook  1 
capital  gains  ta; 
too.  However, 
with  a  fat  divi- 
dend of  14.1%,  i 
could  be  worth 
the  stretch.  1B1 


:i 


BUSINESSWEEK  I  DECEMBER  31.  2007  I  JANUARY  7,  2008 


; 


Sfllii 


With  Vanguard,  choosing  the  right  investments 
can  be  easier  than  getting  dressed. 

#-cost  investing  made  simpler  I  Choices  can  be  overwhelming  -  especially  when  creating 
rtfolio.  As  a  leader  of  low-cost  fund  investing  for  30  years,  Vanguard  knows  that  a  simpler 
oach  to  investing  may  be  better.  Every  investor  should  ask  a  few  key  questions,  then  focus 
jst  a  few  funds.  Consider  a  handful  of  funds  that  can  meet  the  needs  of  most  investors  at 
iuard.com/handful.  For  more  information  on  other  funds,  visit  www.vanguard.com. 


Connect  with  us®>  vanguard.com/handful  >  800-860-8532 


Vanguard 


■or  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other  information. 
i  and  consider  it  carefully  before  investing.  Mutual  funds  are  subject  to  risks,  connect  wi.hus.  vanguard,  and  .he  sh,Piogo  are  trademarks 

■iguard  Group,  Inc.  All  other  marks  are  the  exclusive  property  of  their  respective  owners   1-2007  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor 
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HEDGE  FUND 
WANNABES 


Replicators  mimic  the  high-risk  portfolios  at  a 
fraction  of  the  cost— but  results  are  mixed  so  far 


By  Matthew  Goldstein 
What  newfangled  investment  is 
getting  the  most  buzz  on  Wall  Street? 
These  days  it's  hedge  fund  replicators, 
which  promise  to  deliver  the  outsize 
returns  of  hedge  funds  at  a  fraction  of 
the  cost.  The  early  results  are  mixed, 
though.  So  it's  not  clear  whether  these 
offerings  will  be  as  good  as  the  real 
thing  or  just  cheap  knockoffs. 

The  investment  process  behind 
these  portfolios  is  more  science  than 
art.  Using  mathematical  models  that 
crunch  historical  trading  data,  manag- 
ers buy  and  sell  options,  puts,  and 
other  derivatives  to  mimic  the  moves 
of  successful  hedge  fund  strategies. 
They're  not  trying  to  match  the  returns 
of  a  specific  hedge  fund.  Rather,  they're 
more  like  index  funds,  which  aim  to 
track  the  performance  of  a  specific 


benchmark.  And  replicators  may  prove 
a  good  substitute  for  hedge  funds. 

BIGGER  IS  BETTER 

The  hedge  fund  industry  shouldn't  feel 
threatened  just  yet.  There  are  only  a 
handful  of  offerings  for  big  institution  - 
al  investors  and  just  one  for  individu- 
als: Rydex  Absolute  Return  Strategies 
Fund,  a  two -year -old  mutual  fund 
that  blends  five  different  hedge  fund 
strategies. 

So  far  replicators  haven't  posted  the 
same  gains  of  their  bigger  brethren. 


Most  replicators  have  a  flat  expense  rate 
of  1%,  much  less  than  hedge  funds.  Plus, 
investors  can  unload  their  shares  at  any  time 


The  average  hedge  fund  is  up  10.2% 
through  Nov.  30,  according  to  Hedge 
Fund  Research.  The  typical  fund  of 
funds,  which  invests  across  several 
portfolios,  is  up  about  9.68%.  Over 
that  period,  the  Merrill  Lynch  Fac- 
tor Index  and  HedgelQ,  two  replica- 
tors available  to  large  institutional 
investors,  returned  7.25%  and  9.16%, 
respectively.  Rydex  Absolute  Return 
has  gained  3%.  IndexIQ,  manager  of 
HedgelQ,  notes  that  its  clone  beat  the 
CS/Tremont  hedge  fund  "intestable" 
index,  which  only  includes  funds  avai 
able  to  new  investors,  by  roughly  two 
percentage  points. 

Replicators,  most  of  which  have 
been  around  for  a  year  or  less,  may 
show  their  value  over  time  given  their 
advantages  vs.  traditional  hedge  fund 
For  one,  most  have  a  flat  expense  rate 
of  just  1%.  (Rydex  has  a  1.45%  tariff.) 
The  typical  hedge  fund,  by  contrast,  , 
charges  a  2%  management  fee  and 
keeps  20%  of  profits.  The  popular 
funds  of  funds  tack  on  an  extra  1% 
management  fee  and  take  an  addition 
10%  cut  of  the  profits. 

Investors  in  replicators  also  can 
unload  shares  at  any  time,  and  the 
Rydex  fund  has  a  $2,500  minimum 
initial  investment.  Hedge  funds  lock  I 
up  a  client's  money  for  at  least  a  year  u 
and  require  $1  million  or  more  up  fror 
"With  these  kind  of  strategies  you  are 
not  going  to  get  hurt  too  much,"  says 
Patrick  DiNuzzo,  president  of  DiNuz: 
Investment  Advisors,  who  has  starter 
putting  clients  into  replicators. 

Despite  replicators'  uneven  per- 
formance, Wall  Street  is  ramping  up 
its  offerings.  Goldman  Sachs  recent! 
rolled  out  a  replicator  for  institu-  J 
tions,  while  JPMorgan  Chase,  Morgai 
Stanley,  and  Credit  Suisse  have  an- 
nounced plans  to  do  so.  Both  Merrill 
and  IndexIQ  intend  to  launch  mutua 
funds  in  this  flavor— broadening  opt 
tions  for  retail  investors.  Says  Edwffl 
M.  Egilinsky,  managing  director  at* 
dex  Investment 
"We  can  give 
you  the  majorit 
of  the  risk  and; 
reward  of  a  he(l 
fund  for  a  mud 
lower  fee."  iBVl| 
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THE  CAMRY  HYBRID. 
FOR  THE  NICHE  MARKET  CALLED  EARTH 


Planet-pleasin'.  People-pleasin'.  Pocketbook-pleasin'. 
Meet  the  2008  Camry  Hybrid.  Engineered  to  squeeze 
up  to  an  unheard-of  500  miles  from  a  single  tank 
of  gas'  -  practically  twice  the  mileage  of  a 
regular  mid-size  sedan  -  while  simultaneously 
cutting  smog-forming  emissions  to  almost 
non-existent  levels. 

It's  a  feat  that  some  claim  is  still  years  away. 
And  without  Toyota's  Hybrid  Synergy  Drive*  it  would  be. 
But  the  hybrid  system  is  real,  it's  here,  and  it's  available 
now  on  the  Camry. 

The  technology  combines  a  highly  efficient, 
gasoline-powered  engine  with  a  self-charging 

_,  ,  ,  ,  Despite  its  unique  technology, 

Hectric  motor.  These  two  powerplants  work         f„e  Camry  Hybrjd  drives  just 


like  a  regular  car. 


ide-by-side,  linked  by  a  tiny  computer  that 
:ontinuously  monitors  road  and  driving 
:onditions.  So  whether  you're  speeding  up, 
slowing   down   or   idling   at    a    stop- 
ight,  the  Camry  Hybrid  knows  the 
irecise   mix   of  engine  and    motor 
o  generate  optimum  performance 


THE  2008  CAMRY 


®  TOYOTA 

moving  forward 


and   fuel    economy.    Which    means    you'll    use    less 
gas.  And  less  gas  equals  fewer  emissions  -  70% 
fewer   to    be    exact.2    Bottom    line,   the    best-selling 
car  in  America3  is  now  the  best  car  for  America. 
Now,  doing  your  part  for  the  world  of 
tomorrow -and  saving  money  in  the  process- 
should   make  you  feel   pretty  good.   But  the 
Camry  Hybrid's  filled  with  features  designed  to 
make  you  fee!  even  better.  Like  a  Plasmacluster™4 
air  ionizer  that  helps  reduce  airborne  germs  inside 
the  cabin.  Or  an  MP3-ready  audio  system 
created  to  enhance  your  mood,  derived  from 
the  latest  in  the  field  of  psychoacoustics. 
And    to    help    keep    your    mind    at    ease, 
an    array    of    standard    safety    features- 
including  seven  interior  airbags  (even  one 
for  the  driver's  knees).5  For  more  information 

_        on  the  car  that's  as  good  for  you  as  it 

® 

I  is  the  environment,  visit  toyota.com. 

The  2008  Camry  Hybrid.  When  a  car 

becomes  more. 


So07  Toyota  Motor  Sales  i  oquipment.  'Based  on  EPA-est 

■■rage  new  vehicle  -'Based  on  R.  L  Polk  S  Co.  total  U.S.  new  passenger  tar  registrations  tor  CYE  2006.  >s  a  trademark  of  Sharp  Elect- 
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SHORTING  FOR 
THE21STQENT0RY 

Inverse  funds  allow  investors  to  place  bets  on 
predictions  of  a  drop  in  stocks 


By  Ben  Steverman 

Trouble  in  the  economy  and  turmoil 
in  the  markets  in  2007  rocked  a  lot  of 
investment  portfolios.  But  many  people 
took  advantage  of  new  tools  that  made 
it  easier  to  hedge  against  losses— and 
profit  from  predictions  of  pain  ahead. 

Inverse  funds,  either  in  the  form  of 
mutual  funds  or  exchange -traded  funds 
(ETFs),  allow  investors  to  place  bets  that 
the  pain  will  continue.  The  funds  use  fi- 
nancial engineering  techniques  to  move 
in  the  opposite  direction  of  a  particular 
index.  A 1%  drop  in  a  financial  sector 
index,  for  example,  translates  into  a  1% 
gain  for  an  inverse  financial  fund.  Some 
of  these  vehicles  are  built  to  double  up, 
giving  you  a  2%  gain  for  a  1%  loss  in  the 
index.  Among  the  outcomes  inverse 
investors  can  bet  on  are  more  losses  in 
the  financial  sector,  a  collapse  in  the 
supercharged  Chinese  stock  market, 
and  falling  share  prices  in  the  U.S. 

Inverse  funds  are  a  21st  century  wrin- 
kle on  a  very  old  practice — selling  short . 
With  short-selling,  investors  borrow  a 
stock  from  their  broker,  sell  it,  and  then 
(with  luck)  buy  it  back  later  at  a  lower 
price.  That  practice  still  flourishes,  but 
it's  a  stock-by- stock  transaction.  With 
the  inverse  funds,  investors  can  ef- 
fectively short  a  whole  basket  of  stocks. 
Unlike  the  setup  with  a  traditional  short 
sale,  if  you  bet  wrong,  you  can't  lose 


With  inverse  funds,  you  can  effectively  short  a 
whole  basket  of  stocks.  But  if  you  bet  wrong, 
the  most  you  lose  is  your  original  investment 


more  than  your  original  investment. 
There  has  been  tremendous  inter- 
est in  such  instruments,  says  Michael 
Sapir,  CEO  of  ProShares,  the  leading 
inverse  ETF  manager  with  35  funds 
betting  against  a  host  of  indexes,  sec  - 
tors,  and  international  markets.  Since 
its  inverse  ETFs  first  appeared  in  June, 
2006,  investors  have  plowed  $7.6  bil- 
lion into  the  funds.  Thanks  to  2007's 

financial  turmoil, 
ProShares'  Ultra- 
short Financials 
ETF  has  been 
a  big  hit,  attract- 
ing more  than 
$1  billion  in  as- 


sets, racking  up  a  37%  gain,  in  its  first 
months.  Ultrashort  FTSE  Xinhua  Ch« 
25,  a  fund  that  aims  to  gain  2%  for  eve  | 
1%  drop  in  the  index,  attracted  $305 
million  in  the  first  two  weeks  after  its 
November  debut.  The  firm's  total  line ' 
of  short  funds  contains  $9  billion  in  a . 
sets.  Its  smaller  ETF  competitor,  Ryd(  1 
has  $1.6  billion  in  inverse  funds. 

Many  individuals  use  inverse  funds  1 
hedge.  Let's  say  you  have  an  investme^ 
in  China,  which  you  see  as  a  great  loni  | 
term  growth  opportunity,  but  you're 
worried  about  a  market  drop  in  the 
coming  months.  You  can  invest  a  sma 
part  of  your  portfolio  in  th 
China  inverse  fund.  Al- 
though not  a  perfect  hedges 
the  fund  will  tend  to  move 
the  opposite  direction  fro: 
your  regular  Chinese  inves- 
ments  and  limit  your  lossi 
China's  market  crashes. 

Used  like  this ,  inverse  is 
funds  are  a  far  better  strat«tj|ii 
than  taking  "the  sledge-  ;  I 
hammer  approach"  of 
dumping  stocks  outright-  f  1 
especially  when  selling  caiifi 
trigger  unwanted  taxes,  sa-ift 
Chris  Guarino,  a  financial  .Iff 
adviser  at  Smith  Barney. 

For  investors  interested  ffii 
in  taking  more  risk  for  mo* 
potential  return,  inverse 
funds  can  also  be  used  to 
put  money  behind  a  hunct: 
Think  2008  will  be  toughfiii 
U.S.  stocks?  Buy  a  fundthil  in 
shorts  the  Standard  &  Poo  - 
500-stock  index .  Think  consumers  w « 'i 
slow  their  spending  in  2008  ?  Buy  an 
inverse  retail-  sector  ETF. 

Because  most  inverse  bets  will  be  ft  ^ 
limited  periods,  they  do  tend  to  trigge  fll 
higher,4short-term  capital -gains  taxe.il 
And  the  fees  are  high,  a  0.95%  expen; 
ratio  for  most  of  ProShares'  inverse  r 
ETFs,  compared  with  0.1%  or  lower  ft  k 
many  long -only  ETFs  matched  to  bro  t,( 
indexes  such  as  the  S&P  500.  l% 

And  keep  in  mind  that  when  you 
put  money  into  one  of  these  inverse 
vehicles,  you  need  to  think  about  whe 
to  exit.  These  are  not  buy -and- hold  i  bs 
vestments.  After  all,  over  the  long  t( 
stocks  tend  to  go  up.  ibwi 
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MFLATION 


lON'T  GET  BURNED 
F  PRICES  IGNITE 

|om  TIPs  to  ETFs,  hedges  come  in  more  flavors 
}an  they  did  when  inflation  last  broke  out 


Christopher  Farrell 

we  seeing  shades  of  the  1970s 
m  it  comes  to  inflation,  the  scourge 
avers?  While  economic  forecast - 
disagree  about  the  outlook,  the 
|ilarities  between  now  and  that  in- 
lonary  decade  are  striking.  Now  as 
7,  oil  prices  are  at  nosebleed  levels, 
il  prices  are  spiraling  higher,  the 
ar  is  weak,  and  the  price  of  gold  is 
'ing.  It's  easy  to  imagine  a  scenario 
ire  consumer  price  inflation  picks 
Sharply  from  its  current  4.3%  pace. 
[  that's  the  case,  how  can  you 
feet  a  portfolio  from  a  depreciating 
ency  or,  better  yet,  profit  from  it? 
le  '70s  the  answer  was  hard  as- 
residential  real  estate,  farmland, 
commodities,  and  gold.  Problem 
lany  of  these  assets  have  enjoyed 
ificant  price  hikes  in  recent  years 
in  the  absence  of  much  inflation, 
nstance,  home  prices  jumped  by  a 
44%  from  1995  to  2005— and  now 
're  swooning.  In  other  markets, 
as  collectibles,  well-heeled 


JFLATION-RESISTANT  OPTIONS 

ND/SYMBOL 

PRICE* 

eetTracks  Gold/GLD 

$80.49 

MCO  Commodity  Real  Return/PCRIX 

15.94 

berShares  Commodity  Index/DBC 

31.43 

rrencyShares  Euro/FXE 

144.39 

NDS 

YIELD 

jonds 

4.3% 

asury  Inflation-Indexed  Securities 

1.8% 

C.  14    Data:  Bloomberg  Financial  Markets,  Mommgstar, 

BusinessWeek 

private  equity  financiers  and  flush 
overseas  merchants  have  pushed  prices 
into  eye -popping  territory.  The  boom 
in  emerging  markets  has  driven  strong 
gains  in  commodities. 

The  degree  of 
appreciation,  if 
it's  sustained,  will 
depend  on  whether 
inflation  moves  to, 
say,  5%,  or  heads  even 
higher,  perhaps  into 
the  6%  -to  -9%  range. 
Nevertheless,  "if 
you're  going  to  have 
an  inflation  problem, 
gold,  commodities, 
and  other  assets  like 
that  will  go  up  in  price 


even  more,"  says  James  W.  Paulson, 
chief  investment  officer  at  Wells  Capi- 
tal Management. 

Take  gold,  a  traditional  hedge  against 
inflation  and  political  upheaval.  The 
metal  traded  as  low  as  $276.50  an  ounce 
in  2001.  On  Nov.  8,  however,  it  nearly 
hit  its  1980  all-time  high  of  $850,  al- 
though it  has  backed  off  to  about  $  793 . 
David  Darst,  chief  investment  strate- 
gist at  Morgan  Stanley's  Global  Wealth 
Management  Group,  doesn't  think 
gold's  run  is  over.  "If  you  get  a  step  up  to 
5%  to  7%  in  inflation,  it  isn't  hard  to  be- 
lieve gold  could  reach  $2,250,  its  1980s 
peak  price  adjusted  for  inflation." 

What's  different  from  the  '70s  is  that 
you  have  more  ways  to  protect  against 
inflation.  Even  a  vehicle  as  mundane 
as  a  money-market  mutual  fund  was 
relatively  new  back  then.  Today's 
money  funds  won't  get  you  ahead  of 
inflation,  but  they  will  keep  pace.  The 
streetTracks  Gold  Shares  Trust  is  an 
exchange -traded  fund  good  for  betting 
on  the  future  of  metals  prices.  A  num- 
ber of  ETFs  will  appreciate  if  the  dollar 
continues  its  downward  slide,  such  as 
Rydex  Investments'  currency  funds 
in  the  euro,  the  British  pound,  and  the 
Mexican  peso. 
Perhaps  the  best  hedge  dates 

back  only  to  1997: 
Treasury  Inflation - 
Indexed  Securities. 
Better  known  as  TIPS, 
these  creditworthy 
securities  guarantee 
investors  a  real  return  by  adjusting 
the  principal  and  coupon  payments 
for  inflation.  Right  now  investors  will 
do  better  owning  10 -year  TIPS  vs.  a 
traditional  10 -year  Treasury  bond  if 
inflation  exceeds  an  annual  rate  of  2.3% 
over  the  next  10  years.  "We  have  more 
TIPS  than  traditional  bonds  in  our 
portfolios,"  says  Jonathan  T  Guyton,  a 
certified  financial  planner  at  Corner- 
stone Wealth  Advisors  in  Edina,  Minn. 
The  fear  of  inflation  has  never  gone 
away.  It  just  waxes  and  wanes  depend- 
ing on  the  economic  and  political 
environment.  Investors,  however,  have 
more— and  better— ways  to  safeguard 
their  money  than  during  the  last  great 
spike  in  inflation  over  30  years  ago.  At 
least  that's  progress.  1  bw  1 


Morgan  Stanley's 
Darst  can  imagine 
gold  reaching 
$2,250  an  ounce  if 
inflation  takes  off 
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OPTIONS 


SHELTER  FROM 
THE  STORM 

Selling  covered  calls — a  bet  on  the  stability  of  quality 
stocks— can  juice  returns  in  a  nervous  market 


By  Joseph  Weber 

As  gyrating  markets  put  even  top- 
quality  shares  under  pressure,  selling 
options  on  stocks  you  own  might  be  a 
handy  way  to  juice  your  returns.  "This 
is  a  very  good  strategy  if  you're  holding 
a  stock  you  believe  in,"  says  Victor  H. 
Schiller,  who  heads  the  Investors - 
Observer.com  investment  service. 

The  seesawing  market  is  ripe  for  so- 
called  covered  calls.  If  you  own  a  high- 
quality  stock  that  isn't  likely  to  rocket 
upward  (or  plunge),  you  sell  a  call 
option.  This  gives  the  buyer  the  right 
to  buy  your  shares  for  a  specified  price. 
If  the  stock  fails  to  hit  a  target  price  in 


a  preset  time  period,  you  keep  both  the 
stock  and  the  cash  (the  "premium")  for 
which  you  sold  the  option.  If  the  price 
hits  or  tops  the  target,  you  must  sell  the 
stock  but  you  keep  the  premium. 

Look  at  General  Electric.  If  it  trades 
at  about  $37  a  share  and  you  sell  a  call 
option  on  it  that  expires  in  March  for 
a  67<£-a-share  premium,  you  may 
wind  up  keeping  the  stock  and  the 
premium.  If  you  buy  it  at  $37,  your 
gain  could  amount  to  an  expected 
return  of  1.82%,  or  6.69%  annualized. 
If  your  cost  is  lower,  your  gain  will  be 
greater.  Of  course,  if  the  stock  hits  the 
$40  strike  price,  you  must  sell— but 


then  you  still  pocket  the  price  gain  uj 
to  $40  and  the  premium.  "Anticipate 
that  you  will  be  selling  the  stock," 
warns  Michael  Schwartz,  chief  op- 
tions strategist  for  Oppenheimer. 

You  can  trade  with  a  broker  or  onlini 
services.  At  Chicago-based  optionsx- 
press.com,  commissions  are  $1.50  per 
contract  with  a  $14.95  minimum  per 
trade— $29. 90  for  covered  calls.  Man] 
brokers  offer  recommendations,  as  dc'n 
sites  such  as  InvestorsObserver.com, 
which  produced  this  list,  ibwi 


GETTING  A  PREMIUM  DEAL 

SECURITY/SYMBOL 

PRICE* 

Aetna/AET 

$57.85 

Adobe  Systems/ADBE 

42.11 

Apple/AAPL 

190.39 

Bristol-Myers  Squibb/BMY 

28.08 

Anheuser-Busch/BUD 

52.76 

Walt  Disney/DIS 

33.01 

General  Electric/GE 

36.91 

Intel/I  NTC 

26.29 

McDonald's/MCD 

61.16 

MetLife/MET 

61.94 

Marathon  Oil/MRO 

58.32 

Microsoft/MSFT 

35.31 

Reynolds  American/RAI 

66.94 

United  Tech/UTX 

76.69 

Data;  lnvestorsObserver.com         'Dec.  14 

OPTION 

STRIKE 

EXPIRATION 

PRICE 

4/19/08 

$65.00 

4/19/08 

47.50 

4/19/08 

210.00 

6/21/08 

32.50 

6/21/08 

60.00 

4/19/08 

37.50 

3/22/08 

40.00 

4/19/08 

30.00 

3/22/08 

65.00 

3/22/08 

70.00 

4/19/08 

65.00 

4/19/08 

40.00 

2/16/08 

70.00 

2/16/08 

80.00 

PREMIUM* 

EXPECTED  RETURN 

$1.25 

2.16% 

1.45 

3.44 

15.90 

8.35 

0.60 

2.14 

0.95 

1.80 

0.55 

1.67 

0.67 

1.82 

0.79 

3.00 

1.65 

2.70 

1.60 

2.58 

2.80 

4.80 

0.68 

1.93 

1.45 

2.17 

1.90 

2.48 

'. 
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To  understand 

a  Roth  IRA  you  need  a  Roth  Ph.D. 


False?  or  False? 


Saving  for  your  retirement  may  be  easier  than  you  think.  Bank  of  America  can  help  you 

understand  your  choices  and  the  benefits  of  each.  We've  helped  millions  prepare  for  their 

future  with  IRAs  and  a  variety  of  products.  We  can  do  the  same  for  you.  Just  log  onto 

bankofamerica.com/irachoices,  stop  by  a  banking  center  or  call  1.800.774.4724. 


Banc  of  America 
Investment  Services,  Inc." 


Bankof  America 

Bank  of  Opportunity™ 


RETIREMENT    with     BANK    of    AMERICA 


Bank  of  America  Corporation  ("Bank  of  America")  is  a  financial  holding  company  that,  through  its  subsidiaries  and  affiliated  companies,  provides  banking 
and  nonbanking  financial  services,  For  more  information  on  brokerage  IRAs  (non  FDIC-insured),  available  through  Banc  of  America  Investment  Services,  Inc.® 
call  1.800.774.4724.  For  more  information  on  bank  IRAs  (FDIC-insured),  available  through  Bank  of  America,  N.A.,  visit  a  local  banking  center. 
Banking  products  are  provided  by  Bank  of  America,  N.A.,  Member  FDIC. 
Investment  products  are  provided  by  Banc  of  America  Investment  Services,  Inc.®  and: 


Are  Not  FDIC  Insured 

May  Lose  Value 

Are  Not  Bank  Guaranteed 

Banc  of  America  Investment  Services,  Inc.  is  a  registered  broker-dealer,  member  FINRA  and  SIPC,  and  a  nonbank  subsidiary  of  Bank  of  America,  N.A. 
©  2007  Bank  of  America  Corporation. 


SCOREBOARD 


LET  OUR  SCREENS 
DO  THE  SIFTING 

Smart  stockpicking  requires  juggling  several 
considerations.  Our  Scoreboard  can  help 


By  Robert  Rosenberg 

The  major  stock  indexes  look  as  if  they  will  end  the  year  barely  in  the 
black,  but  many  savvy  investors  will  do  a  whole  lot  better.  Why?  They 
selected  good  stocks.  Our  yearend  Investment  Outlook  Scoreboard 
can  help  you  make  solid  picks  for  the  new  year.  The  scoreboard,  which 
is  available  at  businessweek.com,  amasses  a  trove  of  information  on 
nearly  QOO  companies.  The  data  run  from  historical  measures,  such  as 
price -earnings  ratios,  price -cash -flow  ratios,  and  price-sales  ratios, 
to  forward-looking  earnings  estimates  for  the  current  and  upcoming 
year,  as  well  as  the  long-term  earnings  growth  rate.  Whether  you're 
a  value  buyer  shopping  for  bargains  or  a  growth -oriented  investor 
searching  for  the  next  hot  stock,  the  scoreboard  has  plenty  to  offer. 
We've  run  some  screens  to  help  you  get  started. 


HEAD  OF  THE  PACK 
This  list  consists  of  only  large -cap 
companies  that  lead  their  industries  in 
return  on  equity  and  earnings  growth. 
What  makes  them  attractive  is  that 
many  are  able  to  fund  their  own  capital 
investments  and  expansion,  which  is 
especially  valuable  when  credit  mar- 
kets are  tight. 

HIGH-QUALITY  YIELDS 
Buying  stocks  that  pay  dividends  is  a 
conservative  way  to  play  the  equity 
market.  The  emphasis  is  on  quality: 
While  yields  on  the  big  banks  such  as 
Citigroup,  Bank  of  America,  Wachovia, 
and  Washington  Mutual  are  tempt  - 
ing,  the  outlook  for  their  shares  — and 
those  generous  payouts— is  murky. 
Our  high-quality-yield  stocks  should 
provide  a  payout  that  is  both  sound 
and  has  growth  potential. 


TECH  GROWTH 

In  a  slowing  economy,  some  investors 
want  to  own  companies  whose  prod- 
ucts and  markets  are  growing  robustly. 
Technology  and  biotech  stocks  often  fit 
that  bill.  They  can  be  risky,  though— a 
new  product  can  flop  with  customers 
or  be  made  obsolete  by  the  next  big 
thing.  Still,  when  these  equities  do 
pay  off,  the  numbers  can  be  huge. 

UNDERAPPRECIATED  STOCKS 

Who  doesn't  love  a  bargain?  The 
problem  is  that  cheap  stocks  often  are 
cheap  for  a  reason.  Homebuilders  were 
inexpensive  this  time  last  year,  and 
they're  even  more  so  now.  That's  why, 
besides  picking  companies  with  low 
price-to-book  values  and  price- 
earnings  ratios,  we  added  another 
qualifier:  The  stock  had  to  have  had  a 
positive  return  in  the  past  year,  i  BW  i 


HEAD  OF  THE  PACK 

Companies  whose  return  on  equity  and 
earnings  growth  beat  industry  averages 

RETURN       CHANG 
ON                  EARNII> 
EQUITY         2007-06 

Avon  Products/AVP 

95.0% 

42.09 

Apollo  Group/APOL 

64.5 

19.6 

Altria  Group/MO 

57.6 

7.3 

Amazon.com/AMZN 

48.1 

44.6 

Microsoft/MSFT 

46.3 

27.5 

Caterpillar/CAT 

40.1 

12.8 

American  Express/AXP 

37.9 

10.8 

Schlumberger/SLB 

35.1 

20.5 

Exxon  Mobil/XOM 

33.1 

4.8  t 

Coca-Cola/KO 

27.7 

12.4  ■ 

The  death  of  the  desktop  has  been  exaggeratec  1 
as  Microsoft  proved  this  past  quarter.  Plus,  seJ 
software  upgrades  are  coming. 

stepped  the  subprime  mess.  Analysts  forecast 
that  AmEx's  earnings  will  rise  10.8%  in  2008. 

Should  recession  strike,  Coca-Cola  is  a  safe  fr 
Sales  and  margins  are  improving,  and  the  compi 
generates  lots  of  free  cash  flow. 


HIGH-QUALITY  YIELDS 

The  highest -yielding  companies  wi 
an  S&P  Equity  Ranking  of  at  least  A-\ 


YIELD 

Commerce  Group/CGI  3.3% 

Genuine  Parts/GPC  3.0 

Kimberly-Clark/KMB  3.0 

General  Electric/GE  2.9 

Rohm  &  Haas/ROH  2.7 

Chevron/CVX  2.6 

General  Mills/GIS  2.6 

McDonald's/MCD  2.6 

Merck/MRK  2.6 

Anheuser-Busch/BUD  2.5 


S&P 

EQUITi' 

RANKIK 

A- 

A 

A 

A^A 


i 


Kimberly-Clark  is  spreading  the  wealth  aroure 
shareholders.  Besides  dividends,  buybacks  wilt 
$2.8  billion  in  2007. 


McDonald's  same-stores  sales  were  up  8.2%: 
November,  helped  by  upscale  coffee  drinks  and 
dollar  menu.  This  bodes  well  for  bigger  dividend 


Anheuser-Busch  raised  prices  to  cover  the  hij 
cost  of  barley  and  hops— and  made  them  stick,'  i 
is  a  good  sign  for  dividend  safety. 
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TECH  GROWTH 

Technology  companies  projected  to 
deliver  superior  earnings  in  2007 


PRICE  CHANGE 
DEC.  31,2006- 
NOV.  30,  2007 


LONG-TERM 

EARNINGS 

GROWTH 


Celgene/CELG 

7.0% 

40.0% 

Nil  Holdings/NIHD 

-14.4 

35.8 

Google/GOOG 
Yahoo!/YHOO 

50.5 

30.0 

5.0 

24.6 

American  Tower/AMT 

22.2 

23.0 

Genentech/DNA 
UTStarcom/UTSI 
Qualcomm/QCOM 
SanDisk/SNDK 

-6.0 

23.0 

-66.9 

22.0 

7.9 

21.8 

-13.0 

20.5 
20.0 

Apple/AAPL 

114.8 

Celgene's  sales  should  rise  more  than  50%  in 
2007  and  equal  that  in  2008  thanks  to  its  multiple 
myeloma  drug,  Revlimid. 

Google's  domination  of  Web  search  is  unparalleled. 
But  can  it  repeat  that  success  in  investments  such 
as  YouTube  and  mobile  search? 


Genentech's  stock  cratered  10%  after  the  FDA 
rejected  its  request  to  use  Avastin  to  treat  breast 
cancer.  Some  analysts  think  the  shares  are  a  buy. 


CHEAPER  STOCKS 

Companies  with  low  price  -to  -book 
values  and  price -earnings  ratios 


PRICE  AS 
PERCENT  OF 


PRICE- 
EARNINGS 


BOOK  VALUE      RATIO 


Northwest  Airlines/NWA 

Winn-Dixie  Stores/WINN 

Mirant/MIR 

Anadarko  Petroleum/APC 

DTE  Energy/DTE 

Arrow  Electronics/ARW 

SkyWest/SKYW 

Mohawk  Industries/MHK 

Spherion/SFN 

Valero  Energy/VLO 


49 

7 

128 

3 

151 
164 

141 

7 

7 
10 

133 
131 

11 
11 

129 

12 

89 

15 

188                8 

Northwest,  which  emerged  from  bankruptcy  in  May, 
could  prove  an  attractive  merger  partner,  especially 
given  its  strong  presence  in  the  Asian  market. 

Power  company  Mirant  is  benefiting  from  increased 
electricity  demand  in  its  key  markets  of  Washington, 
New  York,  Boston,  and  San  Francisco. 


Anadarko  will  soon  open  a  new  pipeline  that  will 
move  natural  gas  out  of  the  Rockies,  where  much  of 
its  reserves  lie,  to  the  East  Coast. 


Data:  Thomson  First  Call,  Standard  &  Poor's  Compustat 
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WHAT'S  NEXT 


EMERGING  MARKETS 


A  King  of  the 
Wild  Frontier 


James  Harmon's  Caravel  finds  investment 
opportunities  in  the  world's  unlikeliest  places 


By  Roben  Farzad 

It  would  be  an  understatement  to 
label  James  A.  Harmon  a  contrar- 
ian investor.  The  chairman  of  New 
York-based  Caravel  Management, 
a  so-called  frontier-investing  firm, 
is  venturing  into  places  where  few 
others  dare  to  tread.  Caravel  has  put 
money  to  work  in  the  world's  most 
tumultuous  markets:  Lebanon  and 
Pakistan,  where  deadly  violence  is 
endemic;  Bangladesh,  where  dire 
poverty  is  exacerbated  by  a  steady 
procession  of  cyclones  and  floods; 
and  even  Zimbabwe,  where  inflation 
has  topped  500,000%  as  the  economy 
teeters  under  the  rule  of  President 
Robert  G.  Mugabe. 

If  it  all  sounds  too  bad  to  be  true — 
well,  that's  the  point.  "The  risks,"  says 
Harmon,  "are  overrated."  Exploiting 
the  gap  between  popular  percep- 
tion and  market  reality  has  been  an 
immensely  profitable  undertaking. 
Harmon  launched  Caravel,  named 
after  15th  century  explorer  ships,  in 
October,  2004,  with  $1  million.  Now 
it  has  $150  million  under  manage- 
ment and  is  on  track  for  $500  million 
by  decade's  end.  Through  Nov.  30,  the 


most  recent  figures  available,  the  firm 
had  returned  224%  net  of  fees  since 
its  inception,  compared  with  179%  for 
the  MSCI  Emerging  Markets  index  and 
41%  for  the  Standard  &  Poor's  500- 
stock  index. 

CONNECTIONS 

At  a  time  when  seemingly  every  stone 
in  emerging  marketdom  has  been 
turned  over,  it  takes  an  intrepid  and 
well-connected  investor  to  find  fresh 
opportunities.  Harmon's  career 
experience  has  put  him  in  a  rare 
position  to  pounce.  During  the 
Clinton  Administration,  Harmon 
served  as  head  of  the  U.S.  Export  - 
Import  Bank,  the  governmental  entity 
that  helps  finance  the  sale  of  Ameri- 
can exports  abroad.  Before  that  he 
spent  38  years  on  Wall  Street,  rising  to 
the  top  post  at  New  York  investment 
bank  Schroder  Wertheim.  Nowadays, 
Harmon  pivots  between  both  worlds, 
traveling  to  Washington  at  least  once 
a  week  to  chat  up  politicos  and 
confabulating  often  with  foreign 
heads  of  state.  "He's  a  seasoned 
diplomat  and  finance  guy,"  says  David 
W.  Blood,  managing  partner  of 


Harmon,  in  his 
New  York  office, 
says  the  risks  of 
his  investments 
"are  overrated" 

mutual  friend. 


Generation  Invest-  •" 
ment  Management,"11 
a  firm  he  runs  with  :[( 
former  Vice- 
President  Al  Gore,  a  ft 
In  the  realm  of 
frontier  investing,  you  cannot  get  a  , 
better  combination." 

Harmon's  banking  contacts  have 
proven  just  as  valuable  as  his  politi- 
cal ones4.  His  shop  pulls  in  $15  million  f 
a  quarter  from  investors— many  of 
them  celebrities,  according  to  people  I1 
familiar  with  the  firm.  "It's  word  of 
mouth,"  he  says.  "And  I  like  it  that 
way."  In  the  1980s,  Harmon  was  on 
the  board  of  Orion  Pictures,  which 
released  Woody  Allen's  films  and  the  R 
Oscar -winning  Dances  with  Wolves,*  V 
and  was  nonexecutive  chairman  of 
Warner  Music.  What's  more,  Har- 
mon's wife  of  50  years,  Jane,  was  lea 
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ucer  of  such  Broadway  plays  as 
ingMiss  Daisy  and  the  1997  Tony 
d-winning  The  Last  Night  ofBal- 
0.  Harmon  also  counts  California 
;rnor  Arnold  Schwarzenegger 
ig  his  friends. 

DENTAL  BANKER 

fion,  72  and  lean  from  running 
miles  a  day,  ended  up  in  high 
ce  by  accident.  Born  in  New 
City  and  raised  in  nearby 
aroneck,  N.Y.,  the  son  of  a 
sr  and  shop  owner  went  to  study 
sh  literature  at  Brown  University 
53.  Summer  jobs  at  broker-dealer 
York  Hanseatic  Corp.  whetted 
)petite  for  Wall  Street.  After  get- 
in  MBA  from  Wharton  in  1959, 
ion  spent  the  next  15  years  at 
eatic,  where  he  moved  into 
ijtment  banking.  In  1974  he  joined 


Wertheim,  ascending  to  chairman  and 
CEO  in  1986.  All  the  while  Harmon 
took  a  strong  interest  in  politics.  He 
ran  the  finances  for  the  1993  reelec- 
tion campaign  of  Democratic  New 
York  Mayor  David  N.  Dinkins  and  in 
1996  helped  raise  some  $100,000  for 


the  Clinton  reelection 
campaign. 

The  banker's  life 
changed  in  1997,  when 
the  President  tapped  him 
to  run  the  U.S.  Export  - 
Import  Bank.  "I  didn't 
know  what  it  was,"  he 
confesses  in  his  office 
overlooking  New  York's 
Central  Park.  "I  had  to 
look  it  up."  He  accepted 
the  post  unaware  that  he 
would  soon  find  him- 
self in  the  middle  of  a 
storm  unlike  any  he  had 
navigated  before:  the 
emerging  markets  crises 
of  the  late  1990s.  Barely 
a  month  after  Harmon's 
Senate  confirmation, 
Thailand's  currency  col- 
lapsed, spreading  conta- 
gion throughout 
Indonesia,  Malaysia, 
South  Korea,  and  the  rest 
of  the  region.  In  Seoul,  he 
says,  he  witnessed 
depression-like  unem- 
ployment juxtaposed 
with  scenes  of  citizens 
jamming  the  streets  to 
donate  jewelry  to  shore 
up  their  foundering 
currency.  "I  knew  then 
and  there  that  a  recovery 
would  not  be  far  off,"  says  Harmon.  In- 
deed it  wasn't.  South  Korea  has  come 
so  far,  it's  now  on  the  brink  of  gradu- 
ating into  the  league  of  developed 
economies. 

A  decade  later,  Harmon  is  calling  on 
such  experiences -and  the  high-level 


LINKS 


Emerging  Power 

In  an  Oct.  26  research  note,  Merrill 
Lynch  strategists  Michael  Hartnett 
and  Lucila  Broide  described  the 
frontier  economies — which  include 
Jamaica,  Sri  Lanka,  and  Slovenia— 
as  "the  emerging  emerging 
markets."  They  figure  that  group  of 
37  countries  represents  nearly  one 
billion  consumers  and  sports  a 


? 


gross  domestic  product  of  $2.4 
trillion.  That's  still  small  compared 
with  the  traditional  emerging 
markets.  But  the  stock  gains  have 
been  far  stronger:  The  report  notes 
that  since  January,  2000,  the 
frontier  markets  have  returned  an 
annualized  average  of  24%,  com- 
pared with  1  2%  for  emerging  mar- 
kets and  3%  for  developed  ones. 
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plaits  GLOBALENERGYAWARDS 


Congratulations  to  the  2007  Platts 

Global  Energy  Award  Winners! 

More  than  500  top  executives  from  18  countries  gathered  in  New  York  City  for 
the  9th  Annual  Platts  Global  Energy  Awards.  The  Global  Energy  Awards  recognize 
excellence  and  innovation  by  companies  and  executives  in  more  than  a  dozen 
sectors  within  the  global  energy  industry.  Platts  received  over  200  nominations 
this  year  from  energy  companies  around  the  world. 


The  winners  in  each  awards  category  are: 

CEO  of  the  Year 

James  Rogers,  CEO,  Duke  Energy 

Commercial  Technology  of  the  Year 

Shell  Global  Solutions  B.V. 
Criterion  Catalysts  &  Technologies 

Community  Development  Program  of  the  Year 

Attock  Refinery  Limited 

Downstream  Business  of  the  Year 

Valero  Energy  Corporation 

Energy  Company  of  the  Year 

NRG  Energy 

Energy  Efficiency  Initiative  of  the  Year 

Toronto  Hydro-Electric  System  Limited-Peaksaver  Program 

Energy  Transporter  of  the  Year 

Sovcomflot 

Energy  Engineering  Project  of  the  Year 

Nexen  Inc. 

ENR  Energy  Construction  Project  of  the  Year 

Tennessee  Valley  Authority  (TVA) 


Green  Energy  Innovator  of  the  Year 

Applied  Materials,  Inc. 

Hydrocarbon  Producer  of  the  Year 

Chesapeake  Energy  Corporation 

Industry  Leadership  Award 

NRG  Energy 

Lifetime  Achievement  Award 

Lord  Ernest  Ronald  Oxburgh 

Marketing  Campaign  of  the  Year 

EWieEinfach/E.ON 

Power  Company  of  the  Year 

MidAmerican  Energy  Holdings  Company 

Rising  Star  Award 

AED  Oil  Limited 

Risk  Management  Innovator  of  the  Year 

OpenLink  Financial 

Principal  Sponsor 

«^Capgemirri 

CONSULTING. TCCHNOIOGV   OUTSOURCING 


Co-Sponsor 

BRACEWELL 
&GIULIANI 


Co-Sponsor 


STANDARD 
&POOR'S 


Co-Sponsor 
Panasonic 


I^UUtistiXJOi 


5 


Celebration  Sponsor 

Spectray 
Energy. 


The  10th  Annual  Platts  Global  Energy  Awards  i 


■mm 
for  nomi 


■MM 
Jons  begins  June  2, 2008. 


The  McGraw-Hill  Companies 


www.GlobalEnergyAwards.coi 
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tacts  he  made  along  the  way— as  he 
;s  headlong  into  some  of  the 
est  frontier  markets.  Caravel 
ds  34  positions  in  16  countries,  in- 
iing  Kazakhstan  and  Zambia.  The 
1  has  10%  of  its  assets  in  Pakistan, 
;re  it  is  investing  in  Adamjee,  a 
idly  growing  insurance  company. 
!  insurance  industry  is  embryonic 
akistan,  even  compared  with 
'hboring  markets.  "As  the  con- 
ler  economy  takes  off  in  Pakistan, 
:oo,  will  insurance  such  as  prop- 
■,  motor  vehicle,  and  a  range  of 
ducts  related  to  consumer  credit 
travel,"  says  Caravel  chief  invest  - 
it  officer  Donald  L.  DeVivo.  But 
risks  are  high:  Pakistan  has  shifted 
and  out  of  a  state  of  emergency  as 
calls  intensify  for  its  leader,  Pervez 
.iharraf,  to  step  down, 
i  the  Philippines,  which  makes 
4%  of  Caravel's  portfolio,  the 
is  backing  DMCI,  the  nation's 
[est  construction  outfit.  Harmon 
>  how  the  company  has  expanded 
lower -income  homebuilding  as 
i  as  water  and  power  infrastruc- 


Caravel  has  34  positions  in  16  countries, 
with  10%  of  its  assets  in  Pakistan  and  2%  in 
Zimbabwe,  where  inflation  tops  500,000% 


ture— just  as  the  Philippines  is  experi- 
encing a  broad-based  housing  boom. 
He  notes  that  the  Southeast  Asian 
country's  economy,  fresh  off  fiscal  and 
tax  reform,  is  growing  at  its  fastest  clip 
in  30  years. 

ZIMBABWE  BET 

Perhaps  Caravel's  most  brazen  foray  is 
into  Zimbabwe.  About  2%  of  the  firm's 
portfolio  is  in  Dawn  Properties,  the 
owner  and  manager  of  10  hotels  and 
undeveloped  residential  land  in  the 
capital  city  of  Harare.  Tourist  traffic  is 
increasing  with  the  rapid  weakening  of 
the  local  currency.  "Dawn's  land  and 
property  assets  are  substantial  and  not 
likely  to  be  depreciated  by  a  deterio- 
rating economy,"  says  DeVivo.  "On 
just  about  any  measure,  the  stock  is 
very  cheap." 


Not  all  of 
Caravel's 
investments 
have  panned 
out.  In  May, 
2006,  the  firm 
bought  a  stake  in 
BMB  Munai,  a  small  Kazakh  oil- 
exploration  company,  at  the  equiva- 
lent of  $10  a  share.  Within  months  the 
company's  stock  had  plunged  to  $5.25. 
Harmon  dumped  his  holdings  in 
December,  2006,  at  nearly  a  50%  loss. 
He's  now  planning  a  new  venture  in 
war -hobbled  Lebanon  and  the 
Palestinian  territories.  But  first,  he's 
laying  diplomatic  groundwork. 
Harmon  is  urging  Washington  and  the 
rest  of  the  G8  to  flood  the  region  with 
loans  and  aid  to  set  a  foundation  for 
peace  and,  eventually,  investment— a 
virtuous  cycle,  he  says. 

Of  course,  the  nascent  markets  in 
which  Harmon  invests  could  tumble 
badly,  sending  investors  scurrying  to 
safer  destinations.  But  if  his  hunches 
prove  correct,  that's  when  the  really 
big  gains  will  come,  ibwi 


teams  on  two  continents 


to  find  time  to  learn  a  third  language 


to  keep  the  competition  guessing 


to  inspire  his  community 


to  make  all  his  son's  soccer  games 
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Costco  Starts 
A  Barroom  Brawl 

It  wants  to  bypass  distributors  of  beer  and  wine 
—which  could  hurt  profits  at  brewers  and  vintners 


By  Nanette  Byrnes 

One  of  the  perceived  social  ills  inspir- 
ing Prohibition  was  the  owning  of  bars 
by  brewers.  To  the  Anti- Saloon  League 
and  like-minded  groups,  this  arrange- 
ment promoted  alcoholism.  They 
made  the  case  so  effectively  that,  even 
after  Prohibition  was  lifted  in  1933, 
most  states  insisted  on  keeping  alcohol 
makers  far  away  from  alcohol  sell- 
ers. The  favored  solution:  a  three-tier 
distribution  system  requiring  manu- 
facturers to  sell  to  wholesalers,  and 
wholesalers  to  sell  to  retailers. 

That  structure  is  still  in  place 
in  most  states  today.  But  a  closely 
watched  federal  court  case  filed  in  Se- 
attle is  now  challenging  the  three -tier 
regime  as  outdated  and  anticompeti- 
tive. In  2006  Issaquah(Wash.)-based 
club  store  Costco  Wholesale  won  an 
antitrust  lawsuit  challenging  its  home 
state's  three -level  arrangement.  The 
state  then  appealed,  arguing  that  the 
21st  Amendment  ending  Prohibition 
gave  states  the  authority  over  alcohol 
regulation. 

The  Ninth  Circuit  Court  of  Appeals 
is  expected  to  rule  on  the  case  soon— a 
decision  that  could  have  widespread 
ramifications  for  every  group  with 
a  stake  in  the  beer 
and  wine  industry. 
Brewers  and  winer- 
ies nationwide  could 
eventually  gain  the 
power  to  sell  their 
products  directly  to 
retailers.  Distributors 
and  state  tax  col- 
lectors, meanwhile, 
could  lose  substan- 


tial revenues.  The  Costco  case  could 
"radically  change  the  rules  of  the 
game,"  says  George  Hancock,  chair- 
man of  Pyramid  Breweries,  a  craft  beer 
brewer  in  Seattle. 

Costco  is  pushing  for  the  right  to  buy 
beer  and  wine  just  as  it  does  soap  or 
flat  -  screen  TVs — bypassing  middle  - 


COSTCO'S  COMPLAINT 


The  retailer  is  challenging  alcohol  distribu 
tion  rules  in  Washington  State,  including: 


MANDATORY 
MARKUPS 

Set  at  10%  for  dis- 
tributors plus  10% 
more  for  retailers 


NO  DISCOUNTS 

Big  buyers  can't 
negotiate  for  price 
breaks  from  distribu- 
tors or  manufacturers 


men  and  negotiating  big  discounts  fn 
manufacturers.  Under  the  current  sy; 
tern,  its  costs  vary  from  one  state  to  tl 
next.  At  the  time  Costco  sued,  in  200 
the  retailer  was  paying  as  much  as  8<# 
more  for  Washington -made  wine  anc 
beer  in- state  than  it  was  for  the  same  j 
product  shipped  to  California.  "I  wov 
like  to  have  a  business  where  everybo ! 
had  to  buy  from  me,"  says  James  D. 
Sinegal,  chief  executive  of  Costco.  "F 
try  to  protect  that  too." 

Distributors  have  already  seen  th 
onetime  monopoly  eroded  in  states 
where  wineries,  for  example,  can  se 
directly  to  customers  on  location, 
or  indirectly  over  the  Internet.  But 
the  Costco  case  represents  the  mos!  fa 
serious  threat  yet  to  the  distributor:-  B 
bottom  line.  Huge  chains,  such  as     t 
Costco,  tend  to  be  their  biggest  andii, 
most  profitable  customers,  selling   ;  j 
40%  of  the  $90  billion  in  beer  gulpet  % 
down  each  year  and  38%  of  the  $27  l 
billion  in  wine. 

It  is  much  more  profitable  for  a  ,  a 
wholesaler  to  deliver  1,000  cases  t<t; ); 
one  big-box  store  than  to  drop  off  ^ 
one  or  two  at  mom-and-pop  con- 
venience stores.  Distributors  say 
the  current  system  fosters  choice 
for  consumers  while  avoiding  the 
excesses  of  a  century  ago.  "This  is 
alcohol;  it's  not 
toothpaste,"  says 
Phil  Terry,  chief 
executive  of  Mon- 
arch Beverage  Co. 
Indiana's  largest 
wine  and  beer  distributor. 

States  depend  on  distributors  to  p[  5 
$1.6  billion  in  escrow  taxes  each  yean  ^ 
Distributors  also  serve  as  a  kind  of 
unpaid  police  force,  refusing  to  suppiL 
retailers  that  have  legal  problems  or  r  [j 
track  record  of  selling  to  minors. 
Which  side  should  consumers  root,  ^ 
for?  The  three -tier: 
system  no  doubt  er 
courages  a  variety  ( 
brands.  But  it  come 
at  a  cost.  Experts 
agree  that  whole- 
salers add  a  markuj 
ofabout25%,on 
average— which  flo 
right  up  to  the  prici 
customers  pay.  iBW'L 


Wine  lovers 
may  pay  less  if 
retailers  can  buy 
directly  from 
the  source 


NO  CREDIT 

Retailers  have  to 
provide  cash  on 
delivery 
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'ORTS  BIZ 


i  Wild  Swing 
it  Steroids 


ie  Mitchell  Report  didn' 
fact ,  it  created  a  host  of 

MMENTARY 


dark  Hyman  and  Paula  Lehman 
en  former  Senator  George  J. 
chell  unveiled  his  scathing  steroids 
brt  on  Dec.  13,  Bud  Selig  looked 
.he  bright  side.  The  baseball 
imissioner  was  almost  defiantly 
•eat  about  the  chance  to  draw  a 
tain  on  the  era  of  performance - 
ancing  drugs.  "Do  I  believe  it's  a 
Sack?"  he  told  reporters.  "No.  The 
irt  will  be  better  off." 
ot  yet,  Bud.  And  maybe  not  for 
~s  to  come.  True,  it's  early  to  judge 
iimpact  of  the  Mitchell  Report, 
jch  cost  Major  League  Baseball  $20 
lion  for  juicy  new  details  of  a  ste- 
s  crisis  that  had  hardly  been  a  se- 
j.  Yet  there  are  signs  that  Mitchell's 
month  investigation  might  cause 
lany  problems  for  baseball  as  it  was 
posed  to  solve .  Rather  than  buying 
ray  out  of  a  messy  situation  by 
listing  in  Mitchell's  investigation, 
3  opened  the  floodgates  to  more 
btions  about  how  the  league  ni- 
ls to  handle  the  pervasive  problem 
srformance- enhancing  drugs. 
■They  are  still  very  much  in  a  crisis 
■ation,"  says  Christopher  Lehane, 
tfrtner  at  crisis -management  firm 
S|ani  &  Lehane.  "All  this  has  done 
■beg  the  elephant-in-the-room 
flstion,  'Do  you  have  a  policy  in  place 
■rose  the  book  and  move  forward  ? ' " 
line  of  Selig 's  most  lauded  achieve - 
■  ts  as  commissioner  has  been  a 
/£Tiing  relationship  between  MLB 
■the  powerful  Major  League  Base- 
a'Players  Assn.  That  detente  has 
efi  all  but  obliterated.  Some  player 
gits  even  are  questioning  MLB's 


t  put  the  scandal  to  rest, 
new  problems  for  baseball 


agenda,  suggesting  that  a  report  by  a 
respected  former  senator  should  help 
owners  fend  off  oversight  from  an 
impatient  Congress  and  provide  lever- 
age in  upcoming  collective  bargaining 
negotiations.  But  what  really  salted 
the  wound  was  Mitchell's  decision  to 
link  89  players  to  drug  use.  "We've 
turned  hearsay  accusations  into  a 
finding  of  guilt,"  says  Scott  Boras,  the 
mega -agent  who  represents  dozens  of 
big -league  players. 

Tempers  are  also  short  about  the 
manner  in  which  facts  were  gathered 
and  reported.  Even  one  of  MLB's  own, 


Star  pitcher 
Roger  Clemens 
adamantly 
denies  charges 
of  drug  use 


\i\i  Vn 


Baltimore  Orioles  owner  Peter  G. 
Angelos,  has  expressed  concern.  In  a 
statement,  the  Orioles  owner,  who  is  a 
plaintiff's  attorney,  cautioned  read- 
ers of  the  Mitchell  Report  "to  resist 
the  temptation  to  accept  collective 
judgment  based  upon  unsubstantiated 
allegations." 

Former  Baseball  Commissioner  Fay 
Vincent  thinks  Selig  and  Mitchell  have 
mostly  made  the  right  calls.  He  pre- 
dicts that  Selig  will  accept  Mitchell's 
recommendation  and  not  lower  the 
boom  on  active  players  named  in  the 
report.  "I  don't  think  there  is  any  point 
in  punishing  anyone  for  what  hap- 
pened in  the  past,"  he  says. 

Selig's  decision,  of  course,  is  key 
to  repairing  relations  with  the  play- 
ers. And  while  the  commissioner  isn't 
talking,  ESPN  has  reported  that  he  is 
likely  to  investigate  further  14  of  the  89 
players.  (Selig  declined  to  speak  with 
BusinessWeek  for  this  article.) 

To  not  discipline  players  would  make 
the  costly  study  and  the  attendant  pub  - 
licity  an  utterly  useless  exercise,  says 
Eric  Dezenhall,  CEO  of  crisis -manage- 
ment firm  Dezenhall  Resources.  "One 
of  the  problems  in  professional  sports 
generally  is  there  are  these  anemic 
attempts  to  institute  laws  of  right  and 
wrong,  but  bad  behavior  is 
rarely  punished  in  a  serious 
way,"  he  says.  "When  you  set 
aside  all  the  rhetoric,  in  the 
eyes  of  an  athlete  it  pays  to 
cheat  because  the  rewards  are 
enormous  and  the  risks  are 
minimal." 

So  what  has  MLB  accom- 
plished? It  spent  $20  million, 
tarnished  itself,  engendered 
hard  feelings  among  players, 
and  set  off  an  uproar  that  it 
seemed  ill -prepared  to  man- 
age. Surely  it  hasn't  put  the 
steroid  scandal  to  rest. 

"Closure?  I  don't  think  so," 
says  longtime  agent  Barry 
Axelrod,  who  represents  a 
former  big -leaguer,  Wally 
Joyner,  mentioned  in  the 
report.  "I  don't  think  baseball 
will  ever  go  back  to  normal. 
Or  as  normal  as  we  once  knew 
it.  Baseball  people  tend  to 
have  long  memories."  1 BW 1 
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Can  Pfizer 

Prime  the  Pipeline? 

With  the  company  facing  billions  in  lost  sales,  its 
research  chief  is  set  on  doing  things  differently 


By  Arlene  Weintraub 

During  Martin  Mackay's  12 -year  stint 
as  a  research  executive  at  Pfizer,  he  felt 
suffocated  by  what  he  calls  "a  morass 
of  committees."  Megamergers  with 
Warner-Lambert  and  Pharmacia  had 
saddled  the  pharmaceutical  giant  with 
so  many  layers  of  superfluous  managers 
that  its  researchers  spent  much  of  their 
time  shuttling  between  meetings. 

Now  Mackay  is  exacting  his  revenge. 
When  Pfizer  named  him  president  of 
research  and  development  on  Oct.  4, 
one  of  his  first  moves  was  to  abolish 
all  the  committees  he  believed  were 
blocking  the  path  between  good  ideas 
and  marketable  drugs.  What  used  to 
be  as  many  as  14  layers  of  management 
between  scientists  and  top  executives 
have  now  been  pared  about  in  half. 


Cutting  red  tape  is  a  key  element  of 
Mackay's  multifaceted  plan  to  overhaul 
how  the  New  York-based  company 
goes  about  developing  drugs— from 
generating  ideas  to  managing  the  trials 
needed  to  get  them  on  the  market.  It's 
a  strategy  he's  been  fine-tuning  since 
longtime  R&D  chief  John  L.  LaMattina 
announced  his  retirement  in  May. 

At  the  time,  Pfizer  Chief  Execu- 
tive Jeffrey  B.  Kindler  warned  Mackay 
he  was  far  from  a  shoo-in  for  the 
opening.  While  Kindler  interviewed 
outside  candi- 
dates, Mackay 
put  together  a 
plan  for  restoring 
Pfizer 's  product 
pipeline.  Kindler 
was  impressed.  "I 


know  it's  a  bit  pompous,"  says  Mackg 
"I  really  knew  what  we  needed  to  do 
differently." 

Wall  Street,  however,  has  not  been 
wowed.  Pfizer 's  stock  has  fallen  7% 
since  Mackay  was  named  to  his  post. 
It  doesn't  help  that  he's  associated 
with  a  legacy  of  blunders:  He  was  pai  t" 
of  the  upper  echelon  in  R&D  when 
Pfizer  moved  ahead  with  torcetrapib,  f 
cholesterol  remedy,  even  though  safe 
issues  had  emerged  in  early  clinical    lb 
studies.  Pfizer  dropped  the  drug  late  K 
last  year.  "This  was  an  opportunity  t(  k 
bring  in  someone  from  the  outside  w  |'i 
could  breathe  in  some  fresh  air,"  grip. 
Jami  Rubin,  an  analyst  for  Morgan 
Stanley.  "It's  disappointing." 

Now  Mackay  is  shouldering  the 
burden  of  coming  up  with  blockbush 
big  enough  to  make  up  for  the  loss  of 
Lipitor,  the  $l3-billion-a-year  cho- 
lesterol -  fighter  that 's  racing  toward ;  ii 
2011  patent  expiration.  The  three  maf  H 
drugs  Pfizer  has  launched  recently— 
pain,  HIV,  and  smoking  cessation— 
won't  get  it  anywhere  close  to  that 
goal.  Together  they'll  probably  bringA 
just  $5  billion  a  year  by  the  time  Lipit  6 1 
revenues  start  falling  off  a  cliff. 

Mackay  believes  his  years  on  the 
inside  have  given  him  the  background 
to  tackle  Pfizer's  biggest  challenge: 
figuring  out  why  so  many  drug  can- 
didates that  look  great  in  early  trials  ^ 
don't  pan  out  when  tested  in  large 
groups  of  people.  Eight  years  ago, 
Pfizer  began  collecting  details  about   i 
its  duds  in  "a  wonderful  database  of 
failures,"  Mackay  says.  The  companyvji 
is  now  using  that  data  to  spot  failures' 
earlier  in  clinical  trials. 

Pfizer  also  is  learning  how  to  get 
potential  successes  to  market  faster. . 
Last  year  the  drugmaker  shaved  whaij^i 
would  normally  be  a  three -month  trirjit 
of  a  rheumatoid  arthritis  drug  downt 
just  one  month,  because  patients  we^fp; 
responding  better  to  the  therapy  thai 
Pfizer  scientists  had  anticipated.  The 
company  immediately  started  two  si) 


Cutting  red  tape  is  a  key  element  of  Mackay' 
plan  to  overhaul  everything  from  how  ideas 
are  generated  to  managing  clinical  trials 
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nth  trials  to  help  put  the  drug  on  a 
er  path  to  regulatory  approval, 
iberating  scientists  from  extra  - 
us  routines  is  the  motivation  for 
ly  of  Mackay's  reforms.  He  recently 
roached  a  group  of  researchers 
)  for  years  had  been  producing  both 
rterly  and  monthly  reports  for 
;utives  about  every  drug  in  Pfizer 's 
aline.  Mackay  never  understood 
I  they  wasted  so  much  time  pub  - 
ing  two  different  versions  of  the 
te  information.  "I  said  to  them, 
on't  care  which  you  choose,  but 
're  only  doing  one.' " 

While  Mackay  tries 
to  improve  internal 
processes,  Pfizer  has 
hired  an  outsider  to 
help  bring  in  more  ideas 
generated  beyond  its 
own  walls.  In  October 
the  company  signed  up 
biotech  entrepreneur 
Corey  Goodman  as 
president  of  Pfizer 's 
new  innovation  center 
in  San  Francisco.  Good- 
man, a  neuroscientist 
who  co -founded  bio- 
tech outfits  Renovis  and 
ixis,  will  pursue  licensing  and  co- 
lopment  deals  with  small  pharma 
biotech  companies.  In  some  cases 
/ill  nurture  startups  in  Pfizer 's  La 
(Calif.)  incubator, 
jazer,  which  ranks  an  anemic  No.  15 
le  pharmaceutical  industry  in  sales 
lotech  products,  hopes  to  boost  the 
entage  of  biotech  drugs  in  its  pipe  - 
from  8  to  20.  But  Goodman  and 
kay  will  have  to  do  a  lot  of  convinc  - 
0  get  small  companies  to  sign  up 
Pfizer  rather  than  one  of  the  many 
r  drugmakers  vying  for  deals. 
December,  Pfizer  went  to  great 
ths  to  win  over  Adolor,  a  biotech 
pany  developing  pain  medica- 
s.  Pfizer  and  Adolor  will  co- 
slop  two  drugs.  Adolor  CEO 
lael  R.  Dougherty  says  he  was 
ned  when  a  dozen  Pfizer  scientists 
:xecutives  showed  up  at  his  Exton 
office  to  make  a  presentation. 
lally  we're  the  ones  defending 
urogram  to  a  potential  partner," 
*herty  says.  "But  they  were  intent 
mvincingus."  ibwi 


Can  Ganz's  Webkinz— plush  animals  with  online 
alter  egos— stay  ahead  of  the  copycats? 


By  Brian  Hindo 

Webkinz  are  the  hottest  things  in  toy- 
land— and  competitors  have  noticed. 
The  little  plush  animals  come  with 
codes  that  activate  an  online  version  of 
the  toy  in  a  virtual  "Webkinz  World." 
At  least  eight  other  companies  are 
trying  to  follow  Webkinz's  lead,  with 
similar  new  products  that  link  real- 
world  toys  with  the  Web. 

Virtually  every  toy- 
industry  heavy  hitter 
is  involved.  Dollmaker 
Russ  Berrie  is  selling 
Webkinz -like  Shining 
Stars  at  Toys 'R' Us  and 
other  major  retailers. 
Mattel  has  created  a 
new  online  world  for 
Barbie.  And  Hasbro's 
Littlest  Pet  Shop  has  a 
VIP  ("virtual interactive 
pet")  section. 

So  Ganz,  the  privately 
held  Toronto  company  behind  Web- 
kinz, is  trying  to  stay  ahead  of  the  pack 
with  a  push  into  accessories.  In  addi- 
tion to  $15  stuffed  animals,  Webkinz 
fans  also  can  buy  $7.50  lip  gloss,  $9 
bottles  of  mango  body  spritz,  and  vari- 
ous charms,  bookmarks,  and  clothing 
items.  Like  the  animals,  each  accessory 
has  its  own  code  that  redeems  a  prize 
for  pets'  online  avatars. 

Webkinz  are  sold  in  a  variety  of 
stores,  including  card  shops,  gift 
shops,  and  some  big  chains  like  Target. 
Hallmark  stores  have  sprouted  acces- 
sories displays  just  as  big  as  the  cases  of 
stuffed  animals.  At  Limited  Too,  a  hip 
mall  shop  where  tween  girls  go  to  see 
and  be  seen,  11%  of  store  transactions 


involved  a  Webkinz  product  in  the  last 
quarter.  "The  pink  polka-dot  hoodie 
for  these  animals...  is  just  one  of  the 
best -selling  items  we  have  anywhere  in 
the  store,"  says  Robert  Atkinson,  who 
directs  investor  relations  for  Tween 
Brands,  which  owns  Limited  Too. 

Ganz,  which  doesn't  disclose  its 
financials,  must  now  strike  a  delicate 
balance:  maximizing  profit  from  the 
fad  without  alienat- 
ing parents  and  kids. 
Visitors  to  Webkinz. 
com  spent  more  than 
a  million  hours  there 
in  November,  but  the 
site  is  free.  As  a  result, 
"they  haven't  made 
anywhere  near  as  much 
money  as  you'd  think," 
says  Sean  McGowan, 
an  analyst  at  Needham, 
who  guesses  Webkinz 
sales  are  north  of  $100 
million.  He  adds  that 
none  of  the  nascent 
competitors  has  figured 
out  how  to  capitalize  on 
kids'  Web  time,  either. 
Indeed,  Ganz  has  stumbled  trying  to 
cash  in.  In  mid -December,  the  Cam- 
paign for  a  Commercial -Free  Child- 
hood noticed  ads  on  Webkinz  World 
for  the  Alvin  and  the  Chipmunks  movie. 
More  than  1,000  protest  letters  were 
sent  to  Ganz.  In  October,  Webkinz  ran 
a  similar  campaign  for  Bee  Movie.  Ganz 
spokesperson  Susan  McVeigh  says  no 
further  online  ads  are  planned,  but  she 
did  not  rule  them  out  for  the  future. 
Ganz  has  "selective  standards  about 
what  we  would  consider."  1 BW 1 
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Turner's  Secret 
Web  Weapon 

How  Old  Media  guy  David  Levy  is  marrying  TV  and 
the  Internet  in  new  ways 


By  Tom  Lowry 

With  CEO  Jeff  Bewkes  predicted  to 
spin  off  the  cable  division  and  make 
Time  Warner  more  content -focused, 
you  might  expect  AOL  to  lead  the  com- 
pany's online  strategy.  But  unit  Turner 
Broadcasting  System— which  operates 
CNN,  TNT,  the  Cartoon  Network,  and 
other  cable  channels— has  emerged  as 
a  surprisingly  innovative  force  in  New 
Media.  Leading  the  charge  is  David 
Levy,  an  executive  who  is  poised  to 
become  one  of  Bewkes'  digital  czars. 

Few  would  have  predicted  this.  Levy 
is  an  old- school 
TV  guy  who  spent 
most  of  his  career 
in  a  decidedly  ana- 
log role:  selling  air- 
time.  But  Levy,  45, 

has  used  Turner's  technology  to  marry 
TV  to  the  Web  more  successfully  than 
many  of  his  rivals.  That  has  allowed 
him  to  do  two  things:  sell  more  ads  and 
persuade  the  likes  of  the  PGA  Tour  and 
Nascar  to  pay  Turner  tens  of  millions  of 
dollars  a  year  to  run  their  Web  opera- 
tions. "He's  been  a  true  innovator,"  says 
Dick  Glover,  Nascar 's  New  Media  boss, 
"providing  rich  interactive  experienc- 
es." Now  Levy  is  going  after  one  of  the 
biggest  sports  franchises:  the  National 
Basketball  Assn.  Soon  the  NBA  is  ex- 
pected to  announce  it  has  hired  Turner 
to  run  its  Web  site  and  cable  channel. 

Back  in  2003,  when  Levy  was  put  in 
charge  of  Turner's  sports  division,  the 
cable  outfit  had  only  one  Web  client, 
nascar.com.  Levy  figured  broadband 
video  would  eventually  hurt  Turner's 
TV  business.  So  he  created  the  Turner 
Sports  New  Media  group  and  looked 


The  NBA  is 
expected  to  hire 
Turner  to  manage 
its  Web  site  and 
cable  channel 


for  more  Web  deals.  By  2006  Turner 
was  managing  pga.com  and  pgatour. 
com.  The  NBA  would  be  Levy's  biggest 
deal  to  date.  With  5.5  million  unique 
monthly  visitors,  nba.com  generates 
nearly  twice  the  traffic  of  nascar.com, 
according  to  Web -tracking  service 
comScore.  If  the  deal  mirrors  the  ones 
with  the  PGA  and  Nascar,  Turner  would 
earn  a  fee  for  managing  both  proper- 
ties and  split  ad  revenues  with  the 
NBA.  Time  Warner  doesn't  break  out 
Turner's  financials,  so  it's  hard  to  know 
how  Levy's  innovations  are  doing. 

ONLINE  LESSONS 

But  the  strategy  is  clear:  Levy  aims  to 
get  sports  fans  toggling  between  the 
events  on  TV  and  Turner's  unique 
features  on  their  laptops.  To  make 
sites  more  compelling,  he  tapped  CNN 
technology  that  puts  four  live  screens 


on  a  computer  at  once.  Visitors  to 
pgatour.com  can  watch  play  on  specif 
holes,  zoom  in  on  one  player,  watch 
aerial  views  of  the  course,  and  even 
get  golf  tips  and  lessons.  Turner  uses 
another  technology  it  developed  calle 
TrackPass  on  nascar.com.  It  puts  viev 
ers  inside  the  cars  of  favorite  drivers  a 
they  veer  around  the  track. 

Levy's  pitch  to  advertisers:  Get  bot 
Turner  cable's  reach  and  the  Web's 
deep  relationship  with  consumers. 
Companies  can  buy  ads  on  specific 
sites,  such  as  pgatour.com.  They  can 
target  a  demo— men  18  to  34,  say— by  ' 
buying  ads  on  youth -oriented 
sites,  including  nascar.com 
and  Turner's  adultswim.com 
and  gametap.com.  And,  of 
course,  marketers  can  opt  to 
place  ads  on  both  TV  and  the 
Web.  "[Turner  has]  helped  us 
go  deeper  with  the  informed 
investor,"  says  Bruce  Dunbar  a 
Oppenheimer  Funds,  a  pgatovi 
com  advertiser. 

Running  someone  else's 
Web  operation  is  not  risk-freet 
Seeking  more  control  over 
its  site,  the  National  Football 
League  recently  took  back 
NFL.com  from  CBS.  But  Levy  1 
has  enough  Web  credibility  to  I 
make  a  run  for  Major  League    I 
Soccer's  huge  Web  operations ! 
currently  managed  by  Major 
League  Baseball.  "No  decisions  have  || 
been  made,  but  we're  impressed  with^ 
[Levy]  and  the  Turner  team,"  says  Dail|| 
Courtemanche,  an  MLS  spokesman.  I  j 
"They're  innovative."  You  rarely  hear|lj[ 
that  said  about  an  Old  Media  guy.  1  BWif 


LINKS 


The  Bewkes  Effect?  [j 

In  a  Dec.  10  report,  "The  Tipping      || 
Point:  Entertainment  Investment 
Strategy  2008,"  Bear  Stearns' 
Spencer  Wang  predicts  that  Time 
Warner's  stock  over  the  next  year 
could  reach  $24,  about  40%  above 
current  levels.  The  catalyst?  Jeff 
Bewkes  and  his  new  management 
team,  says  Wang,  adding  that  Time 
Warner  is  in  for  a  face-lift. 
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mericanMedi- 
il  Assn.,  doe- 
rs frequently 
commend 
•me  medical 
terventions  long  after  they  have  been 
j;bunkedby  rigorous  clinical  trials. 
I A  team  from  Greece's  University  of 
lannina  looked  at  references  in  the 
edical  literature  to  three  treatments 
ice  widely  recommended  because 
studies  based  on  observations  of 
pulation  patterns:  a  1993  survey  that 
aimed  major  heart  benefits  from  vita- 
in  E;  1981  research  indicating  that  beta 
rotene  could  help  ward  off  cancer;  and 
996  survey  linking  estrogen  to  a  lower 


risk  of  Alzheimer's  disease. 
All  were  later  disproved  by 
double-blind,  placebo- 
controlled  trials,  the  gold 
standard  of  medical  proof. 
Nevertheless,  the  majority  of 
citations  remained  favorable 
years  after  the  observational 
studies  were  shot  down. 

Vitamin  E's  heart  ben- 
efits, for  example, 
were  defini- 
tively refuted 
in  a  large,  U.S. 
government - 
funded  trial 
published  in 
2000.  In  fact,  Vitamin  E  might  be 
dangerous  to  the  heart.  But  the  Greek 
researchers  found  that,  in  2005,  50%  of 
articles  citing  the  original  population 
study  were  still  favorable.  The  authors 
concluded  that  "sometimes  investiga- 
tor beliefs  in  scientific  circles  may  have 
similar  psychological  characteristics 
as  the  nonscientific  beliefs  observed  in 
other  areas  of  society."  In  other  words, 
scientists  can  be  just  as  pigheaded  as 
the  rest  of  us. 
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Doctors  at  MD  Anderson  Cancer  Center 
have  come  up  with  an  aerosol  spray  that 
one  day  may  be  able  to  shield  humans 
from  pathogens  ranging  from  pneumonia 
bacteria  to  avian  flu  virus  to  bioweapons. 
When  inhaled,  the  Aerosolized  Lung 
Innate  Immune  Stimulant  (Aliis)  im- 
mediately triggers  a  strong  local  immune 
reaction.  Mice  given  Aliis  two  hours 
before  exposure  to  pneumonia  bacteria 
had  an  83%  survival  rate,  and  all  of  those 
treated  4  to  24  hours  before  exposure 
survived,  while  all  the  untreated  mice 
died  within  days.  The  team  got  similar 
results  testing  the  spray  against  bugs 
that  cause  bubonic  plague  and  anthrax, 
as  well  as  various  molds  and  viruses.  The 
doctors  have  formed  a  company,  Pulmo- 
tect,  to  develop  the  spray,  and  hope  to 
start  human  testing  in  mid-2009. 


NATURAL  DISASTERS 

Of  Hurricanes 
And  Hidden 
Climate  Perils 

Meteorologists  often  draw 

a  link  between  rising  ocean 
temperatures  and  severe  hur- 
ricanes in  the  Atlantic.  The 
reality  isn't  so  simple,  say 
scientists  at  the  University  of 
Wisconsin  at  Madison.  The 
real  trigger  for  more  frequent, 
intense  storms  is  a  complex 
set  of  interactions  involving 
ocean  temperature,  wind,  and 
atmospheric  moisture.  Vary- 
ing patterns  may  explain  why 
climate  change  is  playing  out 
very  differently  in  the  Atlan- 
tic and  Pacific  oceans. 


Meanwhile,  on  land,  a 

series  of  natural  disasters  in 
North  America  have  left  the 
atmosphere  with  an  unusu- 
ally high  burden  of  heat  -  trap  - 
ping  carbon  dioxide.  A  federal 
study  found  that  a  prolonged 
drought  in  2002  left  an  esti- 
mated 360  million  extra  tons 
of  gas  in  the  atmosphere.  The 
CO2,  equal  to  a  year's  emis- 
sions from  200  million  cars, 
would  normally  have  been 
sopped  up  by  plants.  What's 
more,  forests  destroyed  in 
Gulf  states  by  2  0  0  5  's  Hur  - 
ricane  Katrina  are  releasing 
another  367  million  tons  of 
CO2  as  the  trees  decompose. 
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A  WILY  ROAD  WARRIOR'S 
AIRPORT  TIPS ...  - 

As  a  corporate  and  political  communications  consultant,  I  regularly  fly  at  least 
300,000  miles  a  year  and  stay  in  more  than  100  hotel  rooms.  The  thrill  of  getting 
that  free  first-class  upgrade  wore  off  long  ago.  I  just  want  to  get  through  airports 
as  quickly  as  possible,  avoid  the  long  lines  at  security  and  waits  at  the  gate,  and 
spend  as  little  time  stuffed  into  an  airplane  seat  as  I  can.  |  In  all  my  travels,  I've 
gotten  wise  to  ways  to  save  time  and  money.  Here  are  a  few  I'd  like  to  share: 


•  Know  your  airport.  Big  airports  are  as 
different  as  the  cities  they're  in.  Las  Vegas  is  by 
far  the  worst,  with  long  security  lines  that  often 
take  45  minutes,  particularly  at  the  newly 
expanded  D  Gates  (serving  American,  United, 
and  Delta).  New  York's  JFK  is  the  toughest 
airport  to  navigate  if  you're  switching  carriers 
because  there  are  nine  separate  terminals. 

The  easiest  airports  have  connected 
terminals  and  multiple  security  entrances  that 
give  you  access  to  virtually  every  gate  after 
you've  gone  through  security.  Philadelphia 
International  Airport  and  Dallas  Fort  Worth 
are  two  examples.  Charlotte,  N.C.,  is  relatively 
compact,  and  domestic  connections  are  quick 
and  painless.  The  new  terminal  in  Detroit  is 
large,  yet  the  design  makes  it  easy  to  get  from 


one  gate  to  another.  In  St.  Louis  and  Memphis, 
on  the  other  hand,  you  walk  forever. 

Also,  most  airports  let  you  check  in  and 
check  luggage  up  to  30  minutes  before  takeoff. 
But  don't  show  up  a  mere  half-  hour  early  in 
Vegas  or  at  LAX  in  Los  Angeles.  You'll  miss 
the  45 -minute  cutoff,  and  you  won't  get  a 
boarding  pass.  Denver  and  Miami  also  have  a 
45 -minute  pre -flight  deadline  to  check  luggage 
but  require  only  30  minutes  if  you  just  need  a 
boarding  pass. 

•  The  shortest  airport  security  line  is  not 
necessarily  the  fastest.  Look  at  the  type  of 
people  waiting  in  a  line,  not  the  number.  A 
dozen  businesspeople  will  move  through 
security  much  faster  than  two  families  with 
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mg  children  or  a  tour  group  of  senior  citi- 
is.  Just  remember  this  equation:  One  baby 
riage  equals  four  typical  passengers. 
Another  tip  for  moving  through  security: 
n  for  the  far  left  or  far  right  scanner  lanes. 
ist  people  just  walk  straight  ahead  and  end 
waiting  longer  as  a  result. 

arly  boarding  is  not  desirable.  On 

wded  flights,  the  big  planes  can  take  40 
lutes  to  fully  board,  forcing  you  to  spend  all 
:t  extra  time  in  a  cramped  seat.  Unless  you're 
aid  there  won't  be  room  in  the  overhead  bins 
your  carry -on,  wait. 

Another  reason  to  wait  until  everyone  else 
;  boarded  is  if  you're  assigned  a  middle  seat 
a  flight  that  isn't  full.  Once  the  rest  of  the 
ne  is  seated,  chances  are  you'll  be  able  to 
jige  to  a  window  or  aisle  seat  in  the  back. 
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•  Planes  sometimes  close  the  door  to 
passengers  before  the  posted  departure 
time.  Many  carriers  would  rather  have  a  flight 
pull  away  10  minutes  early  and  leave  a  custom- 
er or  two  behind  than  arrive  at  its  destination 
10  minutes  late.  Personally,  I  have  missed  more 
flights  this  way  than  for  all  other  reasons  com- 
bined. The  worst  offender:  US  Airways. 

•  Frequent  fliers  get  no  preference  when 
flights  are  canceled.  If  you  are  a  frequent 
flier  with  a  particular  airline,  you're  supposed 
to  have  an  advantage  in  getting  on  that  carri- 
er's next  flight.  But  it's  first  come,  first  served, 
baby.  The  person  who  gets  to  any  gate  agent 
for  the  airline  first,  anywhere  in  the  airport, 
snags  the  first  empty  seats.  So  if  you're  stand- 
ing in  a  long  line  at  your  assigned  gate  waiting 
for  rebooking,  look  for  an  agent  at  an  empty 
gate,  ibwi 

BUSINESSWEEK  TV   |    For  more  ways  to  make  air 
travel  less  onerous,  watch  a 
video  report  at  businessweek.com/go/tv/travel. 
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Frank  Luntz  is  a  com- 
mentator for  the  Fox  News 
Channel  and  a  business- 
communications  consultant 
for  more  than  two  dozen 
global  corporations.  He  is 
a  1 K  member  on  United, 
Executive  Platinum  on 
American,  Platinum  on 
Continental,  Gold  on  Delta, 
and  Gold  on  US  Airways. 


Call  your  broker,  or  visit 
hartfordinvestor.com. 
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FRESHNESS  FROM  FRIULI: 
CRISP  ITALIAN  WHITES 


Even  with  the  weak  dollar,  you  still  get  good  value  in  the 
crisp,  dry  white  wines  from  the  Friuli  region  of  northeast 
Italy.  The  wines  are  fermented  quickly,  aged  at  low  tem- 
peratures (usually  in  stainless  steel),  and  bottled  as  soon  as 
possible  to  retain  their  freshness.  Most  will  reach  maturity 
in  2009  and  2010,  but  they  can  be  enjoyed  now,  too.  They 
work  well  with  fried  fish  or  pastas  in  light  broths.  These 
selections  are  from  my  colleague  Antonio  Galloni. 
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Volpe  Pasini  2006  Pinot 
Grig  10  Zuc  di  Volpe 

This  pinot  grigio  is  rich 
and  weighty,  with  lovely 
purity  to  its  fruit  and  a 
poised,  attractive 
personality.  $25 
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Schiopetto  2006  Pinot 
Grigio 

Aromas  of  jasmine, 
flowers,  and  white 
peaches  accompany  a 
simple,  accessible  wine. 
It  has  good  persistence 
if  not  quite  the  balance 
of  the  estate's  best 
2006  bottles.  $32 
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Lis  Neris  2005  Pinot 
Grigio  Gris 

This  offering  reveals 
ripe  fruit,  smoke,  and 
mineral  notes,  with 
good,  but  not  great, 
persistence.  The  use  of 
wood  for  aging  has 
given  the  wine  a  little 
more  roundness  and 
complexity  than  the 
typical  pinot  grigio.  $23 
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Livio  Felluga  2006 
Tocai  Friulano 

Expressive,  floral 
aromatics  give  way  to  a 
lovely  core  of  sweet, 
focused  fruit  with 
excellent  persistence 
and  a  long,  clean  finish. 
$25 
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Branko  2005  Collio 
Pinot  Grigio 

A  pure,  clean  expression 
of  pinot  grigio,  this  2005 
offers  terrific  energy  on 
the  palate  from  its  citrus 
and  minerals,  with  a  nice 
sweetness  to  the  fruit 
that  carries  through  to  a 
long  finish.  $29 
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Villa  Russiz  2006  Pinot 
Bianco 

The  wine  is  perfumed 
with  citrus,  grapefruit, 
jasmine,  and  spice  notes 
that  develop  in  the  glass. 
It  is  elegant  and 
expressive  $29. 


90 


POINTS 


Ronciis  2004  Collio 
Tocai  Friulano 

Full-bodied,  unctuous, 
and  bursting  witl\ 
aromas  of  honey,  melon, 
sage,  and  crushed 
rocks,  this  opulent, 
personality-filled  tocai 
offers  superb  length  as 
well  as  an  inviting  note 
of  sweetness  on  the 
finish.  $30 
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Scubla  2006  Sauvign 

A  superb  effort  redolel 
of  citrus,  green  apples  1 
minerals,  smoke,  and . 
tomato  leaves,  this  pu  i 
focused  sauvignon 
blanc  offers  outstandi 
persistence  and  a  loni 
resonating  finish.  $23 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  Robert  Parker  is  the  world's  most  influential  wir 
critic.  Visit  eRobertParker.com  to  see  tens  of  thousands  of  tasting  notes,  buy  his  books,  or  subscribe  to  his  newsletter,  The  Wine  Advocab 
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'AITING  FOR  OUTBREAKS 
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REDICTING  THEM. 


3M  and  The  Scnpps  Research  Institute  are  using  supercomputers  to  help  determine  which  of  the  one 
ilhon  possible  mutations  of  the  avian  flu  virus  are  the  most  infectious  so  that  vaccines  can  be  developed 
efore  outbreaks  happen.  Start  anticipating  change  at  ibm.com/avianflu  I  ,  START  DOING 
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]  MAKING  MONEY 

IBM  helped  Staples  create  a  better,  more  efficient  online 
experience,  which  increased  their  online  conversion  rate  by 
60%.  Start  turning  browsers  into  buyers  at  ibm. com/do/retail 
t    STOP  TALKING  START  DOING 


INTERNATIONAL  DESK, 
EXCELLENCE  AWARDS  1 


>  Step  into  the  limeligi 
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CALL    FOR    ENTRI 

apply  online  >  www.idsa.org/ii 


call  for  entries  opens  >  L   "C. 
regular  deadline 
late  deadline  >  MAR 


•  Designed  by  R.  Eder  &  A.  Garza-Mappes  for  IDSA 
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ust  Ahead:  A  Wider  Wireless  World 


itting  down  analog  TV  will  free  up  a  big  slice  of  spectrum  for  more  services 
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he  year  ahead,  a  long -heralded  revolution  in  wireless  communi- 
ons will  finally  come  to  pass.  It  may  throw  handset  makers  and 
/ice  providers  into  turmoil,  but  over  time  it  should  be  great  for 
sumers.  Fast,  wireless  data  will  become  more  widely  available, 
choice  of  data  devices  and  mobile  handsets  will  expand,  and  ser- 

just  might  get  cheaper. 
ie  biggest  driver  of  change  is  an 
it  slated  for  February,  2009.  It  is,  of 
lings,  the  shutdown  of  analog  tele- 
>n  broadcasting.  The  conversion 
gital  TV  will  free  up  space  now 
ipiedby  UHF  channels  52  to  69. 
unk  is  being  turned  over  to  police 
fire  departments,  and  the  rest  will 
ictionedoff  in  January,  2008. 
lere  are  three  reasons  this  spec- 
1  will  change  the  wireless  land  - 
e.  First,  it  increases  the  total  band  - 
h  available  for  wireless  networks, 
nd,  the  relatively  low  frequency— 
nd  700  MHz— penetrates  build - 
well.  That  means  it  will  work  as 
ternative  to  cable  or  DSL  Internet 
ce  to  homes  as  well  as  for  mobile 
,ies.  Finally,  the  Federal  Commu- 
:ions  Commission  will  require  the 
rs  of  a  large  piece  of  the  spec- 
i  to  give  customers  much  greater 
lorn  in  their  choice  of  devices  than 
ers  have  traditionally  allowed. 
ie  auction  is  shaping  up  as  a  battle 
een  entrenched  carriers  AT&T 
/erizon  Wireless,  and  a  group  of 
urts,  most  prominently  Google. 
f  of  the  industry's  leading  play- 
with  the  notable  exception  of 
T,  Apple,  and  Microsoft— have 
d  Google's  Open  Handset  Alli- 
which  is  creating  standardized 
set  software  that  can  run  any 


ire  bandwidth  will  be  available  for  wireless 
tworks.  And  new  rules  will  force  carriers 
allow  users  a  greater  choice  of  devices 


application  users  choose.  Verizon, 
long  the  most  locked  down  of  U.S. 
carriers,  promises  to  open  its  network 
in  2008  to  any  compatible  phone  run- 
ning any  compatible  software.  By  the 
end  of  the  year,  a  wave  of  openness 
may  render  the  U.S.  wireless  business 
unrecognizable. 

Meanwhile,  other  changes  are  shak- 
ing the  industry.  Despite  management 
upheavals  and 
investor  unhap- 
piness,  Sprint 
Nextelin2008 
will  kick  off  a  fast 
wireless  broad- 
band technology 


called  WiMAX.  This  is  suitable  for 
both  mobile  and  residential  service. 
Sprint  and  startup  Clear  Wire,  which 
has  launched  a  similar  technology 
in  some  markets,  have  bought  the 
spectrum  they  need,  so  they  could  get 
a  jump  on  the  bidders  in  the  700  MHz 
auction.  And  Verizon  plans  trials  of  a 
superfast  service  called  LTE. 

What  does  all  this  mean  to  consum- 
ers ?  For  starters,  an  end  to  the  require- 
ment that  customers  choose  from 
the  limited  array  of  handsets  carriers 
typically  offer.  U.S.  handsets  have  long 
lagged  at  least  a  year  or  two  behind  the 
most  advanced  models  sold  in  Europe 
and  Asia.  Success  for  the  Open  Hand- 
set Alliance  would  make  it  much  easier 
for  consumers  to  install  the  programs 
of  their  choice  and  break  out  of  the 
"walled  garden"  carriers  have  main- 
tained. For  example,  although  almost 
all  Verizon  handsets  have  GPS  capa- 
bilities, the  carrier  offers  only  a  very 
limited  range  of  applications  that  take 
advantage  of  it.  In  an  open  software 
environment,  anyone  could  create  pro- 
grams that  use  location  information. 

The  impact  on  prices  is  less  clear.  In 
the  U.S.,  carriers  subsidize  the  price 
of  handsets,  then  extract  the  money 
through  one-  or  two-year  service  con- 
tracts they  require  when  you  sign  up. 
Increased  competition  and  the  avail- 
ability of  more  spectrum  should  put 
downward  pressure  on  prices,  espe- 
cially for  data  service.  So,  on  balance, 
the  wireless  revolution  of  2008-2009 
will  win  a  thumbs-up  from  users. 

As  in  past  years,  I  want  to  take  this 
occasion  to  thank  you,  the  readers,  for 
your  comments  and  e-mail  and  to  wish 
you  a  happy,  healthy,  and  prosperous 
New  Year,  ibwi 

BUSINESSWEEK.COM   j 

For  past  columns  and  online-only 

reviews,  go  to  businessweek.com/go/techmaven. 
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Those  Hulking  Media  Failures 

Why  so  many  conglomerates  are  splitting  up  and  slimming  down 


On  Dec.  18,  Federal  Communications  Commission  Chairman  Kevin 
Martin  won  FCC  approval  of  a  pet  proposal  that  will  lift ,  in  certain 
cases,  the  laws  barring  companies  from  owning  newspapers  and  TV 
stations  in  the  same  city.  Cue  an  outcry  from  sundry  politicians  and 
activist  groups  hyperventilating  over  the  horrors  of  further  media 


consolidation.  Cue,  delightfully 
enough,  grumblings  from  a  newspaper 
trade  group  contending  that  the  pro- 
posal doesn't  go  far  enough. 

But  wait.  What  good— or,  to  address 
the  doubters,  what  huge  deal -related 
layoffs — ever  arose  from  owning  sta- 
tions and  newspapers  in  the  same  city? 

For  that  matter,  what  good  ever 
came  from  media  conglomerates' 
endless  pursuit  of  big?  The  companies 
themselves  are  answering  that  last  one, 
because  2007  looks  like  the  year  the 
media  conglomerate  finally  broke.  Yes, 
there  were  a  few  big  deals:  News  Corp. 
-Dow  Jones,  Reuters -Thomson,  and 
the  pending  Sirius-XM  merger.  But 
the  narrative  overwhelmingly  centered 
around  companies  slimming  down  or 
splitting  up. 

Belo  and  Scripps  will  cleave  their 
companies  in  two.  Clear  Channel  is 
jettisoning  its  TV  division  and  about  a 
third  of  its  radio  stations.  Barry  Diller 
split  up  IAC.  Time  Warner  keeps  mak- 
ing noise  about  spinning  out  its  cable 
unit,  and  incoming  CEO  Jeffrey  Bewkes 
is  expected  to  pull  out  the  ax.  And 
recall  that  in  '06,  Sumner  Redstone 
hacked  CBS  off  from  Viacom. 

Those  moves,  along  with  gener- 
ally dismal  long-term  market  per- 
formance, suggest  that  the  thinking 
behind  the  groaning  multimedia 
behemoth  (the  "synergy"  argument,  if 
you'll  forgive  the  term)  was  fundamen- 
tally misbegotten.  Everyone  more  or 
less  knows  that  now.  But  it  also  shows 
the  limits  to  what  a  company  gains  by 
buying  tons  of  properties  in  one  sec- 
tor—the "scale,"  or  cost-cutting  and 
shared -resource  argument.  Eventually 


hugeness  stops  delivering.  Consider 
Clear  Channel's  plans.  Or  how  Time 
Inc.,  the  nation's  largest  magazine 
publisher,  discarded  17  titles  in  '07. 

Not  all  of  this  is  traceable  to  the 
Web's  radical 
remaking  of  media. 
"Within  hit-driven 
businesses,  there 
were  never  any 
meaningful  econo- 
mies of  scale  on  the 
content -creation 
side,"  says  Jona- 
than Knee, -senior 
managing  director 
at  investment  bank 
Evercore  Partners. 
A  music  executive 
scopes  and  signs 

just  so  many  bands  a  year,  and  a  direc- 
tor makes  one  big  movie  only  every  so 
often.  Those  jobs  can't  be  made  twice 
as  productive  by  smashing  companies 
together  and  trimming  staff. 

And  the  limitations  of  synergy  and 
scale  have  long  been  clear.  Tribune  Co. 
bought  Times  Mirror  in  2000  for  more 
than  $8  billion,  banking  in  part  on 
more  robust  national  ad  sales  thanks 
to  newspaper  and  TV  "duopolies"  in 
cities  like  Chicago  and  Los  Angeles. 
That  never  happened.  (Tribune's 
Los  Angeles  Times  has  had  multiple 
layoffs  owing  to  market  conditions, 
not  because  KTLA  staffers  invaded  the 
newsroom.)  A  past  regime  of  Thom- 
son aggregated  more  than  160  mostly 
small-market  newspapers— and  then 
soured  on  the  business  and  exited. 

News  Corp.  is  an  unusual  con- 
glomerate whose  stock  has  beaten  the 


market  indexes  of  late.  But  remembe 
that  both  smart  and  preposterous 
deals  built  it — evidently  one  MySpaoi 
makes  up  for  a  few  Gemstars — and 
that  its  recent  performance  follows 
less  stellar  runs.  Also,  News  Corp.  hi 
long  understood  what  a  conglomera  * 
can  and  cannot  do.  "News  Corp.  is  n 
built  around  synergy.  It's  built  aroun 
maximizing  the  profit  and  opportun 
ties  of  individual  segments,"  says  An' 
Bourkoff,  a  vice-chairman  of  invest | 
ment  bank  UBS. 
Two  key  con- 
stituencies are  sldii 
to  recognize  whati 
has  happened:  Tht 
executives  who  lui 
at  megadeals  unfit 
they're  financial!} 
kneecappedbyoDi' 
and  think  tanks  aii 
politicos  who  frea 

\out  over  media  con 
solidation.  Bothpi 
the  giants  a  compi 
ment  they  don't   ' 
deserve  by  assuming  being  a  massiw ll 
multimedia  company  still  makes  sei' c 
even  though  many  conglomerates  an' 
furiously  backpedaling,  doing  anyth  V 
to  look  less  like,  well,  conglomerates- 

The  executives  and  their  oppo- 
nents are  singing  a  song  from  a  bygo.fc 
era — one  ruled  by  presses  and  broad  ' 
cast  towers,  one  ignorant  of  Google''  ' 
distribution  clout  and  the  limits  to  1 ' 
what  conglomerates  can  do.  The  evi  r< 
dence  shows  combining  local  TV  an  * 
newspapers  doesn't  work,  that  it's  h  • 
to  shave  labor  costs  given  the  vastly  l 
differing  demands  of  each  medium.  I; 
why  should  reality  impinge  on  what  ■'■ 


executives  and  pols  hold  dear?  1  BWl  - 


BUSINESSWEEK.COM   I 

For  Jon  Fine's  blog  on  media  and  advertisiri' 
to  businessweek.com/innovate/FineOnMei 
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ilDE  WALL  STREET  i  GENE  MARCIAL 
dak:  Coming  Out  of  the  Darkroom? 

m're  a  contrarian,  you'll  probably  like  East- 
1  Kodak  (EK),  which  is  currently  a  pariah  on  the 
et.  Three  out  of  10  major  analysts  rate  it  a  sell, 
rest  are  neutral.  And  if  you're  a  value  investor 
seeking  underpriced  as- 


1 1  m  i  i  i  i  I  i  i  i  n  i  i  i  i  I  i  :  i  i  i 
INE  18.  07  DEC.  19 

i  Bloomberg  Financial  Markets 


E  STOCK  MAY 

YE  HIT  BOTTOM  ' y         ove  Kodak' 

the  world's  No.  l  pho- 

rOCK  PRICE  (DOLLARS) 

tography  company.  Its 
stock  skidded  to  a  new 
52-week  low  of  21.42 
on  Dec.  18,  down  from 
30  in  June. On  Dec.  19 
it  inched  up  to  21.94. 
ak  has  been  restructuring  since  2003,  focusing 
agital  photography,  where  it  has  been  playing 
h-up,  and  slashing  costs.  It  lost  money  in  2005 
2006,  but  that  could  change."  We  expect  to  see 
)enefits  in  2008  in  the  form  of  strong  cash  flow 


and  profitability,"  says  Gregory  MacArthur,  presi- 
dent of  investment  firm  Viewpoint  2000.  Bolster- 
ing its  digital  and  inkjet  printing  businesses  should 
beef  up  Kodak's  excess  cash  flow,  which  could  be 
used  to  buy  back  shares  or  maybe  even  pay  a  special 
dividend,  says  MacArthur.  He  expects  the  stock  to 
hit  28  in  six  months  and  climb  to  at  least  32  in  12 
months.  Another  Kodak  bull  is  Bill  Miller  of  Legg 
Mason  Capital  Management,  which  still  has  a  17% 
stake.  One  neutral  voice  is  Ananda  Baruah  of  Banc  of 
America.  Recent  strength  in  digital  cameras  "is  en- 
couraging, but  Kodak  needs  sustained  momentum 
and  a  strong  push  in  its  nascent  inkjet  business,"  he 
says.  But  even  Baruah  sees  profits  of  93<£  a  share  in 
2007  and  $1.10  in  2008  vs.  a  41$  loss  in  2006. 
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abra:  A  Nose 
Acquisitions 

:ial- purpose  acquisi- 
ompanies"  (SPACs), 
id  specifically  to  buy 
companies,  can  be 
vestment  wins  if  they 
ttractive  assets.  One 
lome  run  potential 
abra  2  Acquisition 
which  trades  on  the 
ican  Stock  Exchange  at 
share.  It  is  buying  the 
and  packaging  assets 
se  Cascade  from  the 
e  equity  firm  Madison 
orn  Partners.  Office - 
big  Boise  customer, 
earborn  will  own  40% 
abra  when  the  $1.7  bil- 
■Ual  closes  in  February. 
■1  Eick  of  Forest  Invest- 
in  Management,  which 
■5.2%,  values  Aldabra  at 
D  share  based  on  project- 
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ed  2008  EBITDA  of  $4.90 
a  share.  Mickey  Schleien  of 
Ladenburg  Thalmann  Finan- 
cial Services  figures  a  boost 
in  output  and  possible  listing 
on  the  Big  Board  could  help 
lift  Aldabra 's  stock. 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


Inspire's 
Plump  Pipeline 

Inspire  Pharmaceuticals 
(ISPH)  has  a  lot  going  for  it, 
including  AzaSite,  launched 
in  August,  2007,  to  treat 
conjunctivitis.  It  also  has 
several  drugs  in  the  pipeline, 
all  in  phase  III  trials:  Among 
them  are  Denufosol  for  cystic 
fibrosis  and  Epinastine  for 
allergic  rhinitis  (inflam- 
mation of  nasal  mucous 
membranes).  Prolacria,  for 
dry  eye,  will  be  in  pivotal 
trials  in  2008.  AzaSite  sales 
are  expected  to  hit  $45  mil- 
lion in  2008,  but  Denufosol 
could  be  the  big  driver  for 
growth.  Liana  Moussatos 
of  Pacific  Growth  Equities 
rates  Inspire,  now  at  5.02, 
down  from  8  in  April,  a  buy. 
She  values  the  stock  at  30 
in  12  months,  based  on  the 


WAITING  FOR  NEW 
DRUGS  TO  KICK  IN 

STOCK  PRICE  (DOLLARS) 
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prospects  of  AzaSite  and  the 
other  drugs.  Warburg  Pincus 
just  invested  $74  million 
in  Inspire  for  a  25%  stake. 
Given  its  late -stage  drugs 
and  Warburg's  role,  the  stock 
is  a  buy,  says  David  Steinberg 
of  Deutsche  Bank,  ibwi 
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Inside  Wall  Street  is  posted  at 
businessweek.com/investor  at 
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Faculty  Position  Available 


FACULTY  POSITION 

University  of  California,  Santa  Barbara 

The  UC  Santa  Barbara  College  ot  Engineering  is  seeking  applications  and 
nominations  for  the  Founding  Director  of  the  Graduate  Program  in 
Technology  Management.  To  be  launched  in  2009,  this  one-year  masters 
program  will  focus  admissions  on  engineering,  science  and  mathematics 
students  with  outstanding  academic  records  who  are  interested  in  a  career 
in  technology  and  innovation  management.  The  Founding  Director  will  develop 
the  curriculum  and  lead  the  effort  to  hire  additional  members  of  the  faculty 
team.  An  endowed  chair  and  a  senior  leadership  position  are  available  to 
support  and  empower  this  position  and  to  enable  the  Founding  Director  to 
develop  the  Program  most  effectively. 
Qualifications  of  the  ideal  candidate  should  include  several  of  the  following: 

•  Experience  and  leadership  capabilities  necessary  to  meet  the  challenges 
and  opportunities  of  building  a  new  and  exciting  academic  program 

•  Outstanding  credentials  in  academic  work  or  technology  business 

•  Ability  to  be  an  inspiring  and  rigorous  instructor 

•  Experience  at  an  executive  level  in  technology  management 

All  applicants  and  nominees  will  be  held  in  strict  confidence.  Please  send 
resume  or  CV  and  statement  of  interests  to  Dean  Matthew  Tirrell, 
attn:  GPTM  Search,  College  of  Engineering,  University  of  California, 
Santa  Barbara,  CA  93106,  or  to  apply@engineering.ucsb.edu.  Apply 
by  December  31,  2007  for  primary  consideration,  however,  position 
will  remain  open  until  filled.  For  more  details,  please  see 
http://www.engineering.ucsb.edu/positions. 

7?7e  department  is  especially  interested  in  candidates  who  can  contribute  to  the  diversity  and  ex- 
cellence ot  the  academic  community  through  research,  teaching,  and  service.  An  EO/AA  Employer. 
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seeks  overseas  distributors 

Tel: +44  (0)1872  223000 
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for  further  information 
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OWN  YOUR  OWN 
BUSINESS  LOAN  COMPANY 

No  experience  needed,  we  support  you! 

•  Arrange  business  loans  and  leases 
from  SlOk- $10  million. 

•  Work  directly  with  national  lenders. 

•  Unlimited  earning  potential  and 
residual  income. 


Call  now  to  receive  a  FREE 
DVD  Seminar  and  Brochure! 


,800-336-3933 


^^      ▼     www.viewbfc.com 
The  Loan  Consultants,  Inc.,  since  1983 
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Aust.  passport  holder,  Chinese  <  I 
able  to  find  you  the  right,  high-q 
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Which  would  you  choose? 

Meeting  face-to-face  has  it's  downsides.  That's  why  we've  created 
TANDBERG  ExpenarM,  the  ultimate  in  telepresence.  You'll  feel  like 
you're  in  the  same  room  as  colleagues  continents  away.  Without 
the  inconvenience  of  having  to  go  there  in  person., 
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MONSANTO'S  SUCCESS 
AND  CONSUMERS'  DISMAY 


Monsanto  shares  may  be  riding  high,  but  so  is 
opposition  among  our  readers  to  the  genetically 
engineered  plant  seeds  the  company  produces. 
That  much  is  clear  from  the  response  to 
"Monsanto:  Winning  the  Ground  War,"  our  Dec.  17 
Cover  Story  about  Monsanto's  benefiting  from  the 
proliferation  of  GMO  crops.  The  (mostly  civil) 
pro -and -con  posts  on  our  message  boards  also 
delved  into  an  issue  the  story  touched  on:  labeling. 
In  the  U.S.,  foods  containing  GMOs 
don't  have  to  be  labeled  as  such, 
some  noted.  That's  true.  For  now, 
consumers  must  buy  organic  if 
they  want  to  be  certain  their  food 
isbiotech-free.  -Brian  Hindo 


If  these  GMO  crops  weren't 
subsidized,  they  would  have 
disappeared  a  long  time 
ago— because  consumers  • 
in  Asia  and  Europe  don't 
want  them,  and  because  the 
international  media  hasn't 
suppressed  [discussion  of] 
the  health  and  environmen- 
tal risks  they  pose.  People  in 
the  U.S.  would  avoid  GMO 
foods,  too,  if  they  knew  they 
were  consuming  them. 
Screen  name:  Erica 

As  a  farmer  using  Monsan- 
to's system,  I'm  a  strong 
believer  in  the  ability  of 
GMO  technology  to  increase 
production  while  allowing 
me  to  decrease  the  amount 
of  pesticides  I  spray.  The 


most  disturbing  part  of  the 
GMO  debate  is  that  it  is 
being  held  without  farm- 
ers' input.  GMOs  make  up 
an  important  technology 
that  needs  to  be  responsibly 
developed.  That  said, 
I  don't  like  having  to  pay 
the$l5-per-acre 
"technical  use  agreement" 
for  the  Monsanto  product. 
The  science  is  awesome— 
it's  the  issue  of  ownership 
that  causes  me  the  most 
fear. 
Screen  name:  WarrenS 

Look  at  the  profits  Mon- 
santo is  reaping.  Look  at 
which  corporate  farms 
benefit  from  the  U.S.  Farm 
Bill,  and  ask  yourself:  "Does 


the  world  need  more  corn 

syrup?" 

Screen  name:  Tom  Tyler 

Genetically  modified  seeds 
are  treated  like  CDs  and 
movies — as  intellectual 
property.  Farmers  must 
buy  patented  seeds  from 
Monsanto.  No  matter  how 
you  spin  it,  it's  ludicrous  to 
have  corporations  effec- 
tively in  control  of  our  food 
supply.  But  that's  the  road 
we're  heading  down. 
Screen  name:  eric 

What  about  the  long-term 
effects?  Could  geneti- 
cally modified  crops  cause  * 
cancer  40  years  down  the 
line  ?  Let's  not  play  with 
our  food  this  way.  We  don't 
need  GMOs.  People  who 
are  starving  can  be  better 
fed  by,  among  other  things, 
changing  incentives  in  the 
farming  sector  by  getting  rid 
of  subsidies.  The  future  is 
organic,  not  GMO. 
Screen  name:  Bob 


Monsanto  defends  its  pr^ . 
ucts  with  the  argument  t ' 
GMO  agribusiness  [holdJ 
the  key  to]  feeding  the 
world.  But  the  company 
to  mention  that  its  prodili 
do  not  provide  nutrients 
the  world.  Any  nutrition^ 
can  tell  you  that  you  can  ■' l 
survive  on  corn  syrup  anrf 
soybean  oil.  Monsanto  is<f 
NOT  feeding  the  world. 
Screen  name:  Rachel  Brink* 
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Is  the  market  always  rigf 
Just  because  everybody 
gorges  themselves  at 
McDonald's  doesn't  mail 
it  a  good  idea  to  do  so, 
no  matter  how  good  the   0 
company  may  be  as  an 
investment. 
Screen  name:  John  Luster 

et 

For  farmers  who  still  wa  is 
to  produce  non  -  GMO  c(  its 
for  the  premium -priced  |g 
export  market,  it  is  near  b 
impossible.  Why?  Dust  jie 
from  a  neighbor's  GMO  jts, 
field— carried  by  the  wir  l,. 
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:n  it's  blowing  in  the 
j  t  direction — can  land 
'■ther  crops.  And  that's 
agh  for  a  crop  to  fail  the 
-GMOtest. 
'en  name:  Bart 

D  ingredients  are  not 
led  for  the  consumer, 
if  anyone  has  ever  had 
dverse  reaction  to  such 
jedients,  there  is  no  way 
ace  the  cause, 
en  name:  Paul 

Id  hunger  cannot  be 
as  an  argument  for 
|)s.  Starvation  is  a  politi- 
roblem.  A  shortage 
iods  is  not  the  cause  of 
*er  in  the  world: 
■rty  is.  According 
'orld  Hunger:  Twelve 
is,  co -authored  by 
ces  Moore  Lappe  (1998): 
world  today  produces 
igh  grain  alone  to  pro- 
every  human  being  on 
lanetwith  thirty- five 
bred  calories  a  day."  It 
no  good  to  grow  more 
if  people  can't  afford  it. 
(1  name:  Kate 

ronmentalists  imagine 
Os  sci-fi  flick:  freakish 
life  forms  waiting  to 
tsh  a  plague  on 
mity.  But  genetically 
d  crops  aren't  very 
'ent  from  their  natural 
terparts.  They  have  an 
gene  or  two  replaced, 
2ess  that  happens  in 
e  all  the  time  when 
s  reproduce, 
name:  random 


OIL 


WASHINGTON  LACKS  THE 
GUTS  TO  RAISE  GAS  TAXES 

When  the  price  of  oil  pushes 
gasoline  to  $4  a  gallon,  we 
don't  like  it.  But  we  pay 
it— and  that  economic  rent 
goes  to  people  we  don't 
want  to  finance  ("A  primed 
political  pump,"  News, 
Dec.  17).  We  could  have 
tacked  on  that  extra 
premium  as  a  kind  of  tax, 
and  demand  would  drop. 
Using  CAFE  (corporate 
average  fuel  economy) 
standards  is  a  clumsy  and 
indirect  way  of  dealing  with 
the  problem  [of  consuming 
less  oil]  because  politicians 
don't  have  the  guts  to  tax. 
Increase  the  price  at  the 
pump,  and  fleet  efficiency 
and  consumer  behavior  will 
take  care  of  themselves. 
Edward  Beardsworth 

PALO  ALTO,  CALIF. 

I'm  tired  of  the  White 
House's  political  exploita- 
tion of  the  U.  S.  reliance  on 
foreign  oil.  It  incites  ani- 
mosity of  average  Americans 
toward  the  Middle  East,  and 
it's  working  against  us.  We 
have  friends  in  the  region. 
But  now  everyone  falls  for 
the  line  that  money  from 
buying  a  barrel  of  oil  from 
the  region  somehow  goes 
directly  into  Osama's  40i(k). 
What  a  bunch  of  hooey.  Let's 
stop  repeating  lies  and  start 
finding  solutions. 
Ramon  Cardona 

LOVELAN  D.OHIO 


MEDIA 


CORPORATE  SLOGANS: 
CUT.  THEM.  OUT. 

I  have  one  more  prediction 
to  add  to  Jon  Fine's  list  in 
the  Media  Centric  column 
("Media  predictions  for 
2008,"  Opinion,  Dec.  10). 
O.K.,  it's  more  of  a  wish 
than  a  prophesy: 
Congress  and  the  Federal 
Communications  Commis- 
sion will  pass  legislation  to 
ban  all  those  ubiquitous, 
three -word  corporate 
slogans,  thereby  putting 
dozens  of  lazy  Madison 
Avenue  "writers"  out 
of  work.  Repetitive. 
Unimaginative.  Moronic. 
Pierre  Devaux 

OAKLAND.  CALIF. 


thereafter.  So  does  this 
mean  that  it's  O.K.  for  us 
to  tell  our  credit -card 
issuers:  "Oh,  shucks.  I 
didn't  realize  I  was  getting 
in  over  my  head.  Could  you 
please  extend  my  initial  0% 
APR  for  an  additional  five 
years  once  the  introductory 
period  expires?" 
David  Schwartz 

RENO.NEV. 

MARKETING 

GOT  AN  OPINION? 

YOU,  TOO,  CAN  BE  A  CMO! 

I  witnessed  firsthand  many 
of  the  points  made  in 
"The  short  life  of  the  chief 
marketing  officer"  (What's 
Next,  Dec.  10).  Nobody 
questions  the  chief  informa- 


Increase  the  price  [of  gas]  at  the  pump,  and 
fleet  efficiency  and  consumer  behavior  will 
take  care  of  themselves,  edward  beardsworth 


MORTGAGES 


WHY  NOT  FREEZE  MY 
TEASER  CREDIT-CARD  RATE? 

U.S.  Treasury  Secretary 
Hank  Paulson  proposes  to 
rescue  troubled  homeown- 
ers by  locking  in  place  the 
teaser  interest  rates  that 
were  agreed  upon  when  the 
mortgages  were  first  drawn 
up  ("  Help  may  be  on  the 
way,"  News,  Dec.  10). 

Many  financial  institu- 
tions give  consumers  a  low 
introductory  interest  rate, 
charging  exorbitant  rates 


tion  officer,  for  instance, 
as  long  as  the  company's 
e-mail  and  phone  systems 
are  working. 

And  nobody  bothers  with 
human  resources:  There's 
no  glamour  in  deciding  if  it's 
better  to  say  "Merry  Christ- 
mas" or  "Happy  Holidays." 

Being  a  chief  marketing 
officer  is  like  being  a  food 
critic.  The  feeling  is  that  any- 
body can  do  the  job  because 
it's  more  about  opinions 
than  right  or  wrong  answers. 

Alfred  Chow 

KING  OF  PRUSSIA,  PA. 
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Mexican  Immigration  101 


Workers  have  been  crossing  north  to  the  U.S.  for  more  than  a  century.  It  wasn't  always  so  controversial 


Just  four  days  before  jetliners  slammed  into  the  World  Trade  Center, 
President  George  W.  Bush  donned  cowboy  boots  and  a  tux  to  welcome 
new  Mexican  President  Vicente  Fox  to  a  lavish  White  House  dinner 
featuring  gourmet  Tex-Mex  food.  A  joint  session  of  Congress  gave  a 
standing  ovation  to  Fox,  the  victor  in  Mexico's  first  truly  democratic 


elections  after  seven  decades  of  one- 
party  rule.  A  gentleman  rancher  like 
Bush,  Fox  seemed  to  be  a  leader  with 
whom  Washington  could  finally  do 
business.  And  he  had  a  big  proposi- 
tion the  Bush  Administration  seemed 
remarkably  willing  to  consider:  com- 
prehensive immigration  reform  that 
would  give  legal  status  to  millions  of 
Mexicans  laboring  illegally  in  the  U.S. 
while  creating  a  temporary  worker's 
visa  for  hundreds  of  thousands  more. 
It  was  nearly  everything  Mexico 
wanted,  and  Fox's  Foreign  Minister, 
Jorge  Castaneda,  a  left -leaning  New 
York  University  professor  of  political 
science,  cockily  described  the  deal  as 
"the  whole  enchilada." 

Within  days  of  September  1 1 ,  Mexico 
was  back  to  rice  and  beans.  Although 
Fox  staked  the  rest  of  his  six-year 
presidency  on  winning  an  immigration 
deal,  it  never  happened.  Castaneda  left 
the  government  in  2003  and  returned 
to  NYU,  where  he  continued  to  follow 
U.S.  debate  over  what  to  do  about  the 
millions  of  undocumented  migrants. 
Fence  off  the  border?  Issue  driver's 
licenses  ?  Allow  migrant  children  to  pay 
in -state  tuition— or  deport  them? 

In  Castaneda's  view,  Americans  are 
confused,  often  misled,  and  in  need  of 
a  primer  on  Mexican  migration.  So  he 
wrote  Ex  Mex:  From  Migrants  to  Immi- 
grants, a  straightforward,  useful  guide 


An  unintended  consequence  of  a  late  1990s 
border,  crackdown:  Instead  of  returning 
home,  migrant  workers  sent  for  their  families 


to  the  two  countries'  complex  and 
sometimes  surprising  history  of  labor 
exchange.  While  Castaneda,  who  ran 
unsuccessfully  for  President  in  2006, 
clearly  wants  to  set  the  record  straight 
on  his  role  in  pushing  for 
the  "whole  enchilada," 
the  book  is  remarkably 
free  of  the  often  abrasive 
rhetoric  in  which  he 
engages  elsewhere. 

Castaneda  notes  that 
Mexicans  have  been 
crossing  the  border  for 
more  than  a.  century, 
often  legally.  Under 
the  World  War  II -era 
bracero  program,  the 
U.S.  relied  on  Mexicans 
as  temporary  workers  to 
fill  in  for  G.I.s  fight- 
ing abroad.  From  1942 
through  1964,  some 
4.2  million  Mexicans 
routinely  worked  for  six 
months  in  the  U.S.,  then  returned  to 
their  families.  In  1986  immigration 
reform  under  Ronald  Reagan  granted 
amnesty  to  some  3  million  undocu- 
mented Mexicans.  And  during  periods 
of  economic  crisis  in  Mexico  and 
economic  expansion  in  the  U.S.  in  the 
'90s,  immigration  rose  steadily  until 
the  Clinton  Administration  cracked 
down  on  illegal  border  crossings,  even 
as  fast -growing 
U.S.  businesses 
demanded  more 
labor.  Immigra- 
tion circularity, 
as  the  back -and - 
forth  pattern  be - 


Ex-Mex:  From  Migrants  to 

Immigrants 

by  Jorge  G.  Castaneda;  New 

Press;  222pp;  $25.95 


came  known,  ground  to  a  halt.  Instea 
of  going  home,  many  migrants  paid 
smugglers  to  sneak  in  their  families. 
In  1998,  Mexico  made  dual  citizensh 
legal,  paving  the  way  for  migrants  to 
become  U.S.  citizens.  Today  around : 
million  Mexicans  live  in  the  U.S. — n< 
of  Mexico's  population.  Last  year  the 
sent  home  $23  billion,  the  country's 
second-largest  source  of  foreign  rev- 
enue after  oil  exports. 
Castaneda  notes  U.S.  sentiment  or 
migration  from  Mexicc 
tends  to  turn  nega- 
tive during  economic 
slowdowns,  as  is  the  cz 
now.  Immigrants  may 
provide  vital  low-  cost 
labor,  but  anti-immigi; 
tion  movements  and  ei 
ployment  clampdowns 
are  back.  Politicians 
whose  positions  chang 
with  the  political  wind 
shouldn't  be  surprised 
Castaneda  says,  when" 
Mexicans  don't  take 
seriously  "repeated  U.U 
professions  of  faith  int 
the  sacred  inviolability 
of  the  law." 

Clearly,  immigration 
has  polarized  the  U.S.  Both  parties' 
Presidential  candidates  are  strugglinji 
to  stake  out  positions  on  border  conto 
even  as  they  worry  about  alienating 
Hispanic  voters,  the  nation's  largest  t 
minority.  It's  no  wonder  that  legisla- 
tors failed  to  reach  agreement  this  ye; 
on  a  bipartisan  immigration-reform  | 
proposal  and  that  reform  faces  an 
uncertain  future  even  under  a  new  \Ji 
Administration.  Yet  as  Castaneda  ob 
serves:  "If  over  a  century  of  experiem 
means  anything,  it  shows  that  Mexi- 
cans will  continue  to  go  north,  legallj 
or  not,  safely  or  not,  with  circularity? 
without  it,  almost  regardless  of  what 
the  United  States  does."  1 BW 1 
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114    THE  WELCHWAY  I  JACK  &  SUZV  WELCH 


Hot-Button  Columns  of  2007 

Wherein  we  either  raised  your  blood  pressure  or  struck  a  chord 


About  this  time  last  year,  we  received 
an  e-mail  from  a  reader  who  asked  if  we 
believed  America's  competitive  success 
was  linked  to  its  relative  lack  of  corrup  - 
tion.  Having  just  spent  two  weeks  in 
Latin  America,  where  we  heard  count- 
less stories  of  systemic  governmental 
misbehavior,  we  replied  that  we  agreed. 
Yes,  America  has  its  share  of  corrup- 
tion, largely  in  public  works  projects, 
we  wrote.  However:  "Virtually  no  one 
starting  a  company  in  the  U.S.  today 
has  to  worry  about  covering  the  hidden 
costs  of  bribes,  payoffs,  and  kickbacks." 
The  notion  seemed  so 
self-evident  to  us  that,  as 
we  sent  the  column  to  our 
editors  at  BusinessWeek, 
one  of  us  commented: 
"This  ought  to  be  a  quiet 
week." 

Talk  about  blind- 
sided!  "The  high  cost  of 
corruption"  was  one  of 
our  most  controversial 
columns  of  the  year,  inflaming  slews  of 
readers,  who  accused  us  of  everything 
from  ignorance  to  collusion.  "Stop  it! 
It  is  a  known  fact  that  private  enter- 
prise owns  the  government,  paid  for 
with  bribes  in  the  form  of  campaign 
contributions,"  one  typical  letter  read. 
"The  whole  American  system  is  rigged, 
and  you're  either  idiotic  or  blind  not  to 
know  that,"  said  another. 

That  was  January.  As  2007  unfolded, 
we  were  to  write  four  more  columns 
that  sparked  particular  sound  and  fury. 
Now,  most  of  our  columns  receive  a 
hefty  response,  with  general  com- 
ments on  our  point  of  view.  That's  not 
what  we're  talking  about  here.  We're 


Our  favorite  letter  read:  "Jack,  we've  got  you 
scheduled  to  run  sewing  machine  #13  when  you 
get  to  hell.  By  the  way,  that's  a  nonunion  shop" 


talking  about  columns  that  generated 
an  avalanche  of  mail  laced  with,  let's 
say,  heightened  emotions. 

Take  our  March  column  decrying  the 
Employee  Free  Choice  Act.  If  our  col- 
umn on  corruption  set  off  a  firestorm, 
this  one  unleashed  a  conflagration. 
We  weren't  surprised.  We  knew  that 
organized  labor  loved  the  legislation; 
why  wouldn't  it  ?  Removing  the  secret 
ballot  would  make  unionization  much 
easier.  We  also  knew  many  business  - 
people  feared  it  to  their  bones,  feeling, 
as  we  did  that,  if  the  bill  became  law, 
it  would  be  a  real  blow  to 
American  competitive- 
ness. Thus  the  column's 
headline:  "The  Unem- 
ployment Act." 

Ultimately,  the  legisla- 
tion did  pass  in  the  House 
but  stalled  in  the  Senate. 
Regardless,  for  weeks  af- 
ter our  column  was  pub- 
lished, we  received  tor- 
rents of  e-mail.  Tallying  them  up  now, 
it's  amazing  to  see  they  actually  ran  2 
to  1  in  favor  of  our  position— perhaps  a 
reflection  of  Business  Week's  readership 
more  than  anything  else.  But  without  a 
doubt,  the  negative  responses  were  the 
most  colorful  of  the  year,  our  favorite 
still  being  the  letter  that  read:  "Jack, 
we've  got  you  scheduled  to  run  sewing 
machine  #13  when  you  get  to  hell.  By 
the  way,  that's  a  nonunion  shop." 

A  similar  level  of  passion  greeted 
our  column  about  Joe  Torre,  the 
former  New  York  Yankees  manager 
whose  contract  with  the  team  became 
a  cause  celebre  in  November.  For  the 
record,  our  purpose  was  to  illustrate 

the  importance  of 
keeping  con- 
tract talks  quick 
and  private, 
as  captured  in 
its  headline: 
"Negotiate  in  a 


cool,  dark  place."  But  by  a  margin  of 
3  to  1,  readers  told  us  that  our  Torre 
example  was ,  pardon  us ,  off  base .  "  It 
you  want  to  write  about  how  to  back 
a  beloved  employee  into  a  corner  anc 
out  the  window  of  a  high  -  rise  so  you 
don't  look  like  the  bad  guy,  then  use 
Torre,"  as  one  put  it.  "You  missed  thi 
point.  Joe  deserved  better." 

By  contrast,  our  most  popular 
column  this  year  was  a  love  letter 
we  wrote  to  Gen  Y,  a  group  of  young 
people  who,  despite  their  negative 
press,  we  have  consistently  found  to 
be  engaged,  worldly,  entrepreneurial 
and  hungry  to  win.  Our  view  struck « 
chord,  and  " Generation  Y's  bad  rap" ' 
elicited  a  rush  of  letters  from  grate  - 
ful  twentysomethings — and  their 
employers,  professors,  and  even  sorrr 
of  their  parents.  "Thank  you!"  one 
mother  wrote  us.  "At  last  someone  hi 
the  guts  to  see  these  kids  as  we  see  ok 
daughter  and  her  friends —the  hope  t 
the  future." 

Finally,  a  July  column  "Bosses  who 
get  it  all  wrong,"  didn't  spark  contro-: 
versy  as  much  as  inspire  a  boatload  01 
advice  to  us  —  about  what  we  failed  tC! 
mention  in  our  list  of  the  top  five  con 
ner-office  dysfunctions.  (One  reader.' 
even  sent  us  a  list  of  15  bad  behaviors 
we  left  out. )  But  we  were  perhaps  the 
most  taken  aback  by  the  e-mail  we 
received  from  a  reader  who  hung  theii 
column  in  her  cubicle.  A  few  days  lati 
a  manager  told  her  to  take  it  down  ara| 
stop  "pushing  the  envelope." 

We'd  say,  never  stop!  Especially, 
keep  pushing  back  at  us.  We  look  torn 
ward  to  opening  a  whole  new  enveloi  j 
of  hot  topics  in  2008.  1 BW 1 
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Jack  and  Suzy  Welch  await  your  questions. 
E-mail  them  at  thewelchway@business- 
week.com.  For  their  VIDEO  PODCAST,  go  to 
businessweek.com/search/podcasting.htm. 
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1AVE  COMPLEX  VALUATION  RULES  LEFT  YOU  UNSURE  OF  Y 
ET  THE  POWER  OF  DUFF  &  PHELPS. 

Dm  financial  reporting  and  tax  valuation  to 
ansfer  pricing  and  ESOP  and  ERISA  advisory, 
iff  &  Phelps  provides  trusted  analysis  and 
sight  on  critical  issues.  With  over  1,000 
nployees  working  together  across  North 
nerica,  Europe  and  Asia,  we  have  the  depth 
Id  breadth  of  industry  and  technical  expertise 
meet  your  needs.  Get  the  strength  of  one 
!  the  world's  leading  independent  financial 
visory  and  investment  banking  firms. 
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kjFF    Phelps 


fandphelps.com  /  +1-866-282-8258 
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e  provided  by  Duff  &  Phelps  Securities,  LLC. 


THE  MOST 

FUEL-EFFICIENT 

SUV  ON  EARTH. 

THE  2008  ESCAPE  HYBRID. 
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With  its  electric  motor  and  regenerative  braking,  the  34  MPG 
Escape  Hybrid  helps  you  minimize  your  exhaust  emissions  and  use 
less  gas.  Learn  more  at  FORDVEHICLES.COM. 
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Based  on  U.S.  EPA  rankings  and  best  city  mileage  in  VCA  data.  EPA-estimated  34  city/30  hwy  mpg,  FWD.  Actual  mileage  will  vary. 
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